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Applied  Technology 

Tungsten  carbide  provides  the  added  strength  and  abrasion  resistance 
many  special  wear  applications  demand. 

Fansteel  Hydro  Carbide  applies  its  materials  technology  to  produce 

a  wide  variety  of  tungsten  carbide  dies,  mandrels,  rolls,  wear  parts 

and  compacts  for  a  wide  range  of  industries. 

Increasing  industrial  productivity  through  high  performance  tungsten 

carbide  is  just  one  example  of  Fansteel  materials  technology  meeting 

the  needs  of  growing  industries. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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Designed  by  artist  Kenneth  Noland,  the  chart  depicts  NEC's  growth  curve  from  fiscal  year  1980  to  1984.  Consolidated  net  sales  in  fiscal  1984  for  NEC's  more  than  15. 000  products  i 


For  you,  the  first  in  Computers  &  Communications 

The  new  information  age 
is  built  on  C&Q  the  merging 
of  computers  &  communications. 
NEC  is  a  world  leader 
in  the  four  technologies 
that  form  the  foundation 
of  C&  C—  computers, 
communications, 
electron  devices, 
&  home  electronics. 
Making  NEC  a  balanced 
computer  &  communications 
company  able  to  respond 
to  all  your  needs. 
Now  you  know  why 
the  computer  giants  and 
the  communications  giants 
are  now  reaching  out 
into  each  other's  fields. 
You  deserve  no  less. 

NEC.  The  way  it  will  be. 


totaled  $7.8  billion. 


NEC 

NEC  Corporation 
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Chrysler  creates  LeBaron  GTS.The  American  sed 


The  design  is  bold.  Sleek,  daring  aerodynamic  lines. 
The  performance:  heart-pounding. 
This  is  GTS.  A  new  kind  of  LeBaron;  a  performance  LeBarc 
engineered  to  outperform  Europe's  best  sedans* 

And  it  does.  When  you  eguip  it  with  turbo,  special  sport  h 
dling  suspension  and  15"  wheels,  LeBaron  GTS  is  faster  from  0 1 
than  Audi  5000S  Turbo,  BMW  528e,  Mercedes  190E. 

And  front-wheel  drive  GTS  outperforms  the  Eurc 
i   trio  through  the  twists  and  turns  of  a  slalom  course 
In  braking,  GTS  with  dual  proportional  braking  s; 
outperforms  them  once  again. 

And  yet  this  disciplined  road  car  is  a  comfortable : 


w 


at  outperforms  BMW  528e  and  Mercedes  190EJ 


Baron  GTS  Premium  s  cabin  is  marked  by  advanced 
and  functional  luxury  And  supple  leathers  can  be 
to  its  economically  designed  seats. 
en  its  Protection  Plan  is  outstanding:  5  years  or  50,000 
urbo,  drivetrain  and  outer  body  rust  through, 
i  GTS  would  be  impressive  at  any  price.  At 
ess  than  the  least  expensive  of  the  three  European 
is  stunning. 

"    i     /,  standard equipped  1984  competitive  [est  models.    '  Whichever  comes 
|     i  'i      Deductible  applies  Excludes  fleet/ledses.  Dealer  has  details  -.-Based  on 
pHtisoi    oftpstcars  Standard  equipment  levels  may  vary  i-tLowest  percent  of    . 
rill ■  '■  i  '83  „iles  model  years  for  vehicles  designed  and  built  in  North 

ii   inty  comparison  of  competitive  vehicles. 


We  engineered  it  to  outperform 
Europe's  best.  It  does* 


ESARO!\! 
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Chrysler 

■      i 


Chrysler.  Best  built,  best  backed  A 
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On  the  cover  of  our  Annual  Report  on  American  Industry,  the 
disagreeable  Rumanian  nobleman  was  an  apt  symbol  for  1982; 
that  was  a  year  most  business  people  were  happy  to  see  nailed 
firmly  in  its  grave.  For  our  report  on  1983  we  chose  a  happy 
dieter:  Recently  slimmed  down  and  fit,  U.S.  business  had  a 
profitable  recovery.  This  year?  Well,  a  lot  of  businessmen  we 
know  do  feel  like  trapeze  artists  these  days.  They  made  it  safely 
through  1984,  but  1985  has  them  plenty  worried. 

How're  we  doing? 

Assistant  Managing  Editor  Paul  Sturm  fielded  an  urgent  tele- 
phone call  in  mid-December.  It  was  from  a  smallish  electrical 
equipment  company  in  Wisconsin.  Would  Forbes  please  give 
the  company  an  advance  peek  at  the  Yardstick  numbers  in  our 
forthcoming  Report  on  American  Industry?  Why  the  rush, 
Sturm  asked?  Couldn't  the  company  wait  until  the  issue  ar- 
rived? The  caller  explained:  "Our  company  isn't  very  big,  but 
we  have  a  very  good  profit-sharing  plan.  We  get  bonuses  based 
on  how  we  stack  up  against  the  median  performance  for  our 
industry  in  your  Annual  Report  issue."  The  employees,  she 
explained — and  she  was  one — didn't  want  to  wait  for  actual 
delivery  of  the  magazine  before  getting  the  good  news. 

It  is,  of  course,  against  our  rules  to  give  data  in  advance  of 
publication,  but  not  a  year  passes  without  our  getting  calls  like 
this.  When  will  the  report  be  out?  How  do  we  arrive  at  the 
figures?  Can  you  help  us  adapt  them  to  measure  our  own 
corporate  performance? 

Quite  clearly,  this  special  annual  service  of  Forbes  magazine 
is  useful  and  much  used  by  a  lot  of  business  people  as  a  standard 
against  which  to  measure  their  own  performance.  People  in  big 
companies,  in  medium  companies,  in  small  companies.  Even 
divisions  within  companies.  They  want  to  know  how  their  own 
performance  for  the  year — in  growth  and  profitability — stacks 
up  against  that  of  other  companies,  and  how  their  industry 
compares  with  other  industries.  Investors  use  the  Yardsticks, 
too.  It  can  help  them  decide  whether  they  are  holding  the  right 
stock  in  a  given  industry  and  which  industries  offer  the  most 
fertile  fields  for  investment. 

This  is  the  37th  Forbes  Annual  Report  on  American  Industry. 
Annual  statistical  compendiums  are  today  a  familiar  feature  of 
the  business  press,  but  ours,  dating  to  1949,  is  the  granddaddy  of 
them  all.  Though  it  has  changed  greatly  over  the  years,  the 
Forbes  Annual  Report  has  endured,  and  for  a  very  simple  reason: 
More  than  just  a  simpleminded  collection  of  numbers,  it  is 
analytical,  judgmental — in  short,  useful.  This  year  we  analyze 
the  corporate  performance  of  1,000  companies  in  42  industries. 

C^  Editor 
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The  Upjohn  Company  1984 


From  generation  to  generation, 

diabetes  is  carried  on  by  the  inevitable  force  of  genetic  predestination. 

But  Upjohn  is  working  to  change  that  destiny. 

Since  the  1950s,  the  people                 And  recent  research  has  shown  improve  the  quality  of  life.  And 

Upjohn  have  been  developing  that  instead  of  having  inadequate  searching  for  more  will  make  our 

edicines  to  help  the  diabetic.  insulin  levels,  many  diabetics  second  century  of  caring  even  moi 

But  beyond  helping  people  in  fact  have  inadequate  levels  of  exciting  than  the  first 

-e  with  disease,  we'd  like  to  see  insulin  receptors.  For  a  free  booklet  "What  Yoi 

eryone  living  without  it.                      So  we're  working  to  find  ways  Should  Know  About  Diabetes^ 

Through  our  Chinese  hamster  to  increase  these  receptors  in  write  CARING,  Department  I) 

lony,  the  only  one  in  the  U.S.  diabetics  so  their  bodies  can  take  RO.  Box  2497,  Kalamazoo, 

voted  solely  to  diabetes  re-  full  advantage  of  the  insulin  Michigan  49003. 

arch,  we  have  made  significant  which  is  there.  WT      *       1 

scoveries  about  the  relationship          For  nearly  100  years  we've  UpJOllfl 

'tween  diabetes  and  nutrition  searched  for  new  answers  to  help  *M 


improve  the  quality  of  life.  And 
searching  for  more  will  make  our 
second  century  of  caring  even  more 
exciting  than  the  first 

For  a  free  booklet  "What  You 
Should  Know  About  Diabetes'' 
write  CARING,  Department  DKB, 
RO.  Box  2497,  Kalamazoo, 
Michigan  49003. 


Upjohn 


At  IBM,  you're  not  limited  to 
a  daisy  wheel  printer, 

or  an  ink  jet, 


or  a  color  ink  jet, 


or  a  thermal, 


or  a  laser, 


or  a  Selectric", 


or  a  band, 


or  an  electro-erosion, 


or  a  dot  matrix, 


or  a  color  dot  matrix, 


3r  a  train  printer, 


or  even  a  plotter.  Because  we  alone 
give  you  the  choice  of  all  of  them. 


What  does  this  mean  for  you? 
Simply  that  our  range  of  choices 
lets  you  choose  the  printer  that  best 
suits  your  needs. 

IBM  makes  more  than  70 
different  printer  models,  from 
personal  computer  printers  to 
printers  for  our  large  computers. 

We  offer  you  an  infinite  choice 
of  printing  styles.  From  data 
printouts  to  IBM  letter-quality 
printing.  Color.  Graphics. 
Electronic  forms.  And  illustrations. 

You  can  have  print  so  perfect 
it's  almost  indistinguishable  from 
offset  printing. 

There's  also  a  choice  of  speeds 
—from  desk-top  printers  measured 
in  characters  per  second  to 
printers  fast  enough  to  count  in 
pages  per  second. 

When  computers  first  were 
Joined  with  printers,  IBM  was 


there.  We  built  the  first  chain 
printers,  train  printers  and  laser 
printers.  And  in  the  process,  IBM 
developed  something  else:  a 
reputation  for  reliability. 

At  IBM,  our  range  of  print 
technologies  and  printers,  our 
reliability  and  our  service  all  serve 
a  single  purpose:  To  make  your 
printing  as  effective  as  your 
processing.  To  give  your  work  the 
finishing  touch. 

For  free  literature  on  our 
printers,  call  1 800  IBM-  =§==p==^ 
2468,  Ext.  7/3N.  =^====?i= 


Trends 


Edited  by  John  A.  Conway 


Corporate  combat 

War  is  hell,  but  corporations  wage  it 
all  the  time,  says  William  Peacock,  a 
former  assistant  secretary  of  the 
Army  and  Vietnam  Marine  officer 
who  is  now  a  corporate  executive  in 
St.  Louis.  In  a  new  book  called  Corpo- 
rate Combat,  he  says  lessons  learned  in 
the  Battle  of  Bunker  Hill,  Pickett's 
Charge  at  Gettysburg  and  the  Charge 
of  the  Light  Brigade  at  Balaklava  say 
something  about  the  perils  of  "frontal 
assault"  in  business.  He  makes  other 
parallels:  MacArthur's  landing  at  In- 


particularly  among  older  and  more  af- 
fluent buyers  who  can  afford  the  high- 
er monthly  payments.  First,  a  15-year 
mortgage  may  carry  an  interest  rate 
0.5%  lower  than  a  conventional  30- 
year  loan,  and  the  buyer,  of  course, 
pays  far  less  interest  over  time.  A 
$50,000  mortgage  at  13%,  for  exam- 
ple, would  cost  $633  a  month  for  15 
years,  while  borrowing  for  30  years  at 
13.5%  would  run  $573  a  month.  But 
the  homeowner  will  pay  only 
$113,940  over  the  life  of  the  15-year 
mortgage,  instead  of  $206,280.  The 
15-year  mortgage  has  become  so  pop- 


Culver  Pictures 


The  Charge  of  the  Light  Brigade 

A  military  man  finds  parallels  in  the  boardroom. 


chon  compares  with  Hallmark's  suc- 
cessful assault  on  American  Greet- 
ings Corp.;  Iwo  Jima  and  the  four  bat- 
tles of  Cassino  with  IBM's  shootout 
with  Apple  in  the  personal  computer 
field.  Peacock  matches  penetration  of 
Pringle's  potato  chip  market  with  the 
Panzer  attack  on  France  in  World  War 
II  and  thinks  Seiko  used  the  same 
tactics  the  Soviets  did  against  the 
Germans  in  Stalingrad  to  soak  up 
nearly  half  of  the  American  watch 
market.  The  business  parallel  to  the 
Battle  of  the  Bulge,  he  says,  is  Texas 
Instruments'  matrix  management 
system.  Farfetched?  Maybe,  but  prin- 
ciples of  war — maneuver,  objective, 
offensive,  surprise,  economy  of  force, 
unity  of  command,  simplicity  and  se- 
curity— are  good  guides  to  running  a 
competitive  business,  Peacock  says. 

Saving  on  mortgages 

Americans  in  growing  numbers  are 
buying  homes  on  15-year,  fixed-rate 
mortgages  and  saving  thousands  in 
interest  costs.  The  15-year  mortgage 
still  has  less  than  10%  of  the  market, 
but  bankers  say  demand  is  rising  fast, 


ular,  in  fact,  that  since  last  June  the 
Federal  Home  Loan  Mortgage  Corp. 
(Freddie  Mac)  has  issued  nearly  $700 
million  worth  of  15-year  securities  to 
back  them. 

Upward  with  the  arts 

How  much  leisure  do  we  have  today? 
Not  as  much  as  you  might  think.  Lei- 
sure time  has  actually  been  shrinking 
and  the  workweek  lengthening  since 
the  early  Seventies,  says  a  study  by 
Louis  Harris  for  Philip  Morris.  The 
average  American  had  only  18.1  hours 
per  week  of  real  leisure  time  last  year. 
That  compares  with  24.3  hours  in 
1975  and  19.2  hours  in  1980.  Mean- 
while, the  average  workweek  rose 
from  40.6  hours  in  1973  to  43.1  in 
1975,  46.9  in  1980  and  47.3  hours  last 
year.  Harris  defines  real  leisure  as 
time  spent  other  than  working,  going 
to  and  from  work,  household  chores, 
shopping,  going  to  school  and  the 
like— totally  free  time,  in  other 
words,  excluding  sleep.  Harris  attri- 
butes the  drop  in  leisure  time  partly 
to  the  floods  of  new  information  now 
available    through    computers;    han- 


dling it  keeps  people  on  the  job  longer. 
More  workers  are  white-collar  and 
salaried;  they  put  in  longer  hours.  Fi- 
nally, says  Harris,  more  women  with 
children  are  working  today,  and  han- 
dling both  a  job  and  a  family  leaves 
little  leisure  time.  Paradoxically, 
though,  the  arts  are  flourishing.  Ap- 
parently Americans  are  using  their 
decreased  real  leisure  time  more  care- 
fully. Adult  attendance  was  up  last 
year  over  1980 — 9%  for  movies,  7.4% 
for  the  theater  and  18%  for  popular 
music  concerts.  Ballet  and  opera  at- 
tendance, too,  went  up  in  1984,  by 
46%  and  41%,  respectively. 

Flying  high 

The  Civil  Aeronautics  Board,  which 
approved  airline  fares  until  the  Air- 
line Deregulation  Act  of  1978,  was 
dismantled  on  New  Year's  Day.  With 
it  went  antitrust  immunity  for  air- 
lines and  travel  agents.  That  was  sup- 
posed to  allow  competition  for  the 
nation's  24,500  travel  agencies,  which 
write  70%  of  airline  tickets  now  (and 
take  a  standard  10%  commission).  For 
example,  corporations  are  now  free  to 
bargain  directly  with  the  airlines  for 
discounts  on  heavily  traveled  routes. 
Department  stores,  insurance  agents 
and  Ticketrons  may  want  a  piece  of 
the  action.  So  do  banks,  with  the  Fed- 
eral Deposit  Insurance  Corp.'s  bless- 
ing. But  deregulation  may  be  in  name 
only  in  this  case.  The  airlines  retain 
the  right  to  approve  those  who  write 
tickets  for  them,  and  many  airlines 
don't  want  to  mess  with  a  good  thing, 
even  to  save  on  commissions. 
"There's  a  tremendous  difference  be- 
tween selling  a  ticket  to  Hawaii  and 
selling  a  ticket  to  a  Who  concert," 
says  a  United  spokesman.  "We  are 
very  concerned  about  financial  expo- 
sure to  United  and  weakening  stan- 
dards." Both  United  and  American,  in 
fact,  have  issued  rules  more  strict 
than  the  Airline  Reporting  Corp.,  the 
airline-run  agency  that  will  set  gener- 
al standards.  Corporate-owned  travel 
agents,  for  example,  by  United's  rules, 
must  sell  at  least  80%  of  their  tickets 
to  the  general  public.  So  the  competi- 
tion has  an  uphill  fight. 

The  stable  labor  pool 

Job-hopping  is  supposed  to  be  an  ail- 
American  sport,  but  a  report  pub- 
lished in  the  Labor  Department's 
Monthly  Labor  Review  says  that  once 
U.S.  workers  settle  into  a  career,  they 
are  generally  considerably  less  mobile 
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FHE  TOSHIBA  FS.T. 

IT'S  WIRED  FOR  EVERYTHING  YOU  CAN  IMAGINE 

INCLUDING  THE  FUTURE. 


Some  people  still  think  a  television  set  is  for  watching  television,  period. 

At  Toshiba,  we  think  that's  only  the  beginning. 

We've  focused  our  enormous  technical  resources  on  turning  the 
:amily  TV  set  into  a  family  communications  center.  To  succeed,  we 
nad  to  do  more  than  keep  up  with  today's  video  technology.  We  had 
:o  leap  several  steps  ahead. 

The  result  is  Toshiba's  remarkable  Videologic  Receiver/Monitor. 
t's  available  right  now,  yet  it  wires  you  in  to  just  about  every  develop- 
ment that's  likely  to  come  along  in  the  next  decade.  Like  direct 
oroadcast  satellite  (DBS), Teletext,  and  countless  other  future  wonders. 

Meantime,  the  Toshiba  Videologic  lets  you  plug  into  home  video 
novie-making,  stereo  sound,  computer  keyboard  hook-ups,  remote 
:ontrolled  access  to  133  cable  stations,  and  every  other  available 
\/ideo  application. 

So  much  for  the  Videologic's  brain.  Now  its  heart:  the  F.S.T 
BLACKSTRIPE®  picture  tube.  It  provides  the  squarest,  flattest  screen 
ever  for  a  brighter,  cleaner,  bigger  picture. 

The  Toshiba  Videologic  Receiver/Monitor.  It's  your  direct  line 
into  the  future. 


Simulated  picture 


InTbuch  with  Tomorrow 

TOSHIBA 


For  further  information  write  Toshiba  America.  Inc  .  82Totowa  Rd  Wayne.  New  Jersey  07470  or  Toshiba  Hawaii,  Inc    327KamakeeSt ,  Honolulu.  Hawaii  96814 
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The  partnership  at  work  in  Tokyo  From  left  to  right-  Charles  Adams,  Corporate  Banking;  Yasunan  Araki.  Petroleum  Relationship  Manager;  Miho  Fujii,  Electronic  Banking; 
Douglas  Wallmgford,  Electronic  Banking,  Mr,  Ryoichi  Takasato,  Taiyo  Oil  Executive  Managing  Director;  Mr,  Yuzuru  Wakabayashi,  Manager,  Taiyo  Oil  Finance  and 
Accounting  Department. 


Global  Network 


Electronic  Banking 


Sen 


It  takes  more  than 
state  of  the  art  technology 

to  deliver  ■ 

the  world's  most  effective        I 
electronic  banking  system. 

It  takes 
The  Chase  Partnership. 

Chase  is  the  leader  in  applying  state-of-the-art  technology 
to  your  business  needs.  But  we've  never  lost  sight  of  the 
fact  that  technology  by  itself,  simply  isn't  enough.  The  Chase 
Partnership  works  with  you,  bringing  our  team  of  experts 
together  with  yours,  to  apply  the  most  relevant  electronic 
banking  techniques  to  meet  your  specific  needs.  It's  the  com- 
bination of  technical  excellence,  global  industry  understanding 
and  close  collaboration  that  makes  the  Chase  Partnership 
work  for  you. 
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When  AT&T 
recognizes 

excellence, 

everyone  gets 

the  message* 

AT&T  knows  that  gifts  of  Cross 

writing  instruments  are  a 
memorable  way  to  communicate 

its  appreciation  for  a  job 

well  done.  Cross  will  accurately 

reproduce  your  corporate  emblem 

and  provide  personalized 

engraving.  For  our  business  gift 

catalog,  write  A.  T  Cross, 

70  Albion  Road,  Lincoln,  RI  02865 

on  your  company  letterhead. 
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than  is  thought.  On  the  basis  of  the 
current  population  survey  of  January 
1983,  the  report  notes  that  one  in  six 
workers  has  been  with  his  or  her  em- 
ployer at  least  15  years.  The  rate  at 
which  women  switch  jobs  rose  over 
the  last  two  decades,  it  says.  Most 
teenagers  had  held  jobs  for  a  year  or 
less,  and  workers  20  to  24  had  short 
tenure,  too,  but  older  workers  are  far 
less  mobile.  More  than  33%  of  those 
aged  35  to  44  had  been  with  the  same 
employer  for  10  years  or  more,  and 
among  those  45  and  over,  nearly  33% 
had  been  at  their  jobs  for  at  least  20 
years.  If  these  patterns  continue,  au- 
thor Ellen  Sehgal  expects  about  half  of 
all  workers  aged  30  to  34  who  stayed 
put  for  10  to  14  years  to  stay  at  least 
10  more  years  and  nearly  40%  of 
workers  aged  25  to  29  to  do  the  same. 

The  world  of  Karl  Marx 

The  economic  woes  of  the  Free  World 
fade  when  compared  with  the  slow 
growth  and  severe  pressures  facing 
the  25  Marxist  nations,  according  to 
the  Conference  Board,  the  New  York- 
based  business  research  group.  Marx- 
ist countries,  from  the  Soviet  Union, 
China  and  Libya  to  Cuba,  account  for 
40%  of  the  world's  population,  but 
only  about  10%  of  its  trade,  it  says. 
And  while  many  Marxist  nations  re- 
ported growth  in  1984,  it  was  often 
not  real.  "In  many  cases  economic 
improvements  were  mainly  the  result 
of  accidental  short-term  factors  and  a 
stronger  than  usual  distortion  of  sta- 
tistics," notes  the  author,  Josef  Ada- 
mek,  who  is  based  in  Brussels.  "The 
centrally    planned    economies    will 
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Marxists  on  the  march 
Problems  despite  the  prophet. 
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continue  to  need  Western  imports,  es- 
pecially foodstuffs  and  technology." 
Countries  such  as  Hungary,  Bulgaria, 
China,  East  Germany  and  Yugoslavia, 
which  have  put  in  economic  reforms 
or  gotten  substantial  outside  aid,  will 
fare  better,  he  says.  But  the  future  for 
most  of  these  economies  is  bleak, 
owing  to  basic  inefficiencies,  exces- 
sive military  spending,  suppression  of 
human  rights  (including  forced  labor) 
and  the  impact  of  past  policies.  The 
Russians,  for  example,  have  26  mil- 
lion workers,  out  of  140  million,  pro- 
ducing goods  for  the  military  and  8.5 
million  more  making  military  hard- 
ware, Adamek  says.  The  outlook  is 
worst  for  war-racked  nations  such  as 
Vietnam,  Laos,  Cambodia,  Afghani- 
stan, Ethiopia,  Angola,  Mozambique 
and  Nicaragua,  his  report  says. 

Investing  in  China 

More  than  $8  billion  has  been  invest- 
ed in  Red  China  since  1979,  but  the 
People's  Republic  wants  even  more, 
especially  in  energy,  transportation, 
communications,  high  technology, 
building  materials,  food  processing 
and  400,000  outdated  enterprises  on 
the  mainland.  So  it  has  put  out  a  600- 
page  guide,  in  English  and  Chinese,  on 
how  to  invest,  available  through  the 
Chicago  offices  of  Longman,  the  Brit- 
ish publisher.  The  price:  $65. 

Tough  times  in  Texas 

Time  was  when  Texas  was  awash  in 
both  oil  and  (as  a  result)  money.  But 
lately  even  the  Lone  Star  State  has 
seen  hard  times.  The  Texas  constitu- 
tion prohibits  deficits,  but  for  the  two 
fiscal  years  starting  next  September, 
the  state  would  have  faced  a  $600 
million  revenue  shortfall  without 
new  or  increased  state  taxes  or  budget 
cuts.  A  big  part  of  the  problem  is  the 
price  of  Texas  crude  oil,  down  to 
$26.40  a  barrel  from  $28.60  a  year  ago. 
For  every  $1  drop  in  the  price  of  crude, 
the  state  loses  $40  million  a  year  in 
severance  taxes,  not  to  mention  sales 
taxes  on  the  mountains  of  heavy 
equipment  for  the  oil  and  gas  patch, 
and  on  the  Mercedes,  hand-tooled 
boots  and  other  consumer  goods  un- 
employed oilmen  don't  buy.  Never- 
theless, the  state  plans  to  spend  more 
money  than  ever.  The  Legislative 
Budget  Board  has  projected  a  net  $1 
billion  increase  in  state  outlays  for 
1986  and  1987,  to  about  $25.9  billion, 
enough  for  a  4%  hike  across  the 
board.  The  board's  director,  Jim  Oli- 
ver, says  the  state  decided  to  spend  a 
lot  more  for  public  school  education, 
highways  and  hospitals  for  the  men- 
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Oil  wells  in  Texas 

Even  here,  things  dry  up. 

tally  retarded.  With  the  prospect  of 
lower  tax  revenues,  the  board  has  rec- 
ommended a  26%  cut  in  the  operating 
budget  for  higher  education  and 
smaller  cuts  in  dozens  of  other  agen- 
cies— everything  from  health,  reha- 
bilitation, public  safety  and  agricul- 
ture to  water  resources  and  even  the 
Texas  historical  commission. 

The  auto's  future 

The  gasoline-powered  automobile 
will  keep  going  into  the  next  century, 
says  a  report  put  out  by  the  Massachu- 
setts Institute  of  Technology's  Inter- 
national Automobile  Program  and  en- 
gineered by  representatives  of  7  coun- 
tries and  more  than  14  auto 
companies.  "The  conventional  inter- 
nal-combustion-powered 4-to-5-pas- 
senger  vehicle  will  not  be  threatened 
in  the  next  20  years  by  energy  crises 
or  by  such  alternative  powertrain 
technologies  as  turbines  or  electrics," 
the  report  says.  Varied  styles  and 
models  will  proliferate,  and  fuel  effi- 
ciency should  be  much  higher,  since 
75-mile-per-gallon  cars  can  be  built 
with  present  technology.  The  MIT  re- 
searchers expect  passenger  car  owner- 
ship to  rise  to  nearly  407  million  in 
1990  and  536  million  in  the  year  2000, 
up  from  about  310  million  in  1979. 
But  if  manufacturers  continue  to  im- 
prove productivity,  Third  World  and 
Eastern  bloc  plants  will  be  an  increas- 
ingly smaller  factor  in  the  market. 
There  is  less  and  less  advantage  in 
building  cars  in  low-wage  areas,  the 
report  says,  "and  the  number  of  com- 
ponents on  which  costs  can  be  saved 
is  likely  to  decline." 
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Buddy  Bombard's 
Great  BaiioonAdventures 

Drift  with  us  aboard  our  glorious  balloons  over  castles,  vineyards, 
medieval  villages,  and  rolling  countryside  in  lovely  regions  of  France  or 
Salzburg,  Austria.  Be  a  part  of  the  warm  receptions,  smiling  faces  and 
generous  hospitality  which  these  crowd-pleasing  balloons  create  on  our 
"aerial  nature  walks."  Your  adventure  will  be  enriched  by  cultural 
excursions,  superb  cuisine,  and  charming  hotels.  Discover  our  endless 
adventure,  now  in  its  eighth  year. 

Write  The  Bombard  Society,  6727  Curran  Street,  McLean.  VA  22101 

for  the  brochure  detailing  our  luxurious  adventures  from  May  to  October. 
Telephone  toll-free  (800)  862-8537.  in  Virginia  (703)  448-9407. 


The  largest  fleet  of  balloons  in  the  world 


The  Bombard  Society 


Sweden  has  more 
industrial  robots 
per  worker  than 
any  other  coun- 
try in  the  world. 

Volvo  is  Sweden's 
greatest   robot 
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Complimentary  Chrysler  Convertible 

'Subject  To  Conditions  And  Availability 

Night-lighted  tennis 
Nautilus  gym,  spa 
Daily  maid  service 

pRIVAte  VlllAS 

an6  couRt  cIub 
"A  Destination  Resort" 

444  Avenida  Caballeros.  Palm  Springs.  CA  92262 

^^mm  Call  for  Reservations  •^■■■■h 

outside  California 

(619)  323-1 773 -(800)854-1298 
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Four  more  years 

Ronald  Reagan  rolls  to  his  second  in- 
augural on  a  tidal  wave  of  voter  sup- 
port— 59%  of  the  popular  vote,  a  rec- 
ord 525-to-13  majority  in  the  Elector- 
al College.  The  economic  scene  he 
views  from  the  Capitol's  West  Portico 
should  also  keep  the  President  smil- 
ing, for  it  is  far  stronger  than  the  one 
he  inherited  from  Jimmy  Carter  in 
1981  (Forbes,  Follow-Through,  Jan.  3, 
1983)-  Then  the  prime  interest  rate 
stood  at  a  frightening  21.5%;  today  it 
is  11.25%.  Inflation  was  running  at 
12.7%;  today  it  is  4.2%.  The  stock 
market  is  far  stronger  than  in  1981; 
the  Dow  Jones  industrial  average  was 
951  at  Reagan's  first  inaugural  and 
now  is  hovering  around  1200. 

But  the  market  isn't  all  that's  up. 
The  federal  deficit  looms  at  $200  bil- 
lion this  fiscal  year,  more  than  double 
the  budgets  that  Dwight  Eisenhower 


remained  solidly  Democratic,  but  the 
GOP  did  pick  up  16  seats.  More  signif- 
icantly, they  won  half  the  total  votes 
cast  for  House  seats. 

The  economy,  the  President  has 
said,  is  as  important  for  the  U.S. — and 
the  Free  World — as  the  military  he  is 
striving  to  build  up.  And  everyone 
from  Ralph  Nader  to  Paul  Volcker  is 
convinced  that  the  staggering  federal 
deficits  must  be  cut  if  the  recovery  is 
to  continue.  That  problem  promises 
to  prove  as  stubborn  as  the  Russians. 

The  Reagan  campaign  foreclosed  a 
couple  of  the  obvious  options.  "Over 
my  dead  body,"  the  President  insisted 
whenever  the  subject  of  tax  increases 
was  raised.  Social  Security,  he  vowed 
just  as  vehemently,  was  sacred.  The 
question  now  is  whether  the  tax  re- 
form proposals  being  bandied  about 
would  end  up  increasing  federal  rev- 
enues or  merely  rearranging  them. 
Donald  Regan,   the  Treasury  Secre- 


needed  to  run  the  whole  country  a 
generation  ago.  The  economy,  after  a 
roaring  recovery,  is  sputtering.  Last 
Christmas  buoyant  consumers  saved 
the  department  store  Santa  Clauses 
with  a  last-minute  spending  spree. 
This  year  retailers  were  nervously 
watching  their  cash  registers  as  the 
carols  echoed. 

Politically,  the  President  has  only 
to  point  to  the  election  returns  to 
show  that  the  public  must  think  he  is 
doing  something  right.  Young  voters 
rallied  to  him,  confounding  the  con- 
ventional wisdom.  The  vaunted  "gen- 
der gap"  disappeared,  and  he  swept 
women  voters  by  5  to  4.  His  Demo- 
cratic opponents  have  carped  that  the 
vote  was  not  a  "mandate"  because  the 
Reagan  coattails  had  achieved  noth- 
ing like  his  own  personal  victory.  Yet 
even  there  the  score  reflected  encour- 
agement for  the  GOP.  The  Republi- 
cans lost  points  in  the  Senate,  where 
their  8-seat  majority  was  reduced  to  6, 
but  they  stayed  in  control.  The  House 
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tary,  has  trotted  into  the  arena  as  the 
stalking  horse  with  his  reform  plans. 
The  President  remained  carefully 
noncommittal.  Regan  has  proposed 
"simplifying"  the  tax  brackets  for  in- 
dividuals (from  14  to  3)  and  cutting 
corporate  taxes  from  46%  (which  few 
pay)  to  33%.  Along  the  way  he  shot 
down  a  herd  of  sacred  cows  by  recom- 
mending an  end  to,  or  limits  on,  per- 
sonal deductions  for  mortgages,  char- 
ity, state  and  local  taxes  and,  for  busi- 
nessmen, elimination  of  investment 
credits. 

Donald  Regan  needed  all  the  gung 
ho  spirit  he  absorbed  as  a  Marine  to 
withstand  the  firestorm  that  greeted 
these  proposals.  The  fact,  however,  is 
that  Regan  was  the  point  man  for  the 
White  House.  Nettled  by  cracks  that 
the  hands-off  stance  at  the  White 
House  made  his  plan  an  Administra- 
tion orphan,  the  Treasury  Secretary 
retorted:  "What  the  hell  do  you  think 
I  am?  I'm  part  of  the  Administration." 

Ronald  Reagan's  task  now  is  to  use 
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the  momentum  of  his  November 
landslide  to  get  Congress  to  listen  to 
him.  He  succeeded  masterfully  in 
1981,  when  he  rammed  through  his 
three-year  cut  in  income  taxes.  A  year 
later  he  proved  that  he  recognized 
politics  as  the  art  of  the  possible  by 
accepting  a  $90  billion  tax  increase. 
Some  Democratic  stalwarts  already 
are  hinting  at  willingness  to  ride  in 
Regan's  trial  balloon — with;  of 
course,  changes.  New  Jersey's  Senator 
Bill  Bradley  sees  many  parallels  with 
his  own  tax  reform  plan.  New  York's 
Governor  Mario  Cuomo  thinks  he 
could  buy  Regan's  ideas,  provided  he 
scratched  denying  state  and  local 
taxes  as  a  deduction  on  the  Form 
1040.  The  Treasury  Secretary  himself 
says  he  is  flexible  about  the  plan. 

As  the  Reagan  regime  wound  up  its 
first  four  years,  the  economy  was  a 
kaleidoscope  of  pluses  and  minuses. 
Unemployment  stayed  stubbornly 
above  7%.  The  growth  in  new  jobs, 
however,  was  concentrated  in  retail- 
ing and  services;  goods-producing  jobs 
had  almost  no  increase.  Between  the 
winter  of  1983  and  1984,  6.8  million 
jobs  did  open  up,  but  two-thirds  of 
them  were  in  the  service  sector.  The 
power  of  the  dollar  speeded  the  flow 
of  imports.  Foreign  steel,  for  instance, 
won  26%  of  the  domestic  market  dur- 
ing the  first  ten  months  of  the  year,  a 
5.5%  increase  over  1983.  Employ- 
ment in  steel  withered  to  less  than 
219,000  in  October,  the  lowest  since 
the  Great  Depression  of  the  Thirties, 
when  record-keeping  started. 

The  whole  economy,  in  fact,  had  a 
schizophrenic  look.  The  supply-siders 
cheered  when  the  President  cut  taxes 
and  rejoiced  when  the  economy  then 
took  off.  Yet  the  deficits  that  ensued 
were  right  out  of  John  Maynard 
Keynes.  Detroit  had  a  split  of  its  own. 
General  Motors,  which  plans  to  bring 
in  Japanese  and  Korean  cars  under  its 
own  logo,  wants  an  end  to  the  "volun- 
tary" quotas  the  Japanese  have  im- 
posed on  their  exports.  Chrysler's  Lee 
Iacocca  is  screaming  to  keep  them  on. 
Meanwhile,  the  Japanese  are  estab- 
lishing themselves  as  a  major  U.S. 
automobile  force — Honda  with  plants 
in  Ohio,  Nissan  in  Tennessee,  Toyota 
making  Chevrolets  with  GM  in  Cali- 
fornia, Mazda  (a  Ford  partner)  plan- 
ning a  250,000-car  plant  in  Michigan. 

The  trillion-dollar  question  for 
1985  is  how  soon  the  huge  American 
economic  locomotive  can  fire  up 
steam  again.  The  certainty  is  that 
whether  that  engine  spins  its  wheels 
or  generates  genuine  traction  depends 
in  large  measure  on  the  man  in  the 
cab,  Ronald  Reagan. 
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Look  what's  been  growing  in  our  park. 


Some  of  the  country's  most  dynamic 
companies  have  discovered  the  ideal 
climate  for  growth.  Miami  Lakes 
Business  Park.  Close  to  100  companies 
have  moved  here. 

Our  Business  Park,  like  the  entire 
Miami  Lakes  community,  has  been 
carefully  planned  to  create  a  natural 
environment.  That's  why  it  has 
proven  so  successful. 
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The  location  is  ideal.  Strategically 
located  on  the  Palmetto  Expressway 
where  1-75  will  soon  merge.  Giving  you 
easy  access  to  Dade  or  Broward  County. 
The  work  force  is  large,  skilled  and 
available.  A  beautiful  location  to  live 
and  work. 

Before  your  company  makes  a  move, 
come  see  Miami  Lakes  Business  Park. 
Come  grow  with  us. 


Miami  1  Lakes 
Properties,  Inc. 

A  working  community  in  a  community  that  works. 

6843  Main  Street,  Miami  Lakes,  Florida  33014,  (305)  821-1130 
A  division  of  The  Sengra  Corporation.  Developers  of  Miami  Lakes. 


It  is  not  easy  to  run  a  transport 
equipment  industry  limited  to  a 
home  market  of  8  million  people, 
so  from  its  second  year  of  oper- 
ation, volvo  started  to  export, 
the  first  country  to  import 
volvo's  products  was  finland. 

Today  they  are  marketed  in  all 
parts  of  the  world,  with  special 
emphasis  on  the  nordic  coun- 
tries, western  europe  and  north 

AMERICA. 

NOW  86%  OF  VOLVO'S  SALES  ARE  OUT 
SIDE    SWEDEN    AND    THEY    ACCOUNT 
FOR  12%  OF  THE  COUNTRY'S  EXPORTS. 


VOLVO 
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I  WISH 

Someone  Would 
Explain  PC 

Communications 
Software. 


Now  someone  has.  All  the  terms, 
like  micro  to  mainframe  connection, 
modem  and  PC  to  PC  link  are  explained 
in  this  free  new  booklet,  "Now  You're 
Talking:  TheABC's  of  Communications 
Software." 

It  tells  you  how  to  use  your  PC  to 
communicate,  it's  easy  to  understand — 
even  entertaining.  Just  send  the  coupon 
to  Software  Synergy,  Inc. — the  devel- 
opers of  RESPOND™  Communications 
Software,  the  products  that  are  revolu- 
tionizing PC  communications. 

Or  call  914  633  0400 

RESPOND" 

COMMl  MCA  TIONS  SOFTWARE 

Now  You're  Talking 

■■■■■■■■■■■■■a 

Software  Synergy,  Inc.  I)eP'  F 

466  Main  St.,  New  Rochelle,  NY  10801 
Please  .send  me  your  free  new  booklet 
"Now  You're  Talking" 

Name Title 

Company 

Address ___ 

City 

Phone ( 


-State. 


.Zip. 


Readers  Say 


Our  pork  is  sacred 

Sir:  Re  Fact  and  Comment  (Dec.  17, 
1984)  on  the  problem  of  cutting  the 
military  budget.  The  only  thing  on 
which  the  one  Republican  newspaper 
and  the  two  Democratic  congressmen 
in  the  Sacramento  area  agree  is  that 
our  many  Air  Force  bases  here  are 
sacred,  in  opposition  to  decisions  of 
the  Pentagon  to  cut  back. 

I  wish  they  would  start  worrying 
about  our fbxancial  security. 
— Robert  H.  Paschall 
Sacramento,  Calif. 

Sir:  Rather  than  closing  hundreds  of 
military  bases,  why  not  modify  some 
of  them  into  prisons  or  prisoner  reha- 
bilitation centers?  Michigan,  for  ex- 
ample, needs  to  spend  millions  of  dol- 
lars for  prison  construction.  As  long 
as  career  criminals  are  kept  in  our 
maximum-security  prisons,  these  se- 
curity centers  could  be  filled  with 
youth  or  first-time  offenders. 
— -Jeffrey  P.  Mackson 
East  Lansing,  Mich. 


Will  GOP  do  it  again? 

Sir:  Your  lead  Fact  and  Comment 
(Dec.  17,  1984),  "There's  Nothing 
Wrong  With  The  Democratic  Party 
that  a  depression  wouldn't  cure" — 
reminds  me:  Republican  fiscal  irre- 
sponsibility during  the  Twenties  did 
just  that.  The  double  whammy  of 
high  deficits  and  adverse  balance  of 
payments  during  Reagan's  reign  may 
cause  history  to  repeat  itself  and  real- 
ize your  conjecture. 
— Laurence  I.  Gould 
Beachwood,  Ohio 


No  image  problem 

Sir:  For  a  city  with  an  "image  prob- 
lem" (Cities/Reno,  Nov.  5,  1984),  it  is 
interesting  that  last  year  442  conven- 
tions, each  booking  50  or  more  rooms, 
were  held  in  Reno.  In  addition,  during 
the  past  15  months,  26  firms  located 
new  facilities  in  our  area,  and  1 1  ex- 
isting firms  expanded  operations. 

The  article  also  commented  that 
"rape  and  burglary  in  Reno  are  almost 
double  the  national  average  for  cities 
its  size,  and  the  murder  rate  is  a  fifth 
higher."  Few  cities  with  1 13,000  pop- 
ulation have  over  8  million  visitors 
per  year. 

Reno  is  a  family-oriented  commu- 
nity with  a  favorable  tax  structure, 


excellent  educational  institutions, 
low  unemployment,  a  variety  of  cul- 
tural activities  and  an  abundance  of 
year-round  recreational  facilities. 

Reno  is  successfully  making  the 
transition  from  a  colorful  past  to  a 
promising  future. 
— William  C  Thornton 
President, 
The  Greater  Reno-Sparks 

Chamber  of  Commerce 
Reno,  Nev. 


VAT's  that 

Sir:  I  couldn't  agree  more  with  your 
assessment  of  a  value-added  tax — 
"Can  The  VAT"  (Fact  and  Comment  II, 
Nor.    5,    1984).    Clearly,    experience 
shows  that  a  VAT  is  inflationary,  re- 
gressive and  difficult  to  enforce. 
—Robert  W.  Kasten  Jr.  (R-Wis.) 
U.S.  Senate 
Washington,  DC. 


Pregnant  report 

Sir:  Oft-repeated  advice  in  Forbes 
magazine  has  taught  me  to  ignore  the 
artwork  and  product  blurbs  in  corpo- 
rate reports  and  go  directly  to  the 
numbers.  Thus,  it  required  my  wife's 
amused  chuckle  for  me  to  see  the 
humor  in  this  juxtaposition. 
— Eric  Hummel 
Hoboken,  N.J. 
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Nine  Months'  Report  1984 


Well  do  it  right 

Sir:  While  I  do  not  agree  with  your 
envisionment  of  the  draft  as  a  "hot- 
potato  issue  in  '88"  (Fact  and  Com- 
ment II,  Oct.  22,  1984),  I  want  to  assure 
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you  that,  if  there  ever  is  a  next  time, 
we  are  prepared  to  "do  it  right." 

Should  Congress  legislate  a  return 
to  conscription,  men  will  be  selected 
by  lottery. 

Although  men  are  required  to  regis- 
ter within  30  days  of  their  18th  birth- 
day, in  a  future  draft  the  first  men 
called  would  be  those  who  attain  the 
age  of  20  during  that  calendar  year. 

Education  postponements  for  full- 
time  college  students  would  be  limit- 
ed to  completion  of  the  current  aca- 
demic term,  excepting  that  a  student 
in  his  last  academic  year  would  have 
his  induction  postponed  until  his  pro- 
jected date  of  graduation. 
— Thomas  K.  Turnage 
Director, 

Selective  Service  System 
Washington,  DC. 


Low  debt,  relatively 

Sir:  When  calculating  Delta's  price/ 
sales  ratio  ("PSRs  revisited,"  Dec.  3, 
1984),  you  mixed  reporting  periods: 
You  had  the  current  market  value,  but 
you  used  the  fiscal  year  ended  June  30, 
1983  for  sales  in  the  PSR;  you  had  the 
June  30,  1983  Equity  to  Assets  and  the 
June  30,  1984  Current  Ratio  in  the 
DAF.  If  you  had  used  consistent  peri- 
od numbers  you  would  have  gotten  a 
PSR  of  0.35,  not  0.41,  and  an  Adjusted 
PSR  of  3.36,  not  5.26,  at  June  30,  1984. 

We  didn't  appreciate  being  on  the 
"High  debt  hurts  these  companies" 
list  when  we  have  one  of  the  lowest 
debt/equity  ratios  in  the  airline  indus- 
try, 38%  debt  to  62%  equity  on  Sept. 
30,  1984. 

— Robert  Oppenlander 
Vice  Chairman  and 

Chief  Financial  Officer, 
Delta  Air  Lines,  Inc. 
Atlanta,  Ga. 


Great  truth 

Sir:  The  letter  from  Gabrielle  Has- 
tings (Readers  Say,  Nov.  5,  1984)  re- 
minds me  of  an  experience  while 
working  the  "slot"  on  the  copydesk  of 
a  downstate  Illinois  daily  years  ago. 
The  feature  story  [had]  the  headline: 
"Pen  Is  Mightier  Than  Sword."  I  cried 
out,  "Stop  the  press!"  The  makeup 
men  had  struck  again,  combining 
"pen"  and  "is"  into  a  single  word. 

I  personally  tore  up  about  75  papers, 
while  an  associate  observed,  "That 
isn't  stop-press  news.  You've  prob- 
ably hit  upon  a  great  truth." 
—David  C  Welling 
Grayslake,  III. 
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ELEGANCE 


WITH  A  PURPOSE 


In  the  heart  of  Downtown 
Houston,  across  from  Texas  Commerce  Tower,  Pennzoil  Place 
and  Republic  Center.  Everything  an  executive  needs,  proximity 
to  the  business  center,  telex,  three  or  four  telephones  in  each 
room.  24-hour  room  service.  Elegant,  yes— but  for  a  good 
business  purpose.  Downtown  Houston's  personal  hotel. 


^LANCASTER 

701  Texas  Avenue  •  Houston.  Texas  77002  •  713/228-9500 

Outside  Texas  1-800-231-0336  •  Telex  790-506 

Iw  Texas  1-800-392-5566 


The  shares  of  volvo 
were  introduced  on  the 
stockholm  stock  ex- 
change in  1935. 

Since  then  the  company 
has  paid  a  dividend 
every  year. 

And  the  dividend  has 
never  been  lower  than 
the  year  before. 

VOLVO 
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We  point  the  way 
when  the  point  is  precision. 


That's  Singer  technology. 


When  flying  long-duration  missions  over  any  area 
of  the  earth,  the  B-1B  strategic  aircraft  will  be  kept  on 
course  with  pinpoint  precision  by  a  high-accuracy 
inertial  navigation  system  developed  by  Singer's 
Kearfott  Division. 

The  B-1B  is  the  latest  example  of  our  leadership  in 
navigation  and  guidance,  a  field  Kearfott  helped 
pioneer.  Our  systems  also  guide  the  Space  Shuttle, 
the  Trident  I  and  II  missiles,  and  numerous  other 
aircraft  and  missiles  employed  by  the  U.S.  and 
allied  nations.  We  are  also  advancing  navigation/ 
guidance  technology  through  our  work  on  the  ring- 


laser  gyro  and  the  joint  tactical  information  and 
distribution  system. 

Through  expanding  research  and  development  in 
simulation,  navigation/guidance,  command/contrc 
communications  and  intelligence,  electronic  warfa 
and  specialized  computer  systems,  Singer  is  writing 
new  chapter  in  its  corporate  history.  Together  with  8 
unique  consumer  durables  capabilities  throughout  e 
world,  this  technological  base  positions  us  in  impoi 
tant  growth  markets  of  today  and  tomorrow. 

The  Singer  Company,  8  Stamford  Forum, 
Stamford,  CT  06904. 
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BUDGET  HAS  MORE  LINCOLNS 
THAN  HERTZ,  AVIS  AND  NATIONAL  COMBINED. 


When  you  want  a  Lincoln  and  a  bargain,  there's  only  one 
sure  place  to  go:  Budget.  And  now,  thanks  to  the 
Budget  price  rollback,  you  can  afford  to  roll  out  in  style 
in  a  luxurious  Lincoln. 

For  reservations  and  information,  see  the  Yellow 
Pages,  call  your  travel  consultant,  or  call  Budget 
toll  free: 

800-527-0700 


Offer  available  in  most  major  airports  except  the  follow 
ing;  Little  Rock,  AR.  Fresno,  Palm  Springs  and  San 
Diego.  CA.  Portland,  ME.  Omaha,  NE.  Newark, 
NJ.  JFK  and  LaGuardia,  NY.  Brownsville.TX.  Richmoi 
V  A.  Car  must  be  returned  to  renting  location.  Gas,  tax* 
and  optional  coverages  additional.  Advance  reser- 
vations required. 


Sears 


Use  your  Stars  credit  card  a!  autho- 
rized distribution  centers  located  in 
most  Budget  offices  For  reservations 
call  toll  tree  800-527-0770. 


Offer  also  available  at  selected  Sears  Rent  a  Car  locations. 
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A  DAY 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


1985:  A  TOUGH  BEGINNING,  A  HAPPY  ENDING 


The  total  uncertainty  as  to  what  tax  measure  will 
finally  result  is  having  some  negative  impact  on  the 
corporate  cautious.  But  it  won't  be  a  major  deterrent  to 
the  economy. 

The  proposals  are  so  sweeping  and  would  affect  such  a 
huge  gamut  of  federal  largesse-ies  that  nobody  can  predict 
the  outcome.  A  net  status  quo  is  quite  possible. 

Under  these  circumstances  CEOs  worth  their  salt  will 
proceed  with  relative  full  steam  on  the  basis  of  what 
now  is,  not  what  may  be.  The  fact  that  the  mammoth 
deficit  is  being  tackled  is  a  positive  to  offset  the 
negative  of  how.  The  fact  that  there  may  be  no  result  at 
all  is  a  real  possibility  (see  below). 

The  positive  in  the  slowdown  of  our  economic  up  is  the 
real  down  of  interest  rates. 

If  yet  lower  interest  rates  are  furthered  by  the  Federal 
Reserve  (and  not  reversed  by  Volckerian  perversity), 
growth  spending  will  be  affordable  for  businesses  big, 


middling  and  small.  Lower  interest  rates  make  it  possible 
for  even  more  of  our  irrepressible  entrepreneurs  to  get 
going.  Their  strength  adds  greater  zip  to  every  economic 
statistic  than  do  the  actions  of  the  Biggies. 

For  every  couple  of  points  the  mortgage  rate  goes  down, 
you'll  see  housing  starts  up  by  multiple  thousands. 

The  kitty  for  new  highway  and  bridge  building  and 
rebuilding  (from  the  earmarked  9-cent-per-gallon  gas 
tax)  will  exceed  the  $26  billion  committed  last  year. 
(Seven  billion  dollars  alone  will  shortly  be  uncorked  by 
settling  Tip  O'Neill's  squabble  with  the  Federal  High- 
way Administration.) 

Personal  savings  are  currently  the  highest  they've  been 
in  years. 

Inventories  in  relation  to  sales  are  low. 

Inflation  is  no  longer  a  consequential  problem. 

When  the  trees  bud,  the  grass  greens  and  the  spring 
juices  flow,  so  will  the  economy. 


FULMINATE  OVER  WEINBERGER" 


So  read  the  memo  I  wrote  me  while  reading  of  the 
Defense  Secretary's  obstinate  refusal  to  make  any  mean- 
ingful reductions  in  his  horrendously  bloated  budget — 
$285  billion,  up  $27  billion  over  last  year's  record-busting 
$258  billion.  He  tried  to  camouflage  his  refusal  with  a 
verbal  variation  of  the  stuff  that's  supposed  to  make  the 
Stealth  bomber  invisible  to  radar  by  coming  up  with 
sleight  of  hand  "savings"  that  will  put  no  real  bucks  in 
hand  for  deficit  reduction. 

Caspar  apparently  converted  the  President  to  his  Cus- 
ter-like  stand  by  suggesting  that  if  he  gives  up  any 
unneeded  programs  before  the  arms-control  negotiations 
with  Russia,  it  will  be  considered  weakness,  a  loss  of 
bargaining  chips. 


Absolute  baloney. 

The  Soviets  would  be  delighted  to  see  our  deficits  soar 
higher  than  our  missiles.  Halting  our  economy  growth 
would  weaken  us  more  than  all  their  military  efforts 
around  the  world  could  do. 

If  Secretary  Weinberger  gives  up  nothing  and  persuades 
the  President  every  damn  system,  old  and  new,  in  his 
budget  is  sacrosanct,  the  Administration's  entire  deficit 
reduction  efforts — as  well  as  tax  simplification — are  dead. 
Congress  will  do  its  own  thing,  and  it  doesn't  take  much  to 
imagine  what  a  mess  will  result. 

Thanks  to  Cap,  instead  of  leading,  the  President  will 
have  to  fall  back  to  the  vetoing  redoubt. 

That  ain't  fulmination.  It's  a  fact. 
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ARCHITECT  DRAWINGS  ARE 

than  when  what's  rendered  is  wrought.  On 
paper,  sharpened  colored  pencils  make  proj- 
ects glow,  soar,  excite.  Most  omit  the  sur- 
roundings in  which  they  are  so  often  buried 
when  built. 

Philip  Johnson's  American  Telephone  & 
Telegraph  world  headquarters  I  nominate 
as  an  instance  par  excellence  of  the  reverse. 
When  the  architect's  drawing  of  this  pro- 
posed "highboy"  appeared  a  few  years  ago, 
we  were  among  the  multiple  voices  raised 
in  astonished  derision.  A  marble-clad  soar- 
ing piece  of  passe  furniture,  complete  with 
its  Chippendale  broken-arch  pediment  at  the  top 
arched  legs  at  the  bottom?  Surely  a  joke? 


ALWAYS  FAR  MORE  OF  A  TURN  ON 

From  the  time  it  began  to  take  sheathed 
shape  at  street  level,  though,  mockers  began 
to  mute. 

The  other  night  we  joined  CEO  Charlie 
Brown  and  some  of  his  other  friends  with 
Mr.  Johnson  in  a  tour  of  the  completed 
AT&T  headquarters,  winding  up  with  ap- 
propriate cheer  at  the  top. 

And  it  really  was  cheers,  unmitigated. 
Ma's  new  home  is  an  architectural  mile- 
stone. Not  since  the  Singer  building,  Rocke- 
feller Center,  Lever  House  and  Seagram's  has 
there  been  such  a  refreshing,  wonderful  won- 
der that  so  happily  gleams  in  Big  Appiers'  eyes. 
I  never  thought  humble  pie  could  taste  so  good. 
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MOVIES 


Amadeus — If  you're  into  great  classical  music  and  your 
heart  opens  to  opera,  this  splendid  film  is  for  you.  Even  not 
into  the  above,  Amadeus  is  easy  to  enjoy.  It's  a  fine  way  to 
extend  one's  music  appreciation  capacity.  On  the  other 
hand,  of  course,  you  may  be  bored  right  out  of  your  seat. 
©You'll  come  away  from  A  Passage  to  India  agreeing  it's 
indeed  Award- worthy.  But  I'm  still  confused  by  the  unHer- 
oine's  murky  motivation.  #  Beverly  Hills  Cop — This 
sidesplitter  is  24-karat  entertainment,  depending  relatively 
little  on  slapstick  and  dash  but  much  on  the  fantastic  acting 
and  Eddie  Murphy's  fabulous  wit,  wisdom  and  unmatched 
actability.  If  you  want  to  do  something  super  for  yourself, 


spend  106  minutes  with  Eddie  while  he  becomes  the 
Beverly  Hills  Police  Department's  foremost  persona  non 
grata.  #The  Killing  Fields — Not  just  another  Southeast 
Asia  film,  this  true  story  of  a  deep,  abiding  friendship 
between  a  New  York  Times  journalist  and  his  bureau's 
Cambodian  right  arm  puts  all  that  area's  ghastly  genocidal 
devastation  into  wrenching,  personal  perspective.  Easily 
1984's  most  powerful  film.  ©The  Terminator— Threat- 
ens to  be  one  of  the  biggest  current  moneymakers.  Any  plot 
discussion  would  keep  you  from  this  movie,  and  you 
shouldn't  be.  Muscle-bulging  Arnold  Schwarzenegger  is 
perfectly  cast — a  robot  hulk  whose  speak  is  programmed. 


TOTAL  GOOD  CHEER  IN  THESE  TWO  CHRISTMAS  MESSAGES 


During  the  Christmas  and  New  Year's  holidays  good 
spirits  abound.  These  two  messages  added  wee  drams  of 
chuckleful  delight  to  those  just-over  joyful  days.  Though 
one's  a  Christmas  card  and  the  other  an  advertisement, 
they're  not  that  unrelated. 

"Merry  Ornges"  reads: 

"One  weekend  at  the  beginning  of  this  past  Christmas 


7/i//i  Meif  71 ti/ies  /or  v/wvitmaii  and  ike  ■    Yew   z/eant 

Sold  in  aid  of  the  National  Society  for  Cancer  Relief,  London. 


Merry  Ornges. 


season,  I  took  my  son  Rob  (age  9)  to  the  office  with  me 
while  I  worked  on  our  Holiday  ad. 

"There's  a  spare  typewriter  at  the  office  and  Rob  tried 
his  hand  at  it  while  I  was  working.  It  wasn't  until  Monday 
morning,  however,  that  I  discovered  "his"  Holiday  ad: 

"  'Christmas  wishs.  1  will  to  have  company  cars  for 
everyone,  tell  the  workers  1  will  higher  paychecks,  if  it 
suits  give  them  time  off  it  knot 
give   them   a  basket   of  ornges. 
merry  Christmas.  Rob.' 

"Naturally  when  I  got  home 
that  Monday  evening,  I  men- 
tioned that  I  had  found  his  ad. 
And  I  asked  him  what  he  thought 
we  should  do  about  it. 

"  'Put  it  in  the  paper,'  he  sug- 
gested hopefully. 

"Merry  Ornges  to  all  and  to  all 
a  good  night. 

"Bill  Samuels  Jr.,  President" 
Maker's  Mark  Distillery 
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MOBIL  SHOULD  GET  THE 

One  of  oil's  bigger  sisters,  Mobil,  has  been  angry  at  the 
Wall  Street  Journal's  critical  coverage  of  what  it  considers 
management  shortcomings.  Mobil's  soreness  is  not  with- 
out reason.  Because  the  Wall  Street  Journal's  criticisms 
are  not  without  reason. 

Mobil  aired  its  ire  in  press  releases  and  in  its  own 
advertising  messages. 

Now  it's  canceled  all  its  paid  schedules  in  the  Journal. 
It's  forbade  its  employees  to  speak  to  any  Journalists. 

If  Mobil  was  advertising  in  the  WSJ  to  ensure  that  the 
paper  would  be  good  (as  Mobil  would  define  the  word),  that 


PICTURE  FROM  KODAK 

was  pretty  stupid.  If  it  was  advertising  in  the  Journal  to 
reach  those  at  whom  the  Mobil  messages  are  aimed,  can- 
celing is  childish. 

Forbes  did  a  pretty  tough  piece  about  Kodak's  problems 
a  few  issues  ago,  and  its  management  wasn't  a  bit  happy 
about  what  it  felt  was  a  wrong  analysis.  But  as  one  execu- 
tive there  put  it,  "We'll  prove  Forbes  wrong  by  bottom- 
line  results  in  the  months  ahead."  Kodak  didn't  cancel  its 
considerable  advertising  in  Forbes. 

Maybe  Mobil's  next  management  team  will  get  its  act  in 
Kodak  focus. 


COMPLIMENT  A  MAN 

on  the  virtues  he  has  and  he's  not  half  as  pleased  as 
being  complimented  on  the  ones  he  doesn't  have. 

OUR  COUNTRY'S  WITTIEST,  PITHIEST  ESSAYIST  FRAN  LEBOWITZ 


was  next  to  me  at  a  potpourri  dinner  party  the  other 
night,  and  naturally  we  confabbed  about  a  couple  of 
others  present. 

"He's  loaded" — the  reference  was  to  money — Fran  ob- 
served, and  I  asked  the  source.  "Real  estate,  I  think."  To 

IF  YOU  CAN, 

do. 


her  query  about  another,  I  replied,  "Inherited  oil  money." 
At  which  point  Fran  ruefully  observed,  "Nobody  ever 

answers  such  questions  by  saying  their  millions  came 

from  poems  or  essays." 
Fran,  may  you  change  that. 

IF  YOU  CAN'T  BE, 

it  sometimes  helps  to  appear  to  be. 


FINAL 
REPORTS 


PERSONAL  REFLECTIONS 

ON  POLITICS  AND 

HISTORY  IN  OUR  TIME 








BOOKS 


RICHARD         •  Final  Reports— by  Richard  Ro- 
ROVERE  vere  (Doubleday  &  Co.,  $16.95)— 

were  just  that.  His  New  Yorker  "Let- 
ters from  Washington"  were  unusu- 
ally perspicacious,  his  cynicism 
sparkled.  He  found  dying  not  easy. 

Excerpts:  I  suppose  that  if  there 
was  one  figure  in  public  life  for 
whom  I  had  an  instinctive  dislike 
and  distrust  it  was  John  Foster  Dulles.  Dulles'  capacity 
for  duplicity  was  as  great  as  his  ambition  and  as 
repellent  as  his  piety.  .  .  .  On  the  eve  of  the  Bay  of  Pigs, 
for  example,  a  firm  view  of  almost  any  sort  would  have 
served  Kennedy  better  than  his  lack  of  one.  Had  he 
come  into  office  believing  that  the  kind  of  intervention 
the  Eisenhower  administration  had  planned  was  wrong 
in  principle,  he  would  have  been  spared  the  anguish  of 
the  fiasco,  and  if,  on  the  other  hand,  he  believed  that  it 
was  terribly  important  to  rid  Cuba  of  Castro,  Castro 
would  no  longer  be.  As  it  turned  out,  he  got  the  worst  of 
both  courses.  .  .  .  Nothing  that  Washington  has  to  offer 
comes  closer  to  theater  than  congressional  hearings. 
Floor  debates  tend  to  be  set  pieces — displays  of  pre- 
cooked and  inferior  rhetoric,  simulated  conflicts.  But  in 
the  hearings  there  is  often  a  real  clash  of  interests  and 
philosophies,  and  those  that  have  not  been  set  up  to 
draw  large  crowds  of  spectators  often  offer  a  chance  to 
study  the  style  and  character — unbuttoned,  as  it  were — 
of  the  participants. 


#  Iacocca:  An  Autobiography — with 
William  Novak  (Bantam  Books, 
$17.95).  This  book  bristles  with  pun- 
gent and  provocative  stuff.  It's  one  of 
those  rare  things — a  bestseller  that 
deserves  to  be.  Put  it  at  the  top  of 
your  Don't  Not  Read  list. 
Excerpts:  The  Depression.  No  one 
who's  lived  through  it  can  ever  forget. 
The  anxiety  I  felt  about  the  future  is  still  vivid  in  my  mind. 
Bad  times  are  indelible — they  stay  with  you  forever.  .  .  .  I 
wish  I  could  say  that  Bunkie  got  fired  because  heruined  the 
Mustang  or  becausehis  ideas  were  all  wrong.  But  the  actual 
reason  for  the  firing  was  nothing  like  that.  Bunkie  [Semon] 
Knudsen  was  fired  because  he  used  to  walk  into  Henry's 
office  without  knocking.  That's  right — without  knocking! 
Ed  O'Leary,  one  of  Henry's  aides,  used  to  say:  "That  drives 
Henry  nuts!  The  door  opens,  and  there's  Bunkie  just 
standing  there." .  .  .  Many  people  seemed  to  think  that 
Jimmy  Carter  sent  me  a  get-well  card  with  $1  billion  in 
laundered  tens  and  twenties  tucked  inside.  Many  well- 
intentioned  Americans  were  apparently  under  the  impres- 
sion that  Chry sler had  received  $1  billion  in  cash  in  a  brown 
paper  bag  and  that  we  never  had  to  pay  it  back.  If  only  it 
were  true! .  .  .  I'm  skeptical  of  the  current  fad  of  rotating 
people  through  various  departments  of  a  company  as 
though  all  skills  were  interchangeable.  They'renot.  It'slike 
taking  a  cardiologist  and  saying:  "He's  a  great  heart 
surgeon.  Next  week,  let's  have  him  deliver  a  baby. " 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Sipping  from  Afar 

A  collaborative  effort  by  Ameri- 
can computer  companies,  mobilized 
to  head  off  the  Japanese  attack  on 
the  critical  high-technology  markets 
of  the  1990s,  has  gotten  off  to  a 
rocky  start. 

At  Microelectronics  &  Computer 
Technology  Corp.  (M.C.C.)  headquar- 
ters at  the  edge  of  the  University  of 
Texas  campus,  the  venture's  200  re- 
searchers seem  to  work  together  easi- 
ly. But  Admiral  Bobby  Inman,  head  of 
the  project,  by  most  accounts  has 
spent  much  of  his  time  fighting  to 
save  M.C.C.  from  the  competitive  in- 
stincts of  its  own  sponsors. 

"Many  of  the  shareholders  have 
dived  in  and  established  that  in  Amer- 
ica you  can  truly  create  a  workable 
research  consortium.  But  others,"  Ad- 
miral Inman  added,  leaning  back  and 
flashing  a  broad  smile,  "others  are 
sitting  back  and  sipping  with  a  long 
straw." 

— David  E.  Sanger, 
New  York  Times 

Vote-Buying  Deficits 

Deficits  are  bad — but  not  because 
they  necessarily  raise  interest  rates. 
They  are  bad  because  they  encourage 
political  irresponsibility.  They  en- 
able our  representatives  in  Washing- 
ton to  buy  votes  at  our  expense 
without  having  to  vote  explicitly  for 
taxes  to  finance  the  largesse.  The 
result  is  a  bigger  government  and  a 


poorer  nation.  That  is  why  I  favor  a 
constitutional  amendment  requiring 
Congress  to  balance  the  budget  and 
limit  taxation. 

— Milton  Friedman, 
Wall  Street  Journal 

Undecorative  Stock 

As  people  begin  to  prosper,  they 
won't  keep  buying  shares  of  stock, 
because  they're  not  very  decorative. 
The  quality  of  life  they  seek  will  in- 
evitably lead  them  to  the  auction 
house.  What  we're  selling  adds  to  the 
quality  of  life. 

— John  L.  Marion,  chairman, 
Sotheby's  in  North  America,  M 

Becoming  Opinions 

To  appear  in  society  without  a 
becoming  set  of  opinions  is  almost 
as  bad  as  to  arrive  for  tennis  in  the 
wrong  clothes.  I  offer  a  few  observa- 
tions that  can  be  regarded  as  both 
tasteful  and  safe: 

Army  (American):  Incompetent. 
"It's  a  wonder  that  we  can  hold 
Florida." 

C.I. A.:  It  never  should  have  been 
tampered  with. 

Education:  (American):  At  least 
20  million  citizens  cannot  read  a 
menu  or  a  traffic  sign. 

Education  (Japanese):  Every  fifth- 
grade  student  learns  trigonometry 
and  Greek. 

Nixon  Administration:  Say  what 
you  will  about  Nixon  and  Kissinger, 


they  knew  how  to  play  at  geopoli- 
tics. The  Russians  were  afraid 
of  them. 

Endive:  French  word  for  lettuce. 
Consumed  in  great  quantities  in  Bev- 
erly Hills. 

Supply-side  Economics:  Don't 
scoff.  It's  the  reason  we  are  all  here 
eating  oysters. 

— Lewis  H.  Lapham,  Vanity  Fair 


Management  is  nothing 
more  than  motivating 
other  people. 

— Lee  Iacocca,  CEO,  Chrysler  Corp., 
quoted  in  Iacocca 


What  Women  Want 

Men  go  around  asking  silly  things 
like  "What  do  women  want?"  What 
women  want  is  the  same  thing  that 
men  want.  We  want  love  and  sex  and 
a  place  to  live  and  warmth  and  food 
and  clothing — all  the  creature  stuff. 
But  we  also  want  the  power,  the  glory, 
the  money,  the  recognition,  the 
achievement,  the  success.  So  when  a 
man  asks  me  that  dumb  question,  I 
just  say,  "Think  what  you  want." 

— Helen  Gurley  Brown, 
Manhattan,  inc. 


Inside  Isn't  Outside 

From  the  isolated  security  of  hotels 
like  the  Great  Wall,  the  West  is 
dreaming  again  of  China — as  a  bot- 
tomless sinkhole  for  Western  capital 
and  goods,  a  trading  partner  par  excel- 
lence, a  billion  customers  to  drink 
Coca-Cola,  wear  jeans,  buy  Western 
factories  and  power  plants  and  arms. 
It  is  all  too  easy  for  a  guest  at  the 
Great  Wall  to  forget  that  what  is  actu- 
ally "out  there"  is  a  relatively  impov- 
erished country. 

— Orville  Schell, 
The  New  Yorker 


Throat-Cutting  Critic 

Then  up  popped  the  three  muske- 
teers from  a  large,  square  downstage 
hole  that  remained  gaping  throughout 
the  show,  making  me  first  fear,  then 
hope  that  some  or  all  of  the  cast 
would  fall  into  it.  .  .  .  Things  picked 
up  a  bit  with  the  entrance  down  an 
aisle  of  D'Artagnan  on  horseback. 
The  horse  was  genuine.  But  it  prompt- 
ly disappeared,  leaving  only  the  pa- 
pier-mache D'Artagnan  to  prance 
around. 

— John  Simon,  New  York 
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fhe  crossroads  of  deregulated  trucking. 
Don't  get  lost.  Get  direction. 


Deregulation  can  be  a  direct 
>ute  to  improved  efficiency, 
it  which  way  is  best  for  you: 
rivate  carrier,  owner/operator, 
p  leasing,  single  source  leas- 
g,  common  carriage  or 
Dntract  carriers?  Ryder  can 
3lp  you  find  your  way  We're 
e  world's  leading  over-the- 
>ad  transportation  authority. 

It's  time  to  take  a  whole  new 
ok  at  ways  of  operating  trucks. 
Dssibly  even  not  owning  them 
t  all.  There  are  many  ways  to 
rofit  from  the  flexibility,  control 
ad  efficiency  of  a  Ryder  full- 
srvice  lease. 

Trucks  that  return  empty  de- 
fer nothing  but  expense.  With  a 
11-service  lease,  those  trucks 


could  help  bring  in  reduced 
fleet  operating  costs:  Toto"  car- 
riage lets  you  haul  other  compa- 
nies' goods  for  pay.  And  Ryder 
can  speed  you  through  applica- 
tion, authorization,  finding 
freight.  Trip  leasing's  another 
route.  And  we  can  help  you 
lease  your  trucks  and  drivers  to 
regulated  carriers  to  haul  their 
freight  under  their  authority 

More  opportunities:  We'll 
lease  you  both  trucks  and  driv- 
ers from  a  single  source.  Or 
there's  contract  carriage.  Ryder 
supplies  trucks,  drivers  and  fleet 
management.  You  concentrate 
on  your  main  business. 

Your  company  is  at  a  cross- 
road. Ryder  can  help  you 


choose  the  most  profitable  direc- 
tion. No  obligation.  Just  mail  this 
coupon.  Or  phone  your  Ryder 
district  office  now. 


Ryder,  help  me  through  the  maze  of 
deregulated  trucking. 


COMPANY  NAME 


TYPE  OF  BUSINESS 


R 


Don  Estes,  President 

Vehicle  Leasing  &  Services  Division 

Ryder  System,  Inc. 

PO  Box  020816.  Miami,  Florida 

33102-0816 

F29 


\fery  Dependable. 
Accurate.  And  Swiss. 


Very  American,  too.  Proud.  Inventive.  And 
involved. 

It's  that  perfect  blend  of  American  innovation  and 
Swiss  exactness  that  makes  us  the  best  insurance 
protection  for  your  valued  business. 

We  create  world  class  insurance  that's  in  a  class 
by  itself. 


Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
enterprise. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
dependability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


•   ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company  •  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg,  IL  60196 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


HOLD  ON  TO  OUR  TRUMPS 

That  clip  points  to  the  potential  pitfall  in  our  upcoming     eral  concessions.  .  . 
arms  control  negotiations  with  the  Soviets — that  we  may 
make  major  concessions  too  soon. 

The  Reagan  Administration  will  be  coming  under  terrif- 
ic pressure  to  halt  development  of  defensive 
strategic    weapons,    most    notably    "Star 
Wars,"  as  a  show  of  "good  faith."  The  temp- 
tation should  be  firmly  resisted. 

As  Henry  Kissinger,  who  knows  some- 
thing about  dealing  with  the  Russkies, 
pointed  out  just  days  before  Gorbachev's 
London  speech:  "A  moratorium  at  the  be- 
ginning of  the  negotiation  process  would  be 
bitterly  wrong.  ...  It  would  foreclose  the 
option  of  using  defensive  weapons  either  for 
the  leverage  or  as  part  of  an  agreement.  It 
would  almost  surely  slow  down  the  pace  of 
negotiations  because  the  United  States  would  have  handed 
the  Soviets  their  ultimate  goal  as  a  unilateral  gesture." 

A  mutually  beneficial  treaty  will  not  be  possible  if  the 
U.S.  feels  itself  under  the  gun  to  show  "progress"  on 
completion  of  an  agreement.  Warns  Henry,  "Western  over- 
eagerness  could  tempt  the  Soviets  to  stall,  to  elicit  unilat- 


GORBACHEV  VOWS 
SOVIET  READINESS 
FOR  BIG  ARMS  COT 

But  Says  U.S.  Must  Act  First 

—  Stresses  Antisatellite 

and  'Star  Wars'  Plans 


A  great  deal  depends  therefore  on 

America's  ability  to  define  criteria  by  which  to  measure 

progress.  This  will  be  far  from  simple." 

President  Reagan  and  Secretary  Shultz  have  their  work 

cut  out  for  them.  They  must  labor  hard  and 

skillfully  at  the  battle  of  public  opinion 

both  here  and  in  Europe  so  that  the  Soviets 

will  not  be  able  to  portray  the  U.S.  as  the 

obstacle  to  successful  negotiations. 

This  may  mean  that  the  President  will 
have  to  explain  in  a  major  address  why  the 
development  of  Star  Wars  is  not  some  gratu- 
itous, Panglossian  extension  of  the  arms 
race   into   space    (see   "It   can   be   done," 
Forbes,  July  16,   1984);  that  it  could  be, 
indeed,  of  enormous  benefit  to  the  goal  of 
reducing  the  possibilities  of  nuclear  war. 
Otherwise,  the  Soviets  will  not  bargain  in  good  faith, 
and  the  Administration  will  come  under  increasing  pres- 
sure for  instant  results.  The  good  faith  of  President  Reagan 
and  Secretary  Shultz  will  be  challenged.  Relations  with 
our  allies  could  come  under  serious  strain. 
The  true  cause  of  peace  would  suffer. 


THE  PERILS  OF 

Much  has  been  written  since  the  election  of  Ronald 
Reagan's  desire  to  go  down  in  history  as  a  "peace"  Presi- 
dent. The  impulse  is  healthy  and  heartening,  but  a  look  at 
history  provides  a  sobering  reminder  of  the  perils  of  such  a 
pursuit. 

Carried  away  by  grand  visions,  Woodrow  Wilson  ignored 
domestic  politics,  the  end  result  of  which  saw  the  U.S. 
sink  back  into  isolationism  with  catastrophic  conse- 
quences for  us  and  the  rest  of  the  world. 

Warren  Harding  did  achieve  a  major  naval  disarma- 
ment agreement  in  1922,  sharply  curtailing  the  number 
of  battleships.  An  unintended  consequence:  Research 
was  concentrated  into  newer  areas,  thereby  spurring 
development  of  the  aircraft  carrier,  which  later  made 


PEACEMAKING 

possible  the  Japanese  attack  on  Pearl  Harbor. 

Calvin  Coolidge's  Secretary  of  State  negotiated  the  then 
much  celebrated  Kellogg-Briand  Pact,  "outlawing"  war. 
This  just  two  years  away  from  Japan's  invasion  of  China 
and  a  bare  decade  away  from  the  Second  World  War. 

Nixon's  detente,  thanks  to  the  aftermath  of  Watergate 
and  Vietnam,  led  to  our  neglecting  our  defenses  while  the 
Soviet  arms  buildup  continued  unabated.  Carter's  at- 
tempts came  to  look  foolish  with  the  Soviet  invasion  of 
Afghanistan.  Disillusionment  with  1970s  detente  helped 
elect  Ronald  Reagan  in  1980. 

The  effort  to  negotiate  a  meaningful  treaty  with  Russia 
should  be  approached  with  considerable  patience  and  cau- 
tious expectations. 
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THE  BUSINESS  OF 
195  BROADWAY 

IS  BIG  BUSINESS 


*  195  BROADWAY  % 

0 

CHASE 

AT&T 

('  ^Equitable 

On  November  1,1984 
The  Equitable  Life  Assurance  Society 

of  the  United  States 

signed  a  lease  for  320, 145  square  feet 

at  195  Broadway. 

They  join  the  American  Telephone  and  Telegraph  Company 

and  The  Chase  Manhattan  Bank,  N.  A. 

in  occupying  65%  of  this  outstanding 

office  building. 


Owner/Builder: 


Exclusive  Leasing  Agent: 


KjBliKow 

H.J.  Kalikow  &  Co  Inc. 

101  Park  Avenue.  New  York.  N.Y.  10178 

(212)  808-7000 


Edward  S  Gordon  Company  Inc. 

39  Broadway.  New  York.  N.Y.  10006 

For  information:  Henry  A   Gallin.  Sr.  Exec.  V.P. 

(212)  943-2700 

By  appointment  only. 


L. 


Edited  by  Howard  Banks 


What's  Ahead  for  Business 


Positive  signals 
for  the  new  year 


But  the  dollar 
remains  a  worry 


Has  the  dollar 

disconnected  from 

interest  rates? 


SORTING  OUT  THE  MIXED  SIGNALS 

Consumers  are  spending  once  again,  and  their  borrowing  to  do  so  is 
expected  to  stay  strong  in  the  new  year. 

Pay  little  mind  to  the  buildup  in  inventories — seen  by  some  econo- 
mists as  a  sign  of  imminent  recession.  The  buildup  seems  over,  in  any 
case,  and  in  real  terms  (the  ratio  of  inventory  to  sales),  inventories 
remain  near  their  historical  low. 

Another  positive  indication:  Unemployment  (lately  7.4%)  is  stable, 
and  new  jobs  are  still  being  created. 

And  even  Federal  Reserve  Chairman  Paul  Volcker  says  inflation  is 
"tamed."  November's  0.5%  producer  price  rise  was  mostly  in  meat 
prices.  Commodities  are  stable  and  oil  prices  are  down. 

Capital  investment  appropriations,  especially  by  consumer  durables 
makers,  have  slowed.  But,  the  Conference  Board  notes,  the  third 
quarter's  $28.7  billion  was  the  second  highest  ever. 

Fourth-quarter  GNP  growth  was  an  estimated  2.8%,  much  better 
than  the  third  quarter's  1.8%  that  had  prompted  forecasts  of  the 
recovery's  end.  But  more  significantly,  demand  for  goods  and  services 
actually  grew  in  the  third  quarter  by  5.7% .  The  gap  between  those  two 
numbers,  roughly  3.8%,  was  filled  by  a  surge  in  imports. 

Imports  remain  strong  because  of  the  strong  dollar.  But  high  interest 
rates  alone  are  not  to  blame  for  the  dollar's  continuing  strength. 

The  federal  funds  rate  dropped  from  9.4%  a  year  ago  to  below  7%  in 
mid-December,  leading  to  a  prime  rate  below  11%.  Longer-term  rates 
have  also  eased.  But  gold  continues  to  slide,  and  key  foreign  currencies 
remain  soft  against  the  dollar. 

In  this  last  respect,  it's  almost  as  if  the  dollar  had  decoupled 
from  U.S.  interest  rates — and  from  Fed  actions.  Prudential-Bache's 
Edward  Yardeni  has  an  interesting  theory  to  explain  it. 

There  is  a  giant  short  squeeze  on  those  who  converted  borrowed 
dollars  to  other  currencies,  Yardeni  says.  Now  borrowers'  exports  earn 
fewer  dollars  than  expected,  and  their  inflation-adjusted  interest  costs 
are  higher.  The  result,  he  concludes,  is  severe  illiquidity  that  creates  a 
demand  for  dollars  more  or  less  insensitive  to  U.S.  interest  rates. 

If  Yardeni  is  right,  the  steady  rise  in  the  dollar's  value  is  not  simply  a 
function  of  interest  rates  as  such.  Rather  it's  a  world-based  indication 
of  tight  U.S.  monetary  policy,  restraining  both  domestic  demand  and, 
paradoxically,  foreigners'  dollar  earnings. 

With  the  economy  in  no  danger  of  overheating,  the  Federal  Reserve 
seems  to  have  agreed  that  there  is  no  reason  to  continue  its  policy  of 
too  little  and  too  late  to  stimulate  the  economy. 

Aggressive  actions  from  the  Fed — cutting  the  discount  rate,  say — 
should  tip  things  in  favor  of  growth.  The  clearest  sign  will  be  easing  of 
the  dollar's  value  abroad. 
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The  Forbes  Index 
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Downhill  coast.  Since  mid-October  the  Forbes  Index  has 
been  trending  downward,  and  in  the  current  reporting 
period  it  slipped  another  0.3%.  A  sharp  decline  in  new 
housing  starts  did  most  of  the  damage  in  the  Index. 
Housing  starts  fell  20.4%  from  October  to  November 
1984  and  now  stand  10.7%  lower  than  they  did  at  the 
same  time  in  1983.  The  recent  decline  in  interest  rates,- 


however,  is  good  news  for  home  builders. 

Month-to-month  figures  for  industrial  production, 
meanwhile,  rose  by  0.4% .  Other  indicators  are  up,  too — 
personal  income  by  0.8%,  consumer  installment  credit  by 
1.4%  and  November  retail  sales  by  1.8%.  It  is  too  soon  to 
tell  if  the  economy  is  cooling  off  or  heading  into  a  reces- 
sion, so  watch  the  Index  closely  over  the  next  few  months. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit.  , 

To  measure  these  eight  elements,  FORBES  monitors  ten 
series  of  U.S.  government  data.  The  last  13  months'  data 
for  each  series  is  presented  at  right. 


Services 


Industrial  production  index  (1967  =  100) 
Seasonally  adjusted  (Federal  Reserve) 


Manufacturers  new  orders  and  inventories 

(Sbillionsl  seasonally  (Dept.  of  Commercel 


Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commerce) 
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Sometimes  the  best  Christmas  presents 
come  after  Christmas. 


0 


When  this  Christmas  has  become 
just  another  Christmas  Past,  when  the 
gifts  have  all  been  opened  and  the 
good-nights  have  all  been  said— 
remember:  The  best  is  yet  to  come. 

Because  during  Hartmann's  first- 
ever  After  Christmas  Sale— from  Janu- 
ary 5  to  January  14— you  can  get  20% 
off  the  suggested  retail  price  of  our 
most  sought-after  line  of  leather- 
trimmed  Walnut  Tweed  and  Packcloth 
luggage. 

And  when  we  say  leather-trimmed 
we  mean  Hartmann's  famous  industrial 
belting  leather.  Then  there  are  all  the 
other  features  we're  famous  for: 

Our  indestructible  walnut  fabric,  or  our 
100%  Dupont  nylon  fisherman's  pack- 
cloth.  Frames  that  can  be  crushed  with- 
out breaking.  (They  spring  right  back.) 
Stitching  that  will  never  deteriorate.  Fas- 
tenings that  won't  rust.  Plus  lots  of  other 
details  that  make  Hartmann  Hartmann. 

When  you  consider  that  all  year  long 
people  willingly  pay  full  retail  prices  for 
Hartmann— at  20%  off,  it's  a  gift. 
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We  don't  cut  comers. 
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Send  for  a  list  of  your  nearest  Hartmann  dealers,  Dept 
O  1984  Hartmann  Luggage,  Lebanon,  Tennessee  37087 

Dll  PMlt  TEFLON*  water* stain  repcller 


Forbes 


How  many  millionaires  are  there  in  Amer- 
ica? In  round  numbers,  about  a  million. 
Who  says  trickle-up  doesn't  work? 


The  rising  tide 


By  Richard  Behar 


T|  he  Internal  Revenue  Service 
says  there  are  just  over  400,000 
millionaires  in  the  U.S.  today, 
but  that  estimate  is  based  on  three- 
year-old,  and  probably  understated, 
numbers.  The  U.S.  Trust  Co.  estimat- 
ed that  there  were  574,342  million- 
aires in  1980 — but  that  was  four  years 
ago,  and  a  lot  of  inflation,  enhance- 
ment of  realty  values  and  entrepre- 
neurial creativity  has  flowed  under 
the  bridge  since  then. 

Jonathan  Robbin  says  his  estimate 
of  the  number  of  millionaires  today, 
827,000,  could  be  up  to  a  million  in 
1986 — a  year  from  now.  Robbin's  fig- 
ures, prepared  by  his  Claritas  Corp., 
are  probably  the  best,  taken  from  a  lot 
of  computerized  projecting  from  cen- 
sus data. 

But  Forbes  thinks  even  Robbin's 
numbers  are  on  the  low  side.  For  all 
kinds  of  reasons,  people  do  tend  to 
understate  or  even  hide  the  extent  of 
their  wealth.  And  high  interest  rates, 
compounded,  have  certainly  speeded 
up  the  creation  of  wealth.  Allowing 
for  these  inevitable  flaws  in  every- 
body's statistics,  Forbes  is  convinced 
that  there  are  at  least  1  million  mil- 
lionaires in  the  U.S.  and  that  the  late 
1984  surge  in  the  stock  market  un- 
doubtedly  pushed    a    few    thousand 


more  families  over  the  line. 

True,  a  million  dollars  isn't  what  it 
used  to  be.  In  real  dollars  today's  $1 
million  is  the  equivalent  of  $482,000 
in  1974.  Invested  at,  say,  12%  and 
fully  taxed,  $1  million  might  yield 
$70,000  a  year.  That  won't  support  a 


real  yacht — much  less  pay  for  one — or 
finance  a  stable  of  racehorses.  Pos- 
sessing it,  however,  still  produces  a 
nice,  warm  feeling  and  makes  sleep- 
ing at  night  easier. 

Let's  meet  a  few  of  these  million- 
aires. Some  are  the  stereotypical  vari- 
ety, living  a  life  of  pleasure.  Like  Al- 
fred and  Monte  Goldman.  Their  dad- 
dy invented  the  shopping  cart  and 
built  the  Humpty-Dumpty  grocery 
chain  and  a  real  estate  empire.  The 
boys  are  often  on  the  tennis  courts  of 
their  Hawaiian  estate  by  8:30  a.m. 
Alfred,  Hawaii's  favorite  playboy  and 
party  giver  (he's  46  but  looks  youn- 
ger), rolls  through  town  in  his  Rolls. 
Monte,  49,  who  is  in  a  divorce  fight 
with  his  beautiful  wife,  Sally,  cruises 
in  a  Clenet  roadster  and  is  very  big  in 
backgammon. 

But  these  are  exceptions.  Most  of 
today's  millionaires  (about  15%  of 
whom  are  Forbes  subscribers)  still 
find  the  success  ladder  a  bit  slippery. 
Take  Kevin  Kelly,  a  37-year-old  New 
York  real  estate  broker.  "A  million 
dollars?"  Kelly  laughs.  "I  thought  it 


T/je  Kelly  family  of  New  York  City 

When  the  bathroom  is  finished,  his  loft  will  be  worth  $900,000. 
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was  the  world  ten  years  ago  from  the 
view  of  my  Greenwich  Village  apart- 
ment, where  I  felt  two  feet  from  the 
slums.  It  was  so  small  that  two  dirty 
ashtrays  meant  the  entire  apartment 
was  a  mess." 

Kelly  and  his  wife,  Eugenia,  broad- 
ened their  horizons  and  improved 
their  net  worth  by  risk-taking.  They 
borrowed  $40,000  to  buy  a  2,800- 
square-foot,  28-window  loft  (formerly 
headquarters  for  a  chicken  coopera- 
tive) in  lower  Manhattan  for  $50,000. 
They  spent  another  $15,000  putting 
up  walls  and  ceilings,  a  room  at  a 
time,  and  buying  furniture  and  appli- 
ances at  auctions  and  garage  sales. 
Then  the  rest  of  the  neighborhood 
moved  in.  Today  the  loft  is  conserva- 
tively appraised  at  $600,000.  "I  could 
get  $750,000  for  it  now,"  Kelly  says, 
"and  once  the  new  bathroom/dressing 
room  is  completed  next  year,  you're 
talking  about  $900,000."  Manhattan 
real  estate  has  been  very  good  to  him. 
"It's  like  buying  Xerox  for  $1  a  share 
in  1951." 

What  about  income?  Eugenia  di- 
rects psychiatric  nursing  at  a  local 
hospital,  and  together  they  earn 
something  more  than  $90,000  a  year, 
own  $100,000  in  IRA  and  pension 
plans,  insurance,  savings,  stocks  and 
bonds  and  an  acre  or  so  in  the  Baha- 
mas. Affluent,  yes.  Superrich,  no. 
Their  car  is  a  1976  Lincoln  and  they 
grocery  shop  in  Hoboken,  N.J.,  where 
prices  are  lower.  But  that's  natural 
modesty;  they  are  buying  a  small 
summer  home  on  the  Jersey  shore, 
pay  $195  a  week  for  a  baby-sitting 
maid,  and  will  probably  pay  $4,000  for 
private  kindergarten  next  year. 

Gene  Heiman  is  a  land-rich  mil- 
lionaire. In  1959,  after  some  college, 
the  Army  and  a  few  years  of  cropping, 
Heiman  took  his  $6,000,  borrowed 
$28,000  and  bought  335  acres  outside 
Garden  City,  Kans.,  about  200  miles 
from  Wichita.  Today  Heiman,  53, 
farms  2,770  acres,  half  his,  half  leased. 
His  irrigated  land  sells  for  $800  to 
$1,000  an  acre,  which  makes  him  a 
land-rich  millionaire. 

"I  don't  know  how  a  millionaire  is 
supposed  to  feel,"  says  Heiman,  "but  I 
work  hard  every  day  and  I  don't  feel  a 
need  to  go  around  tooting  my  horn." 
He  generally  works  over  10  hours  dai- 
ly, and  14  to  16  during  harvests,  with 
two  outside  helpers  and  three  of  his 
seven  children.  Heiman  puts  his  total 
net  worth  at  just  over  $2  million,  but 
says  most  of  his  cash  gets  plowed 
right  back  into  the  business.  "Cash- 
ing in  my  chips  sounds  like  fun,"  says 
Heiman,  "but  I  wouldn't  be  very  hap- 
py. I  just  want  to  keep  on  doing  what 
I'm  doing."  His  "wealth,"  in  short,  is 
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Gene  and  Clarine  Heiman  of  Garden  City,  Kans. 

"I  don't  know  how  a  millionaire  is  supposed  to  feel,  but  I  work  hard.' 


mostly  used  to  finance  the  tools  of  the 
trade  he  loves. 

"The  lifestyle  of  conspicuous  con- 
sumption is  today  one  of  the  great 
myths  of  the  affluent  population," 
says  Thomas  Stanley,  a  marketing 
professor  at  Georgia  State  University, 
who  has  been  tracking  the  move- 
ments and  patterns  of  millionaires 
since  1973.  "The  myth  is  about  peo- 
ple living  on  the  French  Riviera,  own- 
ing a  yacht,  spending  a  tremendous 
amount  on  entertainment,  travel, 
clothing.  I  don't  see  it." 

In  cities  like  Los  Angeles,  San  Fran- 
cisco, New  York,  Washington,  D.C., 
simple  gains  in  home  real  estate  push 
many  people  into  the  millionaire 
class.  In  fact,  they  really  live  no  differ- 
ently than  they  did  when  their  home 
was  "worth"  a  quarter  as  much. 

As  Howard  Rothman,  a  Manhattan 
tax  and  real  estate  attorney,  puts  it: 
"Most  of  these  people  [paper  million- 
aires] will  never  realize  their  wealth." 
He  points  out  that  a  Manhattan  co- 
operative apartment  that  would  have 
fetched  $80,000  in  1976  has  a  current 
market  value  of  $750,000.  The  owner, 
in  theory,  is  close  to  a  millionaire  on 
that  piece  of  property  alone.  But  the 
co-op  produces  no  income,  no  cash 
flow.  Beyond  giving  the  possessor  a 
nice  warm  feeling,  the  appreciation  in 
market  price  has  not  done  very  much 
for  him. 

What  does  the  typical  millionaire 
own?  In  the  decade  between  1972  and 
1982  real  estate  climbed  from  12%  of 
the  IRS'  millionaires'  assets  to  24%, 
while  stock  fell  from  48%  to 31%.  But 
since  that  time  real  estate  prices  have 


flattened  or  fallen  while  stock  prices 
have  improved. 

Are  the  poor  getting  poorer,  while 
the  affluent  grow  even  more  affluent? 
It  hasn't  worked  that  way.  George 
Gilder,  the  economist-author,  points 
out  that  these  numbers  are  symbolic 
of  what's  been  happening  in  the  coun- 
try, often  unnoticed  because  the  press 
concentrates  its  efforts  on  finding — 
and  exaggerating — poverty. 

He  thinks  that  the  whole  country  is 
growing  richer  and  floating  a  lot  of 
people  into  the  millionaire  class  in 
the  process.  Call  it  the  trickle-up  the- 
ory. What  about  the  gap  in  wealth 
distribution,  and  those  who  insist  the 
rich  get  richer  and  the  numbers  of 
poor  people  grow?  Gilder  says,  and  the 
numbers  bear  him  out,  that  the  over- 
all distribution  of  wealth  hasn't 
changed  much  since  1945.  The  IRS 
estimates  that  2.8%  of  the  adult  popu- 
lation holds  28%  of  the  nation's 
wealth. 

By  the  way,  those  who  think  that 
education  is  the  path  to  wealth  may 
be  a  bit  disappointed  by  some  other 
numbers.  According  to  the  National 
Center  for  Education  Statistics,  17% 
of  the  general  population  over  25  have 
not  attended  high  school,  33%  have 
not  completed  the  12th  grade,  and 
32%  have  attended  some  college.  But 
Claritas  Corp.'s  Robbin  says  that  8% 
of  the  millionaires  among  us  never 
attended  high  school,  15%  never 
made  the  12th  grade  and  only  63% 
have  attended  at  least  one  year  of  col- 
lege. The  clear  implication  is  that 
education  may  help,  but  it's  by  no 
means  decisive.  ■ 
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Streetwalker 


After  a  good  1982  and  1983,  the  Forbes  if-you-could-love-only- 
one-stock  survey  flubbed  1984.  But  here's  another  try. 


Ten  who  dare 


By  Leslie  Pittel 


It  isn't  easy  to  persuade  a  stock 
picker  to  name  a  single  favorite 
stock:  Like  the  rest  of  us,  analysts 
like  to  hedge  their  bets.  Annually, 
however,  we  do  manage  to  round  up  a 
handful  of  limb-crawlers.  How  do 
these  brave  souls  fare?  Sometimes 
pretty  well,  but  not  last  year's  batch. 
Our  Fearless  Forecasters'  picks  for 
1984  showed  an  average  drop  of  9.1%, 
measured  from  mid-December  to 
mid-December,  as  against  a  decline  of 
only  1 .4%  for  the  market. 

Several  of  last  year's  analysts 
picked  high-beta,  risky  issues — exact- 
ly the  stocks  that  get  killed  in  a  bad 
market.  Guy  Courtney  of  Palatine,  111. 
said  Anacomp  was  cheap  at  4.7  times 
his  prediction  of  $  1 .  70  a  share  in  earn- 
ings for  fiscal  1984.  Instead  this  soft- 
ware seller  lost  $9.08  a  share.  The 
stock  nose-dived  73.4%. 

Five  of  last  year's  analysts  did  keep 


their  heads  above  water  in  this  rough 
market.  First  place  goes  to  Michael 
Price,  33-year-old  vice  president  at 
Mutual  Shares,  a  Forbes  Honor  Roll 
mutual  fund.  His  Getty  Oil  was 
bought  by  Texaco  in  February,  giving 
him  a  62.5%  return  in  just  two 
months. 

After  racking  up  55%  and  142% 
gains  in  1982  and  1983,  Stephen  Leeb, 
editor  of  Investment  Strategist,  is  this 
year's  runnerup.  His  stock,  record  dis- 
tributor Handleman,  climbed  53%. 
Michael  Metz  of  Oppenheimer  &  Co. 
takes  third  place  this  year  with  Gen- 
eral Refractories,  a  firebrickmaker,  up 
28.9% .  In  fourth  place  is  Marty  Roher, 
an  analyst  with  San  Francisco-based 
Montgomery  Securities.  His  pick, 
Thackeray,  a  ribbon  and  hardware 
company,  rose  16.3%.  Steven  Leuth- 
old,  chairman  of  Leuthold  Group,  a 
Minneapolis  investment  counsel,  fin- 
ishes fifth  with  Eli  Lilly.  The  drug 
manufacturer  gained  15.3%. 


With  the  books  closed  on  the  Fear- 
less Forecasters  for  1984,  we  herewith 
present  their  counterparts  for  1985. 
Our  ten  stock  pickers  for  this  year 
include  last  year's  five  winners  plus 
five  new  ones.  Last  year's  five  losers? 
One  doesn't  get  a  second  chance  in 
this  game. 

Michael  Price  this  year  places  his 
chips  on  office  equipment  maker  AM 
International  (Amex,  23/4J.  Price 
thinks  the  company  can  earn  $20  mil- 
lion this  fiscal  year  and  $30  million 
the  next.  The  company  came  out  of 
bankruptcy  with  a  $240  million  tax- 
loss  carryforward.  "They  won't  have 
to  pay  taxes  for  years,"  explains  Price. 

Stephen  Leeb  sees  bargains  in  tech- 
nology stocks.  "They  are  so  beaten 
down  that  if  you  choose  the  right  one 
for  1985  you're  going  to  make  a  lot  of 
money."  He's  putting  his  money  on 
Coherent  (o-t-c,  19),  a  $100  million 
(sales)  manufacturer  of  laser  products. 
Leeb  expects  a  recent  joint  venture 
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Overwhelm  Yxir  Favorite  Driver 


u 


le  perfect  gift  is  more  than  a  surprise;  it 
hits  the  mark.  If  there's  a  driver  on  your  list, 
you  can  give  ESCORT  or  PASSPORT  with 
absolute  confidence.  Here's  why: 

Head  Of  The  Class 

Car  and  Driver  magazine  rated  ESCORT 
number  one  in  its  most  recent  test,  calling 
it  "...clearly  the  leader  in  value,  customer 
service  and  performance..." 

In  fact,  in  the  six  years  since  its  intro- 
duction, ESCORT  has  become  the  classic 
instrument  of  radar  detection. 

PASSPORT  is  brand  new.  For  the  person 
on  the  move,  switching  between  cars  or 
using  rentals  in  distant  cities,  it  provides 
ESCORT  performance  and  features  in  a  con- 
venient miniaturized  package.  You  can  carry 
it  in  your  pocket  like,  well,  a  passport. 

The  SMD  (Surface  Mounted  Device) 
circuitry  that  made  PASSPORT  possible  is 
simply  light  years  ahead. 


n 


PASSPORT  is  only  34 "  tall  and  2% ' '  wide. 

First  Class  Performance 

When  radar  is  out  there,  the  super- 
heterodyne circuitry  in  ESCORT  and 
^  'ASSPORT  will  find  it:  over  hills,  around 
j  prves,  hidden  in  the  bushes,  anywhere.  But 
that's  just  half  the  story 

Just  as  important  is  the  unique  way  they 
ive  you  a  full,  easily  understood  report 
n  the  radar  they  find.  ESCORT  has  led  the 
way  with  its  variable  pulse  audio  warning, 


analog  meter  and  amber  alert  lamp.  These 
all  work  together  to  give  you  a  precise 
indication  of  radar  type  and  range.  In 
PASSPORT,  a  bar  graph  of  eight 
Hewlett-Packard  LEDs  replaces  the  meter  This 
allows  the  same  thorough  radar  report  in  a 
pocket-size  package. 

Attention  To  Detail 

The  main  point  of  a  radar  warning 
device  is  performance,  but  the  perfect  gift 
brings  something  more:  pride  of  ownership. 
Both  ESCORT  and  PASSPORT  are  finely- 
crafted  instruments  that  look  right  at  home  in 
a  Porsche,  Mercedes,  or  any  car 


ESCORT  and  PASSPORT  come  complete 
with  accessories 

Apart  From  The  Crowd 

While  our  system  of  factory-direct  sales 
was  not  designed  specifically  for  gift  givers, 
it  does  offer  some  rather  special  benefits. 
For  example,  you  needn't  worry  about  buying 
a  discontinued  model  still  in  a  store's  stock. 
Your  gift  will  never  be  seen  marked  down 
in  the  discount  chains.  More  importantly 
giving  either  ESCORT  or  PASSPORT  shows 
you  were  concerned  enough  about  quality  to 
track  down  the  only  source.  And  there's 
one  more  advantage. 

Easy  Shopping 

ESCORT  and  PASSPORT  let  you  do  your 
Christmas  shopping  by  phone  and  avoid 


the  retail  hassle.  We're  only  a  toll-free  call 
and  a  parcel  delivery  away 

Most  important  of  all,  ESCORT  and 
PASSPORT  are  guaranteed  to  please.  Holidays 
or  anytime,  take  the  first  thirty  days  as  a 
trial.  If  you're  not  absolutely  satisfied,  return 
your  purchase  and  we'll  prompdy  refund 
your  money  and  your  mailing  costs.  We  also 
back  ESCORT  and  PASSPORT  with  a  full 
one-year  limited  warranty 

Car  and  Driver  called  us  the  "class 
act"  in  radar  detection.  So  order  now,  and 
let  ESCORT  or  PASSPORT  overwhelm  your 
favorite  driver 

Order  Today 

TOLL  FREE  800-543-1608 

IN  OHIO  800-582-2696 

(Phone  M-F  8-8,  Sat  9-5:30  EST) 


PASSPORT 

RADAR-RECEIVER 

$295  ($16.23  tax  in  OH) 
Pocket-Size  Radar  Protection 

ESCORT 

RADAR  WARNING  RECEIVER 

$245  ($13-48  tax  in  OH) 
The  Classic  of  Radar  Warning 
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Department  100-044-F03 
One  Microwave  Plaza 
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My  one  and  only 

Five  stock  pickers  whose  1984  stocks  beat  the  bear  market, 
plus  five  new  ones,  were  invited  to  select  winners  for  1985. 

Recentt 
Analyst/stock                                                   price 

Latest 

— 12  months — 

EPS                  P/E 

Book 
value 

Sheila  Baird/Cyclops                                         37W 

$3.78 

9.9 

$46.77 

Francine  Bovich/ AT&T                                    18'/« 

0.89* 

NA 

12.99 

Susan  Byrne/Torchmark                                   31'/i 

2.97 

10.5 

17.51 

James  Clark/Noland                                          19% 

2.37 

8.3 

29.86 

Stephen  Leeb/Coherent                                     19 

1.65 

11.5 

7.65 

Steven  Leuthold/IC  Inds                                   27% 

3.72 

7.5 

29.08 

Michael  Metz/Adolph  Coors                             15 'A 

1.46 

10.6 

25.06 

Michael  Price/ AM  Intl                                        2% 

0.89 

3.1 

NA 

Marty  Roher/Big  Three  Inds                             21  Vi 

1.25 

17.2 

14.67 

Barry  Ziskin/VF  Corp                                       26Vi 

3.82 

6.9 

13.03 

*Nine  months  ending  September  1984    NA:  Not  applicable 

fAs  of  Dec.  14,  1984.                                                     Source:  Standard  &  Pooi 

's  Stock  Pak-II  System 

with  General  Electric  to  start  paying 
off  by  the  end  of  this  year.  "It  could  be 
a  billion-dollar  company  in  the  next 
five  to  ten  years." 

Michael  Metz  picks  debt-free 
Adolph  Coors  (o-t-c,  15  Vi)  for  its  "daz- 
zling" balance  sheet.  Book  value  is 
$25  per  share,  but  this  includes  real 
estate  and  oil  wells  on  the  books  at 
less  than  market  value.  "If  I  were  the 
top  management  of  this  company,  I 
would  seriously  consider  a  restructur- 
ing or  going  private,"  says  Metz. 

Then  there's  Marty  Roher.  "I  buy 
stocks  selling  at  big  discounts  to  as- 
sets that  have  very  strong  cash  flows," 
he  explains — like  Big  Three  Industries 
(NYSE,  21  Vi),  an  industrial  gas  suppli- 
er. Its  affiliation  with  oilfield  services 
has  dragged  down  the  stock,  accord- 
ing to  Roher.  The  asset:  a  pipeline 
system,  "a  prolific  moneymaker  that 
allows  it  a  tremendous  cost  advantage 
over  other  distributors,"  he  says.  A 
new  cogeneration  plant  could  help 
bring  1985  earnings  to  $2  per  share. 


IC  Industries  (NYSE,  273A)  is  the 
choice  of  Steven  Leuthold,  the  last  of 
the  repeat  players.  Once  Illinois  Cen- 
tral Railroad,  it  is  now  a  conglomerate 
that  includes  Pet  foods  and  the  recent- 
ly acquired  Pneumo  Corp.  IC  is  sell- 
ing near  its  $29  book  value,  but  that  is 
with  some  old  railroad  properties  at 
acquisition  cost.  "Some  of  them  were 
acquired  before  the  Civil  War,"  says 
Leuthold. 

Alongside  last  year's  survivors,  here 
is  some  new  blood. 

Susan  Byrne,  president  of 
Westwood  Management  in  New  York 
City,  likes  Torchmark  (NYSE,  31 'A), 
the  insurance  and  financial  services 
company.  "Because  of  two  or  three 
key  acquisitions  over  the  past  five 
years,  they've  managed  to  take  a 
growth  rate  of  8%  to  10%  and  turn  it 
into  14%  to  15%,"  says  Byrne.  One  of 
those  acquisitions  is  Waddell  &  Reed, 
a  mutual  fund  manager  and  marketer. 
Byrne  expects  Torchmark  to  earn 
$3.75  a  share  this  year. 


James  Clark,  a  principal  at  Tweedy, 
Browne  Inc.  in  New  York  City,  gravi- 
tates to  asset  plays  in  the  model  of  the 
late  Benjamin  Graham.  His  choice  is 
Noland  (o-t-c,  193A),  a  southeastern 
distributor  of  plumbing  and  electrical 
supplies.  "It  sells  at  a  discount  to  net 
net  current  assets,"  says  Clark,  by 
which  he  means  that  current  assets 
less  total  liabilities  are  $25  a  share. 
"You're  getting  all  the  plant  and 
equipment  for  free." 

Sheila  Baird,  a  principal  at  money 
manager  M.  Kimelman  &  Co.  in  New 
York  City,  picks  Cyclops  (NYSE, 
37Vi),  a  specialty  steel  manufacturer. 
Sales  are  $1.2  billion,  while  the  mar- 
ket value  is  only  $140  million,  and 
there's  not  a  lot  of  debt.  Cyclops  lost 
money  in  1982  and  1983,  but  Baird 
expects  1985  earnings  of  $6  a  share. 

Barry  Ziskin,  of  the  well-publicized 
Z-Seven  Fund,  is  going  with  VF  Corp. 
(NYSE,  26V2),  maker  of  Vanity  Fair 
lingerie  and  Lee  jeans.  VF  has  a  seven- 
year  record  of  earnings   gains — and 


Whoops 

Last  year's  stock  picks  av- 
eraged a  9.1%  decline. 

Analyst/stock                                   % 

change 

Michael  Price/Getty  Oil 

62.5% 

Stephen  Leeb/Handleman 

53.0 

Michael  Metz/General  Refractories 

28.9 

Marty  Roher/Thackeray 

16.3 

Steven  Leuthold/Eh  Lilly 

15.3 

Simeon  Trotter/Comm  Corp  Amer 

-15.8 

Mary  Farrell/Josephson  Intl 

-50.0 

Ben  Weisman/Finl  Corp  of  Amer 

-59.6 

Alan  Blake/Interface  Flooring  Sys 

-68.0 

Guy  Courtney/ Anacomp 

-73.4 

earnings  are  stated  very  conservative- 
ly, Ziskin  believes.  The  acquisition  of 
Bassett-Walker,  manufacturers  of 
sweatshirts  and  sweatpants,  will 
complement  the  Lee  line,  he  says. 
"It's  a  case  of  one  plus  one  equals 
three." 

Last  on  our  list  is  Francine  Bovich,  a 
senior  portfolio  manager  at  Citicorp 
Investment  Management.  Her  choice 
is  American  Telephone  &  Telegraph 
(NYSE,  18 '/a).  "Because  of  all  the  com- 
plication surrounding  AT&T,  it  has 
been  out  of  favor  with  investors,"  says 
Bovich,  "but  that's  where  the  oppor- 
tunity lies."  She  thinks  that  the  mar- 
ket has  misdirected  its  focus  on  con- 
sumer long-distance  rates,  since 
"AT&T  is  going  far  with  telecommu- 
nications and  new  information  pro- 
cessing products  for  businesses."  She 
expects  earnings  per  share  of  over  $2 
this  year. 

They're  off!  ■ 
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Whatever  happened  to  the 
ten  best  companies  of  1970? 

Sic  transit 
(most) 
gloria . . . 


By  Dero  A.  Saunders 


T|  OO  MUCH  OF  A  GOOD  THING" 
was  the  title  of  the  opening  es- 
say in  Forbes'  22nd  Annual  Re- 
port on  American  Industry  in  January 
1970.  It  chronicled  the  great  econom- 
ic sea  change  that  occurred  as  Ameri- 
cans began  to  realize  that  inflation, 
rather  than  depression  and  unemploy- 
ment, too  much  money  rather  than 
too  little,  was  the  overarching  eco- 
nomic problem  that  lay  ahead.  The 
age  of  double-digit  inflation  was 
looming. 

That  age  brought  with  it  vast 
changes  in  the  rules  for  economic  suc- 
cess. The  22nd  Annual  Report  ran  a 
list  of  the  ten  most  profitable  U.S. 
companies,  carefully  selected  to  in- 
clude only  those  with  ample  equity, 
superior  five-year  and  latest  12- 
month  return  on  that  equity,  and 
strong  earnings-per-share  growth. 
Here  is  the  list:  Avon  Products,  Heub- 
lein,  Eastman  Kodak,  Coca-Cola, 
Sperry  &  Hutchinson,  Polaroid, 
Merck,  American  Home  Products, 
Magnavox  and  Xerox. 

What  is  striking  to  the  observer 
looking  back  from  a  vantage  point  15 
years  later  is  how  few  of  them  could 
make  the  adjustments  necessary  to 
stay  on  top. 

Three  of  them — Heublein,  Sperry  &. 
Hutchinson  and  Magnavox — no  long- 
er exist  as  independent  companies. 
Heublein  was  bought  by  R.f .  Reynolds 
for  $1.4  billion  in  1982.  The  acquisi- 
tion was  hardly  RJR's  smartest  move, 
in  that  it  contributes  far  less  to  net 
than  RJR's  basic  tobacco  business; 
and  prospects  for  Heublein's  liquor 
business  are  rendered  definitely 
poorer  by  the  continuing  shift  in  pub- 
lic taste  away  from  hard  liquor. 
The  other  two  buyouts  fared  much 


worse.  Sperry  &  Hutchinson,  the 
green-stamp  outfit,  was  sold  in  1981 
to  cash-hungry  Baldwin-United, 
which  coveted  S&H's  trading-stamp 
reserve  funds;  S&H  is  now  part  of  that 
sorry  bankrupt  mess.  Magnavox, 
whose  decline  as  a  TV  profit  wonder 
began  just  after  Forbes  nominated  it 
for  corporate  stardom,  was  bought  at  a 
fire-sale  price  in  1974  by  North  Amer- 
ican Philips.  Even  when  combined 
with  other  once-potent  brands  like 
Philco  and  Sylvania,  it  seems  to  have 
contributed  little  or  nothing  in  recent 
years  to  North  American  Philips' 
earnings. 

Another  of  our  premier  companies, 
Xerox,  survived  and  grew.  But  its 
sharp  drop  in  profitability  put  it  near 
the  bottom  of  its  office  equipment 


group  for  the  latest  12  months,  there- 
by proving  again  that  stunning  suc- 
cess in  one  market  is  no  guarantee  of 
success  outside  it.  Polaroid  managed 
to  maintain  its  market  share  in  in- 
stant photography,  but  at  the  cost  of  a 
return  on  equity  so  low — under  5% — 
that  it  could  have  been  improved  by 
buying  bank  certificates  of  deposit. 
Even  formidable  Eastman  Kodak,  Po- 
laroid's big  competitor  that  once 
dominated  the  industry,  is  not  with- 
out its  problems. 

It  is  hard  to  believe  today  that,  a 
scant  decade  ago,  Avon  Products  was 
one  of  the  shining  glories  of  the  econ- 
omy and  of  the  stock  market.  Its  de- 
cline, which  began  in  the  early  1970s, 
continues.  Avon's  latest  12-month  re- 
turn on  equity  was  a  full  ten  percent- 
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When  a  conveyor  belt  carries  tons  of 
ore,  the  jagged  rock  can  cause  a  little  rip  which  may 
become  a  big  tear.  They  say  you  can't  prevent  that. 
But  Goodyear  said,  "Think  quick,"  and  created  Sensor 
Guard,®  an  electronic  system  that  shuts  down  the  belt 
if  it  starts  to  rip.  So  minor  problems  can't  turn  into 
major  disasters. 


They  say  there's  nothing  better  than 
steel  for  making  airplane  brakes.  But  Goodyear  said, 
"We'll  see  about  that''  and  went  on  to  build  brakes 
made  of  carbon.  They  stop  like  steel,  but  weigh  a  lot 
less  and  last  three  times  as  long.  So  planes  can  save 
money  coming  and  going. 


Fallen  stars 

Back  in   1970  Forbes  called  these 
companies  the  nation's  ten  most  prof- 
itable firms.  But  glory,  unfortunately, 

1969 

sales         profits 

millions 

American  Home  Products 

$1,193.0      $123.3 

Avon  Products 

656.7          84.3 

Coca-Cola 

1,365.4        121.0 

Eastman  Kodak 

2,747.2        401.1 

Heublein 

304.3          16.6 

Magnavox 

539.8          39.1 

Merck 

646.9        100.6 

Polaroid 

455.9         63.1 

Sperry  &  Hutchinson 

362.0          37.7 

Xerox 

1,482.9        161.4  i 

age  points  below  its  five-year  average. 
Avon,  it  would  seem,  is  falling  afoul 
of  the  most  powerful  of  tides,  cultural 
change.  As  the  female  work  force  ex- 
pands, fewer  women  are  home  when 
the  Avon  lady  comes  to  call;  selling  in 
the  workplace  is  a  different  ballgame; 
and,  as  economic  opportunities  open 
elsewhere  to  women,  there  are  fewer 
of  them  willing  to  ring  doorbells  for 
spending  money. 

But  three  of  the  ten  star  companies 
of  1970 — American  Home  Products, 
Merck  and  Coca-Cola — still  warrant 
the  title  today.  American  Home  and 
Merck  both  get  over  three-fourths  of 
profits  from  drugs:  American  Home 
from  an  artful  blend  of  ethical  and 


Clip  and  save 


In  view  of  the  mishaps  that  befell 
so  many  of  1970's  high-profit 
leaders,  it  seems  almost  unfriendly 
to  list  another  group  to  be  subject- 
ed to  hindsight  in  the  year  2000. 
But  here  are  12,  listed  in  alphabeti- 
cal order: 

American  Home  Products 

Dow  Jones  v 

GEICO 

James  River  Corp. 

The  Limited 

Phibro-Salomon 

ServiceMaster 

SmithKline  Beckman 

Subaru  of  America 

Tandy 

Wal-Mart  Stores 

Wang  Laboratories 

While  all  these  firms  are  highly 
profitable  (they  were  taken  from 
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roved     fleeting.     Only     American 
lome  ranks  in  the  top  5%  on  this 
ssue's  profitability  roster. 

1984 
ales              profits 
millions 

%  change 
sales              profits 

019.6           $671.3 

321                   444 

130.3              170.0 

377                   102 

313.2             621.3 

436                  413 

417.1              836.5 

279                   109 

acquired  by  RJ  Reynolds 

acquired  by  North  American  Philips 

453.4             482.3 

434                  379 

281.9              40.7 

181                   -35 

acquired  by  Baldwin-United 

677.1             339.8 

485                   111 

proprietary  products  and  Merck 
through  sheer  research  excellence.  If 
Merck  is  a  bit  lower  on  the  drug  prof- 
itability list  than  it  was  a  decade  and  a 
half  ago,  it  is  because  major  new  ethi- 
cal products  are  hard  to  schedule. 
Coke's  continued  presence  among  the 
leaders  bespeaks,  above  all,  ceaseless 
work  at  maintaining  its  competitive 
position  in  the  industry  and  testing 
the  public  taste,  and  it  has  been  aided 
by  the  large  cultural  trend  away  from 
alcoholic  beverages  and  toward  soft 
drinks. 

Lessons?  Just  this:  In  American 
business,  top  of  the  heap  is  a  danger- 
ous place  to  be.  Everybody  is  shooting 
at  you.  ■ 


the  top  40  companies  on  the  profit- 
ability list  on  p.  254),  other  and 
admittedly  subjective  elements 
went  into  their  choice.  Omitted 
were  companies  like  MCI  and  Ap- 
ple Computer  that  fell  out  of  bed 
in  their  latest  12  months  com- 
pared with  the  last  five  years;  also 
high-leverage  companies  like  Hu- 
mana, erratic  earners  like  Pulte 
Home,  and  small  companies  like 
Price.  How  small?  A  subjective 
decision.  Also  subjective  was  the 
exclusion  of  oil  and  oil  service 
companies  (Schlumberger,  Sohio, 
Texas  Oil  &  Gas)  on  the  theory 
that  their  industry  is  now  in  a 
downtrend  whose  ultimate  out- 
come no  one  can  foresee. 

Still,  here  are  12  front-runners  in 
1985.  For  how  long?— D.A.S. 


They  say  that  companies  like  Goodyear 
are  locked  into  soaring  health  care  costs.  "No  way  out," 
they  say.  But  Goodyear  said,  "Think  positive,"  and 
developed  a  whole  new  approach  to  employee  health 
care.  It  gives  doctors,  hospitals,  and  employees  strong 
incentives  to  control  costs.  So  keeping  people  healthy 
won't  make  our  company  sick. 


Sometimes,  it  just  doesn't  pay  to  listen 
to  what  "they"  say. 

good/year 
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SUN,  OIL  AND  THE  FISHERMAN'S  SON.  People  get  a  lot  of  fish  from  | 
Santa  Barbara  Channel.  And  this  is  where  Sun  Company  gets  a  lot  of  oil -morel 
three  million  barrels  a  year!  Around  here  oil  is  our  business.  But  Sun  people 
Stan  Blossom  can  tell  you  it's  not  our  only  concern. 

"I  work  for  Sun,  but  I  also  fish  in  these  waters.  And  I  want  my  sons  gen 
tion  to  fish  here  too.  That's  why  precautions  like  our  containment  unit  ar 

WHERE  THERE'S  S 


rtant.  In  case  of  a  spill,  it  would  quickly  surround  the  oil  and 
l>  prevent  damage. 

"This  is  just  one  of  the  ways  we're  helping  to  make  sure  there'll 
nany  more  years  of  fishing  around  here." 
i  At  Sun,  we  think  putting  energy  back  into  the  environment  is 
inportant  as  getting  it  out. 

HERE'S  ENERGY 


Stan  Blossom, 
Sun  Company 
district  engineer, 
with  his  son,  Tony, 
fishing  near 
Hillhouse  oil  rig 
in  the  Santa 
Barbara  Channel. 


THE 

FORBES 

YARDSTICKS 

1984 


The  37th  Forbes  Annual  Report  on  American  Industry 
evaluates  management  performance  at  1,000  of  the  na- 
tion's largest  public  companies.  The  familiar  Yardsticks 
still  rank  these  firms  according  to  long-term  profitability 
and  measure  their  growth  in  sales  and  earnings.  But  there 
are  some  big  changes  this  year:  A  new  column  in  the  tables 
indicates  the  percentage  of  corporate  sales  and  profits  that 
comes  from  each  industry  group,  and  two  others  compare 
latest  12-month  sales  and  earnings  performance  against 
longer-term  Yardstick  results. 

Last  year  was  a  time  of  remarkable  change  in  the  corpo- 
rate world,  and  the  composition  of  the  Annual  Report 
differs  accordingly.  Because  of  mergers,  leveraged  buyouts 
or  shrinking  sales,  53  of  the  firms  in  last  year's  issue  are 
gone,  including  such  familiar  names  as  Esmark,  Gulf  and 
Royal  Crown.  Some  of  the  replacements  are  new  business- 
es spawned  by  spinoffs  and  divestiture,  such  as  the  seven 
telephone  operating  companies  that  were  formerly  part 
of  AT&T. 

Further  additions  include  companies  that  recently 
reached  the  revenues  threshold,  currently  about  $450  mil- 
lion. The  smallest  newcomer  this  year  is  Cooper  Tire  &. 
Rubber,  which  had  sales  of  $458  million  in  1983.  Note  also 
that  a  company  remains  in  the  Annual  Report  if  its  stock 
was  publicly  traded  as  of  Nov.  15,  1984.  That's  why  firms 
such  as  Pay  'n  Save  and  Rolm  are  part  of  the  rankings,  even 
though  they  have  subsequently  been  acquired. 

Company  classifications  also  have  been  revised  this 
year.  The  Annual  Report  now  includes  42  basic  industry 
groups  and  82  subgroups.  One  of  the  major  changes  in- 
volves the  creation  of  a  services  group,  which  brings  to- 
gether companies  that  were  formerly  ranked  elsewhere. 
Many  new  subgroups,  such  as  hospital  management  and 
semiconductors,  also  reflect  growing  sectors  of  the  econo- 
my. To  reflect  other  kinds  of  change,  some  groups  have 
been  consolidated:  Surface  transportation,  for  example, 
now  includes  railroads  and  trucking  companies. 

As  always,  however,  diversified  companies  are  ranked 
according  to  their  performance  in  as  many  as  three  indus- 
tries. Thus  IC  Industries  shows  up  in  diversified  compa- 
nies, food  processors  and  surface  transportation.  And  ITT 
not  only  has  a  spot  in  diversified  companies  but  also  in 


telecommunications  and  insurance. 

The  industry  groups  appear  alphabetically,  following 
this  introduction.  The  index  that  begins  on  page  263  is  also 
helpful  in  cross-referencing  specific  companies.  Notes  that 
follow  describe  in  detail  how  each  of  the  Yardstick  statis- 
tics is  calculated. 


SEGMENT  SALES  AND  PROFIT 


The  numbers  in  this  column  indicate  the  percentage  of  a 
company's  sales  and  profits  that  come  from  a  particular 
industry  segment.  The  column  is  blank  whenever  90%  or 
more  of  sales  are  within  the  segment. 

Forbes'  segment  allocations  are  based  on  operating  prof- 
it, before  interest  and  other  corporate  expenses.  This  is  the 
way  most  companies  provide  segment  data.  As  a  result, 
however,  numbers  in  these  columns  may  not  add  up  to 
100% .  Also,  these  columns  are  not  comparable  with  other 
columns  in  the  Yardsticks,  where  calculations  are  based 
on  net  profit  figures. 

Use  these  numbers  with  caution.  Line-of-business 
breakdowns  at  different  companies  may  not  be  directly 
comparable.  Forbes'  segment  definitions  may  also  differ 
from  company  designations.  Percentages  are  derived  from 
a  company's  most  recent  annual  report  unless  otherwise 
indicated. 


PROFITABILITY 


Return  on  equity  is  defined  as  net  income  divided  b> 
common  shareholders'  equity.  For  the  purposes  of  these 
calculations,  common  shareholders'  equity  is  defined  as 
total  shareholders'  equity,  including  the  stated  value  of  al 
preferred  stock  at  the  beginning  of  each  year.  This  figure 
however,  is  adjusted  by  subtracting  the  involuntary  liqui 
dating  value  of  preferred  shares. 

The  effect  of  this  adjustment  is  to  reduce  the  equit; 
base  and  to  increase  the  reported  return  of  firms — compa 
nies  such  as  Allied  Corp.,  General  Cinema  and  MCI — tha 
have  considerable  shares  of  preferred  stock  outstanding 
In  a  few  cases,  the  liquidation  adjustment  leaves  a  com 
pany  with  negative  equity.  That  happened  last  year,  fc 


46 


FORBES,  JANUARY  14,  198f 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

Company 

%in 
— segment — 
sales/profits 

rank 

5-year 
average 

latest 

12 

months 

debt/ 

equity 

ratio 

net 

profit 

margin 

rank 

5-year 
average 

latest 

12 

months 

rank 

5-year 
average 

latest 

12 

months 

predictability 

Where  to  find  the  Yardsticks 

Growth  rankings,  p.  216 

Stock  market  rankings,  p.  232 

Profitability  rankings,  p.  254 

Industry  median  rankings,  p.  260 

Company  index,  p.  263 


example,  at  MGM  Grand  Hotels. 

In  making  return-on-equity  calculations,  Forbes  defines 
income  as  net  income  after  taxes,  less  dividend  require- 
ments for  preferred  stock,  before  extraordinary  items.  In 
the  case  of  insurance  companies,  Forbes  excludes  realized 
capital  gains.  Unlike  most  financial  reporting  services, 
Forbes  includes  discontinued  operations.  This  often 
serves  to  distort  reported  income  and  profitability — as  was 
the  case  last  year  with  Control  Data.  The  company  took  a 
large  writeoff  when  it  stopped  selling  IBM-compatible  disk 
drives. 


TIME  PERIODS 


Computing  an  average  of  five  annual  time  periods  requires 
six  fiscal  years  of  data.  For  companies  with  fiscal  years 
ending  in  April  through  December,  five-year  averages  are 
based  on  the  fiscal  years  through  1983.  For  companies  with 
fiscal  years  ending  in  January  through  March,  five-year 
averages  include  the  fiscal  years  through  1984.  When 
historical  data  are  not  comparable  or  are  unavailable, 
fewer  than  five  years  are  used  for  long-term  averages;  this 
is  indicated  by  a  footnote  in  the  industry  Yardstick. 

Latest  12  months'  comparisons  relate  the  four  quarters 
through  September  1984 — when  available — with  the  same 
four  quarters  of  the  previous  year.  In  the  case  of  return  on 
equity,  income  is  divided  by  the  prior  year's  equity  figure. 
For  companies  with  fiscal  years  not  ending  in  December, 
time  periods  vary  slightly. 


GROWTH  RATES 


There  are  a  variety  of  ways  to  calculate  sales  and  earnings 
growth,  and  the  method  used  in  this  issue  is  new  this  year. 
Statisticians  call  it  the  least-squares  technique.  Calcula- 
tions are  complex,  but  the  number  that  results  is  an 
unusually  accurate  compound  annual  rate  of  growth  for 
the  five-year  base  period. 

Note,  however,  that  many  of  the  Annual  Report  compa- 
nies— especially  those  in  cyclical  groups  like  airlines  and 
thrift  institutions — have  earnings  growth  rates  that  are 
reported  as  Not  Meaningful.  It  is  mathematically  impossi- 


ble to  calculate  a  least-squares  growth  rate  using  negative 
numbers,  so  this  happens  whenever  a  company  lost  money 
in  one  of  its  most  recent  five  fiscal  years. 


EARNINGS  PREDICTABILITY 


An  example  explains  this  best.  Consider  two  companies, 
both  of  which  earned  $1  in  1978.  Suppose  the  first  posted 
steady  annual  gains  of  12%  or  so  and  wound  up  earning  $2 
in  1983.  At  the  second  firm,  however,  earnings  first 
dropped  to  50  cents,  then  rose  to  $3,  bobbed  a  bit  in 
between,  then  settled  at  $2  in  1983. 

It  is  possible  for  both  companies  to  have  the  same  five- 
year  earnings  growth  rate.  But  anyone  who  studies  their 
performance  will  surely  feel  more  confident  that  the  first 
can  hold  its  gains  better.  Forbes  calls  this  confidence 
factor  "earnings  predictability,"  and  derives  it  statistically 
from  the  per-share  results  for  the  six  most  recent  fiscal 
years.  These  calculations  involve  a  statistical  technique 
called  coefficient  of  determination,  which  measures  how 
much  earnings  fluctuate  from  the  five-year  growth  rate. 
Companies  with  predictability  ratings  in  the  top  20%  are 
designated  Very  High,  those  in  the  next  20%,  High,  and  so 
on  down  the  line. 


DEFINITIONS 


For  the  purposes  of  this  issue,  Forbes  defines  sales  as  net 
sales  plus  other  operating  revenue.  In  the  case  of  banks, 
sales  is  defined  as  total  interest  income  plus  other  in- 
come. Net  profit  margin  is  calculated  for  the  latest  fiscal 
year.  It  is  defined  as  net  income  divided  by  net  sales, 
including  other  operating  income.  Debt/equity  ratio  is  also 
calculated  for  the  latest  fiscal  year.  It  is  defined  as  long- 
term  debt,  including  capitalized  leases,  divided  by  total 
equity,  including  preferred  equity.  Earnings  per  share  is 
calculated  on  a  primary  basis. 

Industry  medians  for  all  Yardstick  components  are  calcu- 
lated by  listing  companies  in  rank  order  and  selecting  the 
midpoint.  Where  there  is  an  even  number  of  companies, 
and  thus  no  midpoint,  an  arithmetic  average  of  the  two 
middle  companies  is  substituted. 
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Who 

Did 

What? 

(7)  GTE  (2)  GRUMMAN  (3)  RCA   (4)GE 
(5)  ITT  (6)  HUGHES  (7)  TRW  (8)  WESTINGHOUSE 

Test  your  corporate  l.Q.  Look  over  the  eight 
achievements  pictured  here  and  match  each 
to  the  corporation  responsible  for  it.  Jake  your 
time;  we'll  wait. 

Finished?  O.K.,  let's  review  your  answers. 
Who  is  building  the  first  high-powered  Direct 
Broadcast  Satellite?  Hughes?  No,  RCA. 

Who  supplied  the  video  cameras,  video 
equipment,  and  transmission  services  that  sent 
back  the  stunning,  live  pictures  from  the  Space 
Shuttle?  Westinghouse?  No,  RCA. 

Who  developed  and  built  AEGIS,  the  Navy's 
new  seaborne  electronic  defense  system? Again, 
the  answer,  RCA.  In  fact,  the  correct  answer  to  each 
of  the  questions  is  the  same.  RCA. 

Surprised?  If  you're  like  most  people, 
you  aren't  aware  of  what  a  major  force 
RCA  has  become  in  many  high-fech  industries. 
Or  that  we  invested  over  $200  million  of  our  own 
money  in  R&D  last  year.  A 
figure  that  compares  with 
what  many  purely  high  ~  tech 
companies  spend. 

If  you'd  like  to  learn 
more  about  RCA  as  a  corporation,  an  invest- 
ment or  as  a  place  to  work,  write  to:  This  Is  RCA, 
P.O.  Box  91404,  Indianapolis,  Ind.  46291  We'll 
send  you  a  few  more  surprises. 

In  electronics,  communications  and  enter- 
tainment, RCA  is  one  of  a  kind. 


One 
Of  A  Kind 


Who  supplied  me 
cfeo  cameras  ond 
ieo  equipment  for 
e  Space  Shuttle? 


■  Who  manufactured  NASA's 

first  communications  satellite 

and  now  provides  most  of  the 

satellite  service  for  the  Cable 

TV  industry? 

'€? 

\ 

Who  developed  (he  fat  tube/ess, 
oil  so/id  state 
broadcast 
camera? 


H  Who  deve/oped  and 
built  AEGIS,  the  world's 
most  sophisticated 
defense  system,  for  the 
U.S.  Navy? 

m 

— 

Who  conceived,  developed 
and  built  all  the  operational 
polar-orbiting     • 
weather  satellites\  \ 

in  the  free  world?     \ 


AEROSPACE  AND 
DEFENSE 


With  all  the  fretting  over  the  budget  deficit,  a  few  curbs 

might  be  put  on  military  spending.  But  even  if 

that  happens,  these  companies  are  still  likely  to  do  well. 


These  companies  aren't  growing  quite  as  fast  as  they 
have  in  recent  years.  Of  the  44  firms  surveyed  by 
Forbes,  28  show  a  lower  return  on  equity  for  the  most 
recent  12  months  than  their  five-year  average.  Note,  too, 
that  this  performance  comes  during  an  economic  recovery 
and  an  increase  in  military  spending.  But  everything  is 
relative.  Aerospace  and  defense  ranks  sixteenth  among  all 
industries  in  terms  of  long-term  profitability.  Last  year  it 
placed  eighth.  The  sun  isn't  setting  here. 

Major  defense  contractors  such  as  General  Dynamic's, 
Rockwell,  Northrop  and  Grumman  have  little  to  complain 
about.  Their  latest  12-month  return-on-equity  figures  are 
all  in  excess  of  20%,  as  well  as  several  percentage  points 
above  their  five-year  averages. 

Lockheed  leads  the  list  with  long-term  profitability  of 


87.1%.  Todd  Shipyards,  battling  a  decline  in  both  earnings 
and  shipbuilding,  slipped  to  second  place.  Lockheed,  how- 
ever, is  an  unusual  case.  It  is  tops  in  five-year  return  on 
equity  but  shows  a  "not  meaningful"  five-year  earnings 
growth  rate — largely  because  of  losses  of  over  $1  billion  on 
the  L- 1 0 1 1 .  Large  writeoffs  in  1 98 1  reduced  equity  by  more 
than  $200  million.  With  a  smaller  equity  base  and  earnings 
no  longer  paralyzed  by  the  L-1011,  Lockheed,  for  the 
moment  at  least,  looks  highly  profitable. 

Roughly  three-quarters  of  these  companies  show  more 
than  double-digit  increases  in  their  most  recent  12-month 
earnings.  Figures  are  lower  for  only  three  firms:  Raytheon, 
Martin  Marietta  and  Penn  Central.  Writeoffs  are  largely  to 
blame  at  all  three. 

Commercial  aircraft  deliveries  declined  for  the  third 


Aerospace  and  defense 
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Lockheed 

Todd  Shipyards 

EG&G                             57/  39 

Litton  Industries            52/  56 

Fairchild  Industries       72/  67 
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year  in  a  row  in  1984,  but  the  two  remaining  U.S.  manu- 
facturers— Boeing  and  McDonnell  Douglas — show  current 
profitability  gains  in  excess  of  their  long-term  averages. 
Neither  firm  is  currently  spending  billions  for  all-new 
aircraft  development — hence  last  year's  higher  earnings  on 
lower  sales. 

Manufacturers  of  general  aviation  equipment  have  not 
been  so  fortunate.  Gates  Learjet  and  Cessna  Aircraft  show 
sharply  lower  profitability  performance  over  the  last  12 
months.  Poor  sales  at  Beech  Aircraft  are  pulling  down 
earnings  at  Raytheon.  And  Lear  Siegler  is  scaling  back 
Piper  Aircraft,  which  it  acquired  in  the  process  of  taking 
over  Bangor  Punta  early  last  year. 

In  contrast,  Gulfstream  Aerospace,  which  makes  big- 
ticket  corporate  jets,  so  far  has  been  more  resilient  in  the 
general  aviation  turndown.  Gulfstream  recorded  a  slight 
improvement  in  its  latest  12-month  earnings.  Barring  a 
major  economic  setback  or  rise  in  fuel  prices,  the  entire 


industry  should  pick  up  as  more  businesses  and  individ- 
uals turn  to  private  aircraft  to  reach  airports  no  longer 
serviced  by  scheduled  carriers. 

In  1975  the  average  debt-to-equity  ratio  of  aerospace  and 
defense  firms  was  0.4.  But  since  1980  it  has  hovered 
around  0.2.  E-Systems,  General  Dynamics  and  Northrop 
all  carry  little  or  no  debt.  But  even  some  of  the  big  numbers 
are  deceptive.  Steel  and  financial  services  subsidiaries,  for 
example,  boost  leverage  at  LTV  and  Avco. 

Cash  is  also  plentiful  in  this  industry.  Litton,  for  exam- 
ple, has  over  $1.3  billion  in  its  till.  Like  the  rest  of  the 
industry,  it  is  well  positioned  to  spend  for  R&JD  needed  to 
stay  competitive,  invest  in  equity  or  fixed  income  instru- 
ments or  make  acquisitions.  Some  firms — such  as  Gould, 
FMC,  EG&G  and  Penn  Central — have  been  using  their 
excess  funds  to  buy  back  shares.  Another  possibility:  Too 
much  cash  could  make  some  of  these  firms  acquisition 
targets.  ■ 
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How  the 

Mercedes-Benz  380SE 

is  accelerating  the 

demise  of  the 

traditional  luxury 

sedan. 


AN  AUTOMOBILE  need  not 
concede  stirring  over-the-road 
performance  in  order  to  provide 
civilized  levels  of  comfort. 

Given  enlightened  technol- 
ogy and  skillful  engineering, 
it  can  provide  both. 

That  is  a  lesson  being  reluc- 
tantly learned  by  the  builders 
of  some  conventional  luxury 
sedans  in  this  changing  auto- 
motive world. 

It  is  a  lesson  tirelessly 
taught  by  the  engineers  of 
Mercedes-Benz  almost  since  the 
dawn  of  the  automobile.  And 
epitomized  today  by  the  burly 
yet  butter-smooth  sedan  seen 
charging  the  camera  above:  the 
Mercedes-Benz  380  SE. 

"QUIETLY,  LIKE  A  TURBINE" 

The  380  SE  is  a  performance 
machine-as  only  a  38-liter 


Mercedes-Benz  V-8  can  be  a  per- 
formance machine.  Its  test  track 
maximum  nudges  two  miles  per 
minute.  Its  highway  passing 
thrust  is  thrilling.  Yet  that  C.I.S. 
fuel-injected  aluminum  alloy 
V-8  engine ". .  .hums  quietly,  like 
a  turbine"  reports  the  German 
journal,  Auto,  Motor  und 
Sport. 

Driving  controls  are  too 
precise  and  perhaps  simply 
too  pleasurable  to  be  emu- 
lated by  a  conventional  luxury 
sedan.  Example:  power  steer- 
ing crisp  and  accurate  enough 
to  make  a  power  steering  en- 
thusiast of  a  sports  car  purist. 
Example:  the  four-speed  auto- 
matic gearbox,  its  tunnel- 
mounted  lever  and  shift  gate 
so  ingeniously  well  designed 
that  you  may  be  unable  to  resist 
shifting  manually. 


The  380  SE  rests  on  a  sue 
pension  system  whose  high 
sophistication  few  luxury  se- 
dans even  attempt  to  match.  : 

The  ultimate  object  of  th 
fully  independent  system,  w 
diagonal-pivot  rear  axle,  is 
more  than  high-speed  han- 
dling heroics.  It  is  to  help  th> 
380  SE  convey  its  driver  and  I 
passengers  without  drama  b 
tween  Point  A  and  Point  B- 
whatever  may  lie  between. 

This  is  one  substantial  f  | 
passenger  sedan  that  doesni 
flinch  but  seems  to  flourish) 
when  the  going  gets  rough 
underfoot. 

The  absence  of  pitchind 
and  rolling  in  this  solid  3,74] 
lb.  machine  marks  another 
sharp  contrast  with  soft-spnj 
luxury  sedans.  (Note  that 
sturdy  anti-sway  bars  are  fittl 
fore  and  aft.)  Yet  the  ride  is  J 
never  harsh.  "The  contours] 
the  road's  surface  simply  be<| 
come  a  secondary  matter" 
comments  one  automotive  i 
journalist. 

In  brief,  the  380 SE  real 
ciles  high  standards  of  peri  | 
mance  and  high  standards 
riding  comfort  in  the  same| 
chassis  design.  One  result 
sense  of  motoring  security  I 
the  word  "comfort"  can  ba  | 
begin  to  describe. 

The  380  SE  yields  notr  I 


'Approximate  suggested  advertised  retail  price  ©  1984  Mercedes  Benz  of  NA.,  Inc.  Montvale,  N.J. 
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'assurance  of  the  computer-regulated  Mercedes-Benz  Anti-lock  Braking  System  (ABS)  as  standard  equipment. 


luxury  sedans  in  its  provi- 
>n  for  creature  comfort  in 
msit.  You  will  find  a  full  com- 
sment  of  electronic,  electric 
id  other  power-assisted 
lenities. 

You  will  also  find  ample 
ace  for  five-93.6  cubic  feet  of 
ftce.  The  oversized  automo- 
e  may  be  gone;  the  roomy 
itomobile  lives. 


You  will  not  find  gadgetry 
or  razzle-dazzle  decor.  Instead, 
fine  velour  carpeting  and  hand- 
finished  wood  veneer  trim  and 
tasteful  understatement  in  the 
classic  Mercedes-Benz  manner. 

BRAKES  THAT  THINK 

A  380  SE  technological  bonus 
for  1985  is  inclusion  of  the 
Mercedes-Benz  Anti-lock  Brak- 


ing System  (ABS)  as  standard 
equipment. 

Incredibly,  with  ABS,  the 
car's  four-wheel  disc  braking 
system  can  "think'-utilizing 
computer-regulated  tech- 
nology to  sense  and  then  pre- 
vent wheel  lockup  in  hard 
braking  on  uncertain  surfaces. 
Helping  the  car  decelerate 
normally.  Helping  the  driver 
retain  precise  steering  control. 

THE  BOTTOM  LINE 

The  380  SE  Sedan  is  priced  at 
$42,730*  Perspective  may  be 
added  by  noting  that  year  after 
year  after  year,  not  certain  iso- 
lated models  but  Mercedes- 
Benz  automobiles  as  a  line 
have  been  shown  to  retain  a 
higher  percentage  of  their 
original  retail  value  than  any 
luxury  car  sold  in  America. 
Its  robust  performance 
makes  the  380  SE  exciting.  Its 
deep  comfort  makes  it  livable. 
But  its  rare  ability  to  combine 
these  often  opposite  traits  is 
what  makes  the  380  SE  an  auto- 
mobile apart. 


Engineered  like  no  other 
car  in  the  world 

SEE  YOUR  AUTHORIZED 
MERCEDES-BENZ  DEALER 


AIR  TRANSPORT 


The  healthiest  airlines 
gained  altitude  during 
the  economic  recovery. 
And  some  carriers  with 
less  than  perfect 
balance  sheets  managed 
to  fly  smoothly.  But 
a  few  troubled 
companies  crashed. 


It  was  another  year  of  spectacular  flip-flops  in  the 
skies.  Boosted  by  a  strong  economy,  the  air  transport 
industry  racked  up  near-record  earnings.  But  several  carri- 
ers were  not  so  fortunate.  As  a  group,  seven  troubled 
companies  in  our  roster  collectively  lost  about  $250  mil- 
lion in  the  first  nine  months  of  1984. 

There  were  also  major  changes  during  the  period.  Trans 
World  Airlines  was  spun  off  from  its  prosperous  parent, 
Trans  World  Corp.  Continental  Airlines,  84% -owned  by 
Texas  Air,  filed  for  Chapter  11  reorganization,  though  it 
continued  flying  after  cutting  employee  salaries  in  half.  As 
a  restructured  low-cost  carrier,  Continental  has  generated 
surprisingly  strong  profits.  Now  it  is  emerging  as  a  viable 
competitor. 

Braniff  International,  once  an  industry  leader,  emerged 
from  two  years  of  bankruptcy  greatly  slimmed  down. 
Unfortunately,  it  has  been  continuing  to  shrink  ever  since. 
Aggressive  discounting  by  AMR's  American  Airlines,  for 
one,  has  thwarted  Braniff's  attempted  comeback.  On  an- 
other battlefront,  selective  fare  wars  by  established  carri- 
ers also  contributed  to  the  failure  of  Air  One  and  Air 
Florida. 

Despite  significantly  improved  earnings  at  UAL,  Delta, 
Piedmont  and  USAir,  the  passenger  group  has  a  paltry 
1.6%  average  five-year  return  on  equity.  Six  of  these  14 
airlines  have  negative  five-year  returns.  Add  in  the  5 


Air  transport 
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freight  forwarders,  and  the  overall  results  are  only  slightly 
higher:  Five-year  average  ROE  is  2.9%.  Once  more,  air- 
lines rank  close  to  last  among  the  42  industry  groups  in 
this  survey. 

But  there  is  a  bright  spot  in  this  Forbes  Yardstick.  Last 
year's  results  are  far  better  than  the  negative  five-year 
return  the  industry  posted  in  1983.  As  recently  as  1980 
these  companies  had  a  five-year  return  of  11.3%.  Ah,  for 
those  fat  years  before  deregulation. 

The  four  top  carriers  in  terms  of  five-year  return  are 
Piedmont,  USAir,  Frontier  Holdings  and  PSA.  Piedmont 
and  USAir  are  now  major  airlines.  They  reached  this  status 
by  catering  to  cities  abandoned  by  the  older  majors.  But 
none  of  these  four  managed  to  match  its  five-year  profit- 
ability during  the  most  recent  12  months.  In  fact,  Frontier 
and  PSA  even  ran  at  a  loss  during  that  time.  This  goes  to 
show  that  outperforming  the  industry  without  attracting 
competition  gets  harder  all  the  time. 

Next  in  terms  of  overall  profitability  come  the  older 
major  carriers — Delta,  Northwest,  AMR  and  UAL.  Unlike 
their  regional  counterparts,  these  companies  all  managed 
significant  improvement  during  the  latest  12  months.  But 
even  these  gains  may  not  be  permanent:  Delta,  which  is 
rebounding  from  its  first  negative  fiscal  year  in  more  than 
three  decades,  is  boosting  profits  with  aircraft  sales.  And 
AMR  will  soon  offer  service  to  new  foreign  destinations, 
which  will  raise  its  operating  costs. 

Eight  of  the  airlines  have  shown  double-digit  increases 
in  sales  over  the  latest  12  months.  That's  important  be- 
cause there  is  a  lot  of  operating  leverage  in  this  industry. 
Even  a  slight  improvement  in  load  factors  can  boost  earn- 
ings sharply. 

In  today's  environment,  cost-cutting  is  a  more  common 
route  to  higher  earnings.  In  1984  Eastern  Air  Lines  negoti- 
ated a  pact  with  its  employees,  giving  them  25%  of  the 
company's  stock  in  exchange  for  $370  million  in  reduced 
labor  charges.  Other  carriers,  including  Western,  Pied- 
mont and  Republic,  also  gained  important  concessions 
from  their  employees. 

Thanks  to  cheaper  fuel,  airlines  still  flying  older  jets  are 


penalized  less.  That's  why  struggling  carriers  such  as  Re- 
public have  slowed  the  pace  of  replacing  their  fleets.  But 
others — such  as  Pan  Am,  which  worked  out  an  attractive 
leasing  arrangement  with  Airbus  Industrie — are  taking 
advantage  of  a  soft  market  to  modernize. 

Long  term,  however,  carrying  freight  seems  to  be  a  much 
better  business  than  carrying  people.  Note  that  the  5 
companies  in  this  subgroup  outshine  the  14  airlines  dra- 
matically in  long-term  profitability.  They  fare  better  in 
almost  every  other  category,  too.  What's  more,  the  firms 
that  haul  packages  instead  of  passengers  required  signif- 
icantly less  borrowed  money.  Their  median  debt/equity 
ratio  is  a  mere  0.6,  less  than  half  that  of  the  airlines. 

The  freight  forwarders  also  are  benefiting  from  the  re- 
covery— even  though  their  median  revenue  growth  is  no 
better  than  that  of  the  airlines.  In  profitability,  however, 
Emery  posted  a  26.2%  current  return  that  almost  matches 
its  five-year  average.  But  compare  that  with  Federal  Ex- 
press, which  fell  far  short  of  its  impressive  37.7%  average. 
Part  of  the  problem:  Federal  is  pouring  money  into  its 
ZapMail  document  transmission  service.  Meanwhile,  Ti- 
ger International  is  narrowing  its  losses. 

For  the  moment,  analysts  expect  that  industry  leaders 
such  as  Delta,  American  and  UAL  will  post  slight  earnings 
gains  in  1985.  At  the  same  time,  the  analysts  see  a  future 
that  is  less  bleak  than  the  past  has  been  for  struggling 
carriers  such  as  Pan  Am,  Eastern  and  Western.  But  all  this 
assumes  that  the  economy  will  continue  to  expand  gradu- 
ally. If  that  doesn't  happen,  hold  on  to  your  seats.  As  the 
low  earnings-stability  ratings  indicate,  this  industry  is 
unusually  volatile. 

Pay  attention  also  to  the  Not  Meaningful  designations 
in  this  Yardstick.  These  crop  up  in  the  column  that  ranks 
earnings-per-share  growth,  and  only  6  of  the  19  firms  in 
the  Yardstick  carry  a  figure  for  five-year  growth.  This  is 
because  of  the  industry's  sorry  record  of  losses.  For  Forbes 
to  compute  long-term  earnings  growth,  a  company  must 
have  steady  profits  on  an  annual  basis  between  1979  and 
1983.  Among  the  carriers,  only  Piedmont,  USAir  and 
Northwest  pass  that  test.  ■ 
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Compared  with  some  financing  document 


-"■ "-■'■ '"■  '■" 


...ours  is  only  a  little  boring. 

An  IBM  Credit  Corporation  master  agreement  is  a  mere  four  pages  long. 

What's  missing? 

Mostly  the  same  thing  that's  missing  from  our  whole  financing  process: 
unnecessary  work. 

To  begin  with,  you  don't  need  to  deal  with  a  lot  of  people  to  get  the  IBM 
computer  you  want. 

The  same  IBM  marketing  representative  you  see  for  your  IBM  equipment 
can  arrange  financing  for  it,  too. 

But  don't  think  that  less  work  means  less  flexibility.  You  can  choose  the 
financing  that's  best  for  your  company  from  our  wide  range  of  lease  or 
installment  purchase  options. 

You  don't  have  to  give  up  low  rates  either.  We're  competitive. 

We've  even  made  sure  financing  that  starts  simple,  stays  simple.  A 
supplement  to  your  original  contract  is  all  it  takes  to  add  or  upgrade  equipment. 

If  a  financing  process  that's  less  of  a  process  interests  you,  call  your 
IBM  marketing  representative  and  ask  about  the  IBM  Credit  Corporation. 
Or  call  1 800  IBM-2468  Ext.  7,  code  AL. 

See  how  simple  financing  can  be. 


Credit  Corporation 


APPAREL 


Clothing  manufacturers  dropped  a  few 
stitches  in  1984.  Only  60%  of  the  companies  in  this 
group  beat  their  five-year  profitability  records. 
And  unfortunately,  the  year  ended  a  lot  less 
stylishly  than  it  began. 


Apparel  makers  began  1984  decked  out  with  dou- 
ble-digit gains  in  sales.  But  they  ended  the  year 
looking  considerably  rumpled.  Holiday  retail  sales  were 
lower  than  expected,  and,  unfortunately,  many  stores  had 
stockpiled  fat  inventories. 

Still,  the  12-month  figures  in  this  Yardstick  reflect  more 
good  news  than  bad.  That's  because  the  downturn  was 
deepest  in  the  fourth  quarter  of  1984,  a  period  the  tables  do 
not  cover.  In  longer-term  profitability,  the  industry  ranks 
20th  among  42  industries  in  the  Forbes  Yardsticks  in  five- 
year  median  profitability.  Quite  an  improvement  from 
1979,  when  this  industry  was  close  to  the  bottom. 

The  big  jeansmakers  continued  to  fade.  The  only  two 
companies  among  the   14  in  the  clothing  subgroup  to 


report  sales  declines  in  the  past  12  months  were  dungaree 
producers  Levi  Strauss  and  Blue  Bell.  Levi  had  a  particular- 
ly bad  year,  with  earnings  per  share  off  by  over  50%  for  the 
12-month  period. 

V.F.  Corp.,  which  makes  the  Lee  brand,  was  an  excep- 
tion. It  has  aggressively  introduced  new  products  over  the 
years,  from  "dress-up"  jeans  to  fashionable  sleepwear  for 
women.  Not  coincidentally,  V.F.  has  margins  that  are 
nearly  triple  the  industry  median,  and  it  posted  a  return  on 
equity  of  30.9%  for  the  past  12  months.  There  is  also  little 
debt  on  its  balance  sheet. 

What's  hurting  the  jeansmakers  is  contributing  to  gains 
by  other  manufacturers.  Take  Hartmarx,  the  men's  cloth- 
ing maker  that  changed  its  name  from  Hart  Schaffner  & 
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Marx  in  April.  It  posted  its  seventh  consecutive  record 
year  of  earnings  and  revenues  in  1984.  Why?  The  custom- 
ers who  fueled  the  jeans  boom  in  the  Sixties  and  Seventies 
have  grown  up,  and  they  are  wearing  more  costly,  quality 
brand-name  clothing — just  what  Hartmarx  makes. 

The  number  of  professional  men  between  35  and  54, 
prime  prospects  for  buying  suits,  will  increase  by  28%  this 
decade.  The  same  age  group  grew  by  only  4%  in  the  1970s. 
"The  demographics  that  favored  Levi  then  are  in  our  favor 
in  the  1980s,"  says  Richard  Hamilton,  chief  executive  of 
Hartmarx.  "These  people  have  more  money  to  spend,  and 
it's  coming  out  of  Levi's  hide  and  into  ours." 

Another  beneficiary:  Liz  Claiborne,  a  company  that 
doesn't  make  our  list  because  its  estimated  $360  million 
sales  last  year  fall  below  our  threshold  of  $450  million  in 
annual  revenues.  But  Claiborne  is  the  stellar  performer  in 
the  apparel  industry  today.  It  dresses  working  women  who 
have  shed  their  jeans  for  moderately  priced  designer  cloth- 
ing to  wear  at  the  office.  With  no  debt,  its  average  return 
on  equity  over  five  years  is  more  than  two  times  that  of  our 
profit  leader,  V.F.  Corp.  A  major  reason  for  Claiborne's 
success  is  that  80%  of  its  merchandise  is  imported  from 
abroad,  where  it  can  be  made  more  cheaply. 

There  was  also  considerable  consolidation  in  the  indus- 


try last  year.  Blue  Bell  and  Puritan  Fashions  were  taken 
private  through  leveraged  buyouts.  Phillips- Van  Heusen  is 
studying  the  possibility  of  a  similar  move.  Jonathan  Logan 
disappears  from  this  year's  table  because  it  was  acquired 
by  United  Merchants  &.  Manufacturers,  a  textile  manufac- 
turer. Interco  bought  Abe  Schrader  Corp.,  a  ladies'  apparel 
maker.  And  Warnaco  picked  up  Olga  Co.  to  add  to  its  own 
line  of  women's  intimate  apparel. 

Most  of  these  transactions  were  prompted  by  the  fact 
that  many  apparel  stocks  underperformed  the  stock  mar- 
ket averages  during  the  past  year,  selling  at  or  near  book 
value.  But  some  of  these  firms  have  hidden  and  understat- 
ed assets,  such  as  real  estate  or  popular  brand  names,  that 
don't  show  up  on  the  books.  Sharp  investors  and  a  com- 
pany's own  executives  can  see  behind  the  numbers  and 
often  act  accordingly. 

With  stock  prices  still  down,  more  consolidation  is 
likely.  The  fact  that  the  industry  probably  won't  see  a 
quick  recovery  in  1985  might  even  spur  such  moves.  "We 
are  going  through  a  very  painful  inventory  correction,  and 
that  is  clobbering  apparel  sales  and  earnings  for  most  of 
these  companies,"  says  fay  Meltzer,  a  Goldman,  Sachs 
analyst.  "The  first  six  months  of  1985  will  be  pretty  tough. 
I  don't  see  anything  spectacular  for  the  new  year."  ■ 
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Wasn't  it  you  who  sai< 

big  to  give  my  growing  bus 

WeU,  listen  to  this  Christina 


...  I  was  about  to  leave 
the  office  when  my 
secretary  buzzed  me. 
"Excuse  me  Mr.  Strop,  it's 
Mr.  Jordan  on  line  two. 

Carl  Jordan  is  the 
attorney  for  a  group  of 
venture  capitalists  I 
was  working  with. 
Somehow  I  knew 
I  shouldn't 


the  blinking  button. 

"Merry  Christmas 
Carl,  and  to  what  do  I 
owe  the  honor?" 

Carl's  voice  was 
filled  with 


concern.  "John,  I'm 
afraid  something's  come 
up.  We  have  to  ask  you 
to  deliver  your  busi- 
ness plan  on  the 
twenty-sixth." 
Now  I  only 
had  a  day 
and  a  half! 
instead 
of  twr 
week;, 


«*■" 


I  told  him  it 

would  be  no  problem  and) 

thanked  him  for  getting 

to  me  right  away.  I  imme 

diately  called  Will  Wrigl 

at  Arthur  Young. 


Lrthur  ¥>ung  would  be  too 
ess  personal  attention? 
Dry... 


I  couldn't  reach  him 
ut  his  secretary  said 
he'd  get  to  him.  All  I 
Duld  think  was,  it's 
hristmas  Eve,  what  if 
e's  not  available.  I  was 
>oking  for  a  panic  button. 
Just  then  the  phone  lit 
p.  It  was  Will.  I  filled 
im  in  on  the  situation 
rid  he  said  he'd  be  in  my 
ffice  in  an  hour  —  to 
omplete  his  review  of 
[y  business  plan! 
We  were  tied  up  most 
"  the  afternoon.  Will 
lid  the  rest  of  his  people 
ad  gone  through  my 
gures  like  a  combine 
irough  a  wheat  field. 
But  it  wasn't  just  their 
counting  smarts  that 
ive  me  confidence.  It 
as  the  way  they  looked 
things  from  the  ven- 
ire capitalist's  point  of 
ew.  They  made  some 
:cellent  suggestions 


"I  suddenly  realized  they  were  as  personally  involved  in  the  plan  as  I  was.  To 
work  that  hard  and  that  fast  you'd  have  to  be." 


that  took  out  the  soft 
spots. 

I  suddenly  realized 
they  were  as  personally 
involved  in  the  plan  as  I 
was.  To  work  that  hard 
and  that  fast  you'd  have 
to  be. 

"John,  it's  not  just  the 
numbers,"  Will  firmly 
advised.  "Venture  people 
want  to  see  smart  man- 
agement decisions  re- 
flected in  the  document." 

On  the  twenty-sixth 
of  December  they  saw 
just  that. 


A 


If  you  would  like  help 
with  your  business  plans 
or  copies  of  our  booklets, 
"Outline  for  a  New 
Venture  Business  Plan" 
and  "Advising  the 
Entrepreneur,"  please 
call  us  at  800-621-6476* 

Arthur  Young. 
Personal  advisors  to 
business.  Accounting, 
auditing,  tax,  financial 
and  management 
consulting. 

♦Illinois,  800-572-6724. 


fe  take  business  personally. 
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AUTOMOBILES 
AND  TRUCKS 

For  this  industry,  the  recovery  began  in  1983. 
Things  got  even  better  in  1984.  But  can  there  be 
three  good  years  in  a  row? 


An  automobile  is  once  again  becoming  a  fun 
thing — fun  to  drive  and  fun  to  own,"  says  Harvey 
Lamm,  chief  executive  of  chart-topping  Subaru  of  Amer- 
ica. "For  years  we  had  to  worry  about  nothing  but  fuel 
economy,  emission  standards  and  safety  requirements. 
The  concern  was  just  putting  something  on  the  road.  The 
sexy  and  sporty  cars  were  gone.  Now  they're  coming  back, 
bigger  and  better  than  ever.  It  could  bring  a  whole  new  era 
to  the  industry." 

Whether  this  is  idle,  euphoric  talk  during  a  major  recov- 
ery is  open  to  question.  It  is  clear,  though,  that  the  auto 
industry  is  coming  back  strong  from  the  worst  sales  slump 
since  the  1930s.  Despite  a  walkout  affecting  production  at 
General  Motors,  U.S.  output  of  autos  last  year  was  expect- 
ed to  hit  7.9  million,  1  million  above  1983's  level. 

The  Forbes  Yardsticks  tell  the  story  best.  All  but  two  of 
the  nine  companies  in  this  group  are  outperforming  their 
five-year  return-on-equity  averages.  This  reversal  of  for- 
tunes is  most  evident  for  Detroit's  Big  Three.  For  the  latest 
12  months,  General  Motors  recorded  a  return  of  24%, 
three  times  its  five-year  average.  Ford's  12-month  return 
hit  39.3%,  vs.  a  mere  1.3%  over  the  five  previous  years, 


and  Chrysler's  latest  return  on  equity  of  85.1%  shines 
particularly  bright  against  its  five-year  deficit.  Of  course, 
that  return  is  unusually  high  because  of  Chrysler's  severe- 
ly eroded  equity  base  following  five  years  of  losses. 

Rising  consumer  confidence,  coupled  with  pent-up  de- 
mand, put  customers  in  showrooms  throughout  the  year. 
"People  overcame  sticker  shock  and  became  more  willing 
to  look  at  cars  as  investments,"  says  Arthur  Davis,  an 
analyst  with  Prescott,  Ball  &  Turben.  "Detroit  could  have 
sold  200,000  to  300,000  more  cars  if  not  for  a  shortage  of 
inventory."  Mighty  GM,  in  the  midst  of  a  huge  restructur- 
ing of  product  and  plant,  lost  significant  production  during 
the  year.  By  October  GM's  market  share  fell  to  55%,  from 
61.6%  in  May.  Slowed  down  by  a  strike,  third-quarter 
output  was  only  925,000  cars,  a  27%  drop  from  first- 
quarter  production. 

Obviously,  some  of  Detroit's  overall  gains  in  the  past 
year  could  be  traced  to  the  "voluntary"  limits  placed  on 
Japan's  carmakers,  which  restrict  imports  to  1.85  million 
vehicles  for  the  year  ending  in  March.  Those  restrictions 
allowed  Detroit  comfortable  profit  margins  on  new  prod- 
uct and  permitted  many  Japanese  car  dealers  to  demand 


Automobiles  and  trucks 

Yardsticks  of  management  performance 
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Subaru  of  America 

PACCAR 

General  Motors 

Fruehauf                         41/  14 

Ford  Motor 

1  59.8%         39.0% 

2  15.1             18.0 
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Mack  Trucks 
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American  Motors 
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-1.5 

25.4 

NM 

167.8 

All-industry  medians 

15.1             13.4 
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premiums  above  sticker  prices. 

These  limitations  have  had  little,  if 
any,  effect  on  Subaru  of  America,  the 
U.S.  distributor  of  Fuji  Heavy  Indus- 
tries' Subaru  vehicles,  which  again 
topped  the  chart  by  averaging  a  59.8% 
return  on  equity  over  five  years.  The 
fact  that  Subaru  isn't  a  manufacturer 
makes  comparisons  with  U.S.  firms 
misleading.  But  the  stability  of  its 
growth  is  nonetheless  remarkable. 

Truck  manufacturers  also  came 
back  with  a  vengeance  last  year.  U.S. 
production  of  motor  trucks  was  ex- 
pected to  reach  3.2  million,  the  stron- 
gest output  since  1978.  In  this  part  of 
the  industry,  PACCAR,  Inc.  still 
reigns  supreme.  Its  five-year  return  of 
15.1%  is  more  than  three  times  the 
profitability  of  rival  Fruehauf . 

Debt-ridden  International  Harvest- 
er, the  weakest  of  the  truck  builders, 
just  finished  its  fifth  year  in  the  red. 
But  the  company  sold  its  farm  equip- 
ment business  to  Tenneco  late  last 
year  and  managed  to  turn  a  profit  in 
its  October  quarter.  Chief  Executive 
David  Lennox  is  now  pinning  his 
hopes  on  truck  sales,  which  jumped 
49%  in  fiscal  1984. 

In  Detroit,  one  of  the  boldest  moves 
came  when  General  Motors  paid  $2.5 
billion  to  buy  Electronic  Data  Sys- 
tems Corp.  Even  though  EDS'  annual 
sales  of  $800  million  add  little  to 
GM's  estimated  $87  billion  in  1984 
isales,  the  acquisition  put  GM  into  the 
information-processing  business  and 
could  make  the  company  an  even 
tougher  competitor  in  the  future. 

This  year  the  Japanese  import  re- 
Jstrictions  are  set  to  expire  at  the  end 
of  March.  Some  analysts  believe  they 
will  not  be  renewed  despite  Lee  Iacoc- 
;ca's  vigorous  public  lobbying  effort  to 
keep  them  intact.  Nonetheless,  Japa- 
nese carmakers  are  likely  to  exercise 
tself-restraint  rather  than  risk  addi- 
tional protectionist  pressures.  Davis 
figures  Japan  will  ship  no  more  than  a 
10%  increase  in  1985,  allowing  im- 
ports to  raise  their  market  share  to 
25.2%,  from  23.5%— still  well  below 
their  peak  of  27.9%  in  1982.  Domes- 
tic production,  he  thinks,  will  rise 
200,000,  to  8.1  million. 

Finally,    note    the   string   of   Not 
Meaningful  designations  in  this  Yard- 
•stick.  In  order  to  calculate  long-term 
earnings   growth   rates,    Forbes   re- 
quires five  consecutive  years  of  profit- 
able annual  performance.  Only  Su- 
jjbaru  and  PACCAR  have  met  that  test 
since  1979,  which  is  why  there  is  no 
i  'earnings  growth  median  for  the  indus- 
ftry.  Subaru  and  PACCAR,  of  course, 
deserve  special  credit  for  remaining 
:onsistently  profitable.  ■ 
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Southern 
Comfort 

Welcome  to  the  world's  most  extraordinary  community  for 
active  adults  55  and  over.  Bermuda  Village. 

Experience  the  grace  and  beauty  of  southern  living.  Enjoy 
the  hospitality  of  Winston-Salem,  North  Carolina.  An  area 
so  desirable,  Rand  McNally  rated  it  America's  best  place  to 
live  in  their  1984  Places  Rated  Almanac. 

Step  into  a  world  of  excitement,  security  and  beauty. 

Cocktails  in  your  private  pub.  A  swim  in  the  Village  pool. 
24-hour  security.  Sauna.  A  complete  health  maintenance 
program.  Your  personal  masseuse.  Golf.  And  so  much  more. 

Call  or  write  for  information  about  the  ultimate  lifestyle 
center  for  adults  55  plus.  1-800-633-2252,  Ext.  531,  or  send 
the  coupon  below.  Apartment  home  security  deposits  from 
$80,220  to  $140,900  (100%  refundable).  Villas  from  $158,400. 

BERMUDA  VILLAGE 

Only  a  Few  Can  Call  it  Home 


For  your  full  color  brochure  call  1-800-633-2252, 
Ext.  531,  or  return  this  coupon  to  Bermuda  Village, 
P.O.  Box  5397,  Winston-Salem,  NC  27113-5397. 


Name_ 
Address. 
City 


State. 


Zip 


Telephone  (         ) 

e  1984  Bermuda  Village 


A  Subsidiary  up  Inc. 
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Hewlett-Packard 
resents  the  PC  system 
dts 


figure 
figures, 


+u  plot  u 
the  graph 


The  key  word  in  that  long,  drawn-out 
headline  is  system. 

A  system  built  for  PCs. 

At  Hewlett-Packard,  it's  a  quality 
system  of  personal  computers,  printers, 
plotters,  a  truckload  of  software,  and 
Local  Area  Network  (LAN)  capability. 

It's  all  matched  and  designed  to  work 
brilliantly  together. 

Yet  the  system  is  so  flexible  each 
part  can  stand  alone.  Or  even  team  with 
an  IBM  PC. 

So  you  can  build  just  the  system 
you  want. 


It  all  starts  with  two  of  our  Hewlett- 
Packard  personal  computers. 

We  call  one  the  HP  Touchscreen 
and  the  other  (because  it  can  do  even 
more)  the  HP  Touchscreen  MAX. 

The  first  comes  with  two  double- 
sided  disc  drives.  And  each  micro- 
floppy disc  gives  you  nearly  twice 
the  standard  formatted  power  of  an 
IBM  PC. 

The  HP  Touchscreen  MAX  has 
even  more  capacity  with  the  added 
power  of  a  14. 8M  byte  Winchester 
disc  drive. 

Even  if  you  don't  speak  computerese, 
you  should  be  impressed. That's  a  lot 
of  power. 

As  the  names  imply,  you  can  actually 
change  things  on  either  screen  just  by 
touching  the  screen. 

That  makes  the  Touchscreen  PCs 
easier  to  use.  And  a  lot  easier  to  learn. 


The  system  also  includes  two  prir  u 
many  people  think  are  simply  the     | 
best  around. 

Our  Hewlett-Packard  LaserJet  ai 
Thinkjet  printers  are  both  breath- 
takingly  fast  and  refreshingly  quiet 

The  Thinkjet  printer  runs  at  a  ra;  | 
150  characters  per  second. 

Yet  because  the  Thinkjet  paints 
each  character  with  a  small  jet  of  il 
(instead  of  smashing  the  paper  wit! 
keys),  it's  as  quiet  as  a  sigh. 

At  300  characters  per  second,  ov> 
LaserJet  printer  is  even  faster. 

Ten  times  faster  than  the  best  de  %,it 
wheel  printers.  Yet  the  image  is  as  si    i 
as  you'll  get  from  a  printing  press 
Amazing. 


I 


I 


kh 


print 
the  report 


and  when  you  get  to  your  hotel, 
change  everything. 


Ivo  different  plotters  are  also  part 
e  HP  personal  computer  system. 
)th  create  full-color  graphics.  One 
two  pens,  the  other  with  six  for 
more  detail. 

you  like,  the  system  can  be  knitted 
her  through  a  LAN. 
lets  a  number  of  HP  personal  com- 
s  link  up,  talk  to  each  other,  share 
lers,  and  exchange  information. 
^  the  way,  there  can  be  a  lot  of 
mation  to  exchange.  That's  because 
i  are  more  than  500  business 
/are  titles  available.  For  word  proc- 
Ig,  accounting,  spread  sheets  and 
lies.  You'll  find  the  big  names  there, 

2-3™  from  Lotus™*WordStar?** 
DPlan™*** 
id  the  whole  catalogue  of  software 

HP. 


Finally,  when  you  travel,  you  can 
take  the  system  with  you. 

Hewlett-Packard's  portable  personal 
computer  turns  your  hotel  room  (or 
your  den  at  home,  or  your  customer's 
desk)  into  another  part  of  your  personal 
computer  system. 

The  Portable  has  all  the  capacity 
of  many  desk-top  PCs;  272K  bytes  of 
RAM  and  384K  bytes  of  ROM.  And 
with  its  built-in  modem,  it  can  link  you 
with  your  office  printers  and  plotters. 
Not  bad  for  a  computer  that  weighs  just 
nine  pounds  and  can  fit  into  a  briefcase. 

The  system  is  all  linked  up,  all  on 
the  same  programs,  all  designed  to  work 
together,  all  ready  to  go. 

And  all  from  Hewlett-Packard. 


Just  dial  800-FOR-HPPC,  toll 
free,  to  find  the  name  of  your  nearest 
Hewlett-Packard  dealer. 


hP 


HEWLETT 
PACKARD 


and  Lotus'are  U.S. Trademarks  of  Lotus  Development  Corporation.  "Available  for  the  HP  Portable  beginning  January,  1985.  WordStar*  is  a  U.S.  Registered  Trademark 
oPro  International  Corporation.  ***MicroPlan™  is  a  U.S. Trademark  of  Chang  Laboratories,  Inc. 


"We  give  you  more 

quality  services  than  any 
other  discount  broker:' 


The  test  of  a  brokerage  firm  you 
can  trust,  day-in,  day-out,  is  the 
quality  of  services  you  get.  Here  is 
what  you  get  at  Schwab: 

i^  24  hour,  7-day-a-week  order 
entry  service. 

s  Instant  execution  of  your  stock 
orders. . .  many  times  your  order 
is  confirmed  while  you're  still  on 
the  phone. 

i/*  Options. .  .We  route  your  orders 
electronically  to  our  floor  brokers 
on  every  options  exchange. 

(Options  disclosure  documents  available  ) 

vs  With  one  phone  call  you  can 
buy,  sell,  or  trade  your  choice 
of  over  140  nationally  known 
no-load  funds  for  a  nominal 
fee  through  Schwab's  Mutual  Fund  Marketplace. 

(Prospectuses  available.) 

S  Margin  accounts  with  low  interest  rates  when  you 
borrow. 

s  Earn  high  interest  on  your  uninvested  funds  with 
a  Schwab  One  Account  or  Money  Market  Fund. 

(Prospectuses  available ) 

s  $2,500,000  protection  for  your  Schwab  account 

(limited  to  $100,000  for  claims  in  cash) 


Charles  Schwab.  Chairman  and  Founder,  Charles  Schwab  8  Co..  Inc 


i'  Discounts  on  commissions 

up  to  76%  compared  to  rates 
charged  by  full-commission 
brokers. 

s  And  no  sales  pressure  to  buy 
or  sell  stocks. 

Here's  how  to  open  your 
discount  brokerage  account 
at  Charles  Schwab. 

Simply  fill  out  the  new  account 
application  and  return  it  to  Charles 
Schwab  &  Co.,  Inc.  We  will  open 
your  account  and  send  your 
account  number  to  you.  There  are 
no  fees  to  open  or  maintain  your 
account. 

If  you  would  like  extra  applica- 
tions or  more  information,  call 

(800)  228-1 234?  24  hours,  7  days  a  week.  Or  visit 

a  Schwab  office  near  you. 


Charles  Schwab 


DISCOUNT  BROKERAGE 

Americas  Largest  Discount  Brokerage  Firm 
Member  New  York  Stock  Exchange,  Inc 

Dl  A  BankAmerica  Company 

One  Second  Street,  San  Francisco,  CA  94105 
90  offices  to  serve  you  nationwide. 

In  Nebraska  call  toll-free  (800]  642-8788 


AUTOMOTIVE 
SUPPLIERS 


It  takes  but  the  briefest  of  looks  to  see  that  these 
companies  are  making  good  money  again.  But  how  long 
will  the  boom  times  last?  And  will  today's  profits 
help  soften  the  next  fall? 


For  most  of  the  35  companies  in  this  Yardstick, 
1984  was  a  fast-paced  year.  Original  equipment  man- 
ufacturers— firms  that  sell  directly  to  Detroit — were  strug- 
gling to  keep  up  with  demand.  Companies  that  build 
mostly  replacement  parts  benefited  from  the  relatively 
high  age  of  cars  on  today's  highways. 

All  of  this  seems  particularly  pleasant  compared  with 
unusually  bad  times  in  the  not-too-distant  past.  Since  the 
late  Seventies  parts  builders  have  had  mind-boggling  prob- 
lems: Many  of  the  nation's  automakers  reduced  produc- 
tion capacity  and  are  operating  at  minimal,  just-in-time 
inventory  levels.  In  addition,  manufacturers  have  been 
unusually  tough  about  prices,  often  implementing  unilat- 


eral cuts.  All  the  while,  technology  is  changing  fast,  and 
competition  from  foreign  parts  manufacturers  continues 
to  grow. 

That's  what  makes  the  current  good  numbers  so  impres- 
sive. During  the  latest  12  months  the  median  return  on 
equity  for  these  35  auto  suppliers  was  16%,  nearly  six 
percentage  points  above  the  group's  five-year  average. 
Profitability  gains  were  fairly  widespread:  Latest  12- 
month  returns  were  higher  than  five-year  averages  for  23 
of  the  35  firms. 

Only  two  companies  do  not  show  a  double-digit  increase 
in  sales  over  the  last  12  months:  Johnson  Controls  and 
Champion  Spark  Plug.  The  best  hike  in  sales,  a  gain  of 
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very  low 

ieral-Mogul 

79/  98 
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26.0 

low 

anson  Controls 
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14.4 

7.7 

7             3.2 

12.9 

low 

Z  Industries 

38/  33 

10            14.4            16.5 
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11 

4.9 

16.4 

6             3.2 

47.1 

very  low 

g-Warner 

29/  38 

11            14.1             14.0 
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14.6 

4             5.4 

16.9 

average 
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5             3.4 
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low 
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When  you  want 
breakthroughs  in  energy 
technology  you  come 
to  McDermott. 


When  you  want  advances  in  energy  manag  I 
ment  for  process  controls  and  power  genem  i 
tion,  you  come  to  McDermott— a  worldwide  j 
leader  in  energy  technology. 

One  such  advance  is  Bailey  Controls' 
NETWORK  90,®  a  synergism  of  advanced  caj 
trol  and  communication  technologies,  fhisj 
modular  system  can  be  arranged  to  contro 
isolated  processes  or  an  entire  plant.  With 
several  thousand  systems  operating  in  utiliuj 
petrochemical  and  industrial  applications 


75T3  ri  EvTTi  \zm  v  31  lYiOj  ■(  kVJliii  *Kvi\lw  *«uTJL>l 


in  improved  output  and  productivity. 

McDermott  technology  is  playing  an  inte 
role  in  power  generation  as  well.  Our  Babe 


FROM 
FILTRATE 
TANK  #2 


m 


SC221 


AN  INFORMATION  DISPLAY 
AS  SEEN  ON  THE  SCREENS  OF 
A  NETWORK  90  SYSTEM  AS 
IT  MONITORS  AND  CONTROLS 
A  PLANT'S  PROCESSES. 


TO  FOAM 
TANK 


ff  1 
FILTRATE  TANK 


McDermott  Internationa 


'ilcox  unit  is  the  nation's  leading  supplier 
)ssil-powered  steam  generating  systems, 
has  made  fuel  technology  a  top  priority. 
Dr  example,  we're  making  coal  a  more 
le  source  of  energy.  To  overcome  the  air 
ution  problems  associated  with  this 
ndant  and  BTU-efficient  energy  resource, 
e  pioneered  the  development  of  fluidized 
combustion.  This  process  burns  coal  in 
most  environmentally  acceptable  manner, 
e're  also  involved  in  the  development  of 
fuels.  Our  coal  water  slurry— a  combina- 
of  coal,  water  and  chemicals— could  be 
v-cost  replacement  for  fuel  oil. 
abcock  &  Wilcox  has  even  developed  a 


special  concrete  lining  for  utility  and  industrial 
furnaces.  This  patented  material  reduces  initial 
heat-up  time  by  up  to  90%,  saving  our  custo- 
mers significant  energy  costs. 

We  continue  to  develop  technological 
advances  for  virtually  every  facet  of  energy. 
By  doing  so,  our  subsidiaries  and  employees 
are  helping  the  world  find  energy  solutions. 
For  more  information,  write  Public  Affairs, 
McDermott  International,  Inc.,  1010  Common 
Street,  New  Orleans,  LA  70112. 

^^  Where  the  world  comes 
Jyl  for  energy  solutions; 


more  than  50%,  comes  at  Allen  Group,  a  leading  manufac- 
turer of  diagnostic  equipment  and  parts.  Sales  also  in- 
creased by  30%  or  more  at  Arvin  Industries,  Cummins 
Engine,  Eagle-Picher  Industries,  Eaton,  Lear  Siegler,  Dana, 
Libbey-Owens-Ford  and  Sheller-Globe. 

Many  of  these  firms  have  bolstered  finances,  too.  A 
decade  ago  the  median  debt-to-equity  ratio  for  this  indus- 
try was  0.5,  but  now  it  is  down  to  0.3.  Unfortunately, 
however,  improvement  is  hard  to  see  in  the  five-year 
figures.  Although  the  average  automobile  costs  some  43% 
more  than  it  did  in  1980,  the  median  sales  increase  for 
these  companies  since  then  is  only  3.8%.  In  terms  of 
earnings,  the  comparison  is  even  more  dismal,  with  a  five- 
year  decrease  of  1 1 . 7% . 

This  year  Allied  Corp.  beat  out  Lear  Siegler  for  the  top 
rank  in  terms  of  five-year  return  on  equity.  Allied  has  an 
impressive  35.4%  return,  but  note  that  auto  parts  contrib- 
ute a  much  bigger  share  of  profits  at  Lear.  Close  behind 
Le?.r  li  Snap-On-Tools,  with  a  22.4%  average  five-year 
return.  Unlike  the  two  top  performers,  which  derive  30% 
or  less  of  their  sales  in  the  automotive  area,  Snap-On's 
entire  existence  is  tied  to  the  automobile. 

Times  were  good  last  year  even  for  companies  caught  in 
transition.  What  with  smaller  engines,  electronic  ignitions 
and  fuel  injection,  the  demand  for  spark  plugs  has  slack- 
ened. But  Champion  Spark  Plug  still  managed  to  increase 


sales  by  8.8%  and  profits  by  47.3% 
over  the  latest  12  months.  Thanks 
to  these  gains,  the  company  even 
managed  to  beat  its  five-year  prof- 
itability average. 

Then  there's  A.O.  Smith,  which 
trails  the  Yardstick  in  terms  of 
five-year  profitability.  It  has  lost 
business  as  automakers  phased  out 
separate  body  frames.  But  cost-cutting,  diversification  and 
a  temporary  resurgence  in  demand  for  body-on-frame  vehi- 
cles helped  the  firm  post  a  sharp  jump  in  earnings  last  year. 

Tire  and  rubber  companies  have  also  improved  on  their 
long-term  results,  but  they  still  have  problems.  While 
declining  prices  of  petroleum-based  raw  materials  and 
relatively  stable  labor  costs  have  brought  some  relief, 
hard-nosed  purchasing  agents  in  Detroit  have  allowed 
original  equipment  manufacturers  few,  if  any,  price  in- 
creases in  the  last  two  model  years.  Meanwhile,  foreign 
tiremakers  continue  to  gain  market  share. 

Cooper  Tire,  which  leads  the  subgroup  in  terms  of  long- 
term  profitability,  shows  an  average  return  on  equity  of 
21%  over  the  last  half -decade.  Armstrong  Rubber  and 
GenCorp  posted  average  returns  of  under  7%  for  the  peri- 
od. Uniroyal,  though  at  the  bottom  of  the  list,  is  looking 
healthier  than  it  has  in  a  long  time.  ■ 
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Bad  foreign  debt  hurt 
profits  at  the  money  center 
banks,  and  energy  losses 
clobbered  some  of  the 
regionals.  But  bankers 
who  could  avoid  these 
problems  often  managed 
to  post  impressive  gains. 


Last  September  Todd  Conover,  Comptroller  of  the 
Currency,  told  the  House  Banking  Committee  that 
the  federal  government  wouldn't  allow  any  of  the  nation's 
11  largest  banks  to  fail.  For  smaller  banks,  of  course,  the 
story  was  different:  When  Conover  spoke,  59  of  them  had 
already  gone  under  in  1984 — more  than  in  any  other  year 
since  the  Depression. 

"It  was  a  time  of  facing  reality  for  bankers,"  explains 
James  Ehlen,  an  analyst  with  Goldman,  Sachs.  Even  if  the 
regulators  won't  allow  any  big  banks  to  fail,  for  example, 
they  are  exacting  a  stiff  price  to  keep  them  in  business. 
Nearly  all  of  Continental's  directors  were  forced  out.  Bank 
of  America  and  First  Chicago  are  scrambling  to  meet 
tightened  capital  requirements. 

Dwindling  returns  on  equity  at  these  three  money 
center  banks  helped  drag  down  the  entire  industry.  None 
of  these  big-city  lenders  matched  five-year  profitability 
figures.  Over  the  most  recent  12  months,  for  example, 
their  median  return  on  equity  was  only  12%,  vs.  13.5%  for 
all  71  banks  on  the  Forbes  Yardstick. 

This  helped  pull  the  entire  sector  down.  In  these  diffi- 
cult times,  the  only  real  stars  were  a  handful  of  regional 
banks  in  the  North  and  Southeast.  They  got  a  boost  from 
strong  local  economies  and  minimal  foreign  exposure. 

Among  the  big  banks,  Bankers  Trust  held  on  to  its 
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Working  to  keep  our  defense  strong 
is  helping  to  keep  Colt  strong. 


LPull  back  on  the  controls,  and 
a  United  States  Air  Force 
F-15  Eagle  can  ram  itself  to 
an  altitude  of  12  miles  in 
120  seconds.  That's  high 
performance.  And  vital  to  that 
high  performance  is  a  flow  of  as 
much  as  four  gallons  of  fuel  a 
second  —  on  demand. 

Deep  in  the  heart  of  each  of  the  twin  Pratt  &. 
Whitney  F100  engines  that  power  the  McDonnell 
Douglas  F-15  fighter  is  one  of  the  world's  most 
technologically  advanced  fuel  pumping  systems. 


Designed  and  produced  by  the  Chandler  Evans 
Control  Systems  Division  of  Colt  Industries. 

Chandler  Evans  is  at  the  forefront  of  aircraft 
gas  turbine  engine  fuel  system  technology.  Its  fu  J 
pumps,  afterburner  pumps,  or  fuel  control  systei 
are  aboard  many  of  the  nation's  high-performan  I 
military  aircraft.  And  aboard  many  of  the  world's 
leading  commercial  aircraft. 

In  addition,  precision  pneumatic  flight  conti  $ 
systems  are  a  growing  part  of  Chandler  Evans  bi  t 
ness.  Examples  are  the  U.S.  Army  Copperhead  a 
US.  Navy  Deadeye  projectiles. 

Chandler  Evans  fuel  controls.  Menasco  aire ) 


ding  gear  and  flight  control  systems.  Diesel 
$ines  by  Fairbanks  Morse  for  the  U.S.  Navy.  And 
t  M16A2  rifles  for  the  U.S.  Army  and  Marine 
rps.  All  helping  to  keep  America  strong  and 
ping  to  strengthen  the  earnings  performance  of 
t  Industries. 

Colt,  a  leading  industrial  products  company 
n  annual  sales  in  excess  of  $1.5  billion  in  the 
ospace  and  automotive  industries,  in  machinery 
I  equipment,  in  materials  and  components. 
For  a  closer  look  at  Colt  Industries,  write  for 
latest  financial  reports.  Colt  Industries  Inc. 
bt  84C,  430  Park  Avenue,  New  York,  NY  10022. 


Holley  carburetors  •  Chandler  Evans  fuel  controls  •  Menasco 
aircraft  landing  gear  •  Garlock  industrial  seals  and  components  • 
Stemco  truck  products  •  Fairbanks  Morse  diesel  engines,  pumps 

•  Fairbanks  industrial  scales  •  Pratt  &  Whitney  machine  tools  • 
Elox  electrical  discharge  machining  equipment  •  Delavan  gas 
turbine  products  •  Crucible  specialty  steels,  permanent 
magnets  •  Trent  welded  stainless  steel  pipe  and  tubing  •  Quincy 
compressors  •  Colt  firearms  •  Central  Moloney  transformers 

•  Farnam  gaskets  •  France  compressor  products 


Colt  Industries 
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number  one  slot  in  profitability.  Over  the  past  several 
years,  Bankers  has  changed  its  strategy,  dropping  full- 
service  operations  to  specialize  in  serving  big  commercial 
borrowers.  The  success  is  remarkable.  Just  four  years  ago 
Bankers  ranked  eighth  among  all  New  York  banks  on  the 
Forbes  profitability  Yardstick. 

Foreign  loans,  however,  caused  most  of  this  subgroup's 
trouble.  Whenever  bankers  weren't  hammering  out  repay- 
ment schedules  with  officials  of  South  American  govern- 
ments, they  seemed  to  be  trying  to  convince  analysts  and 
reporters  that  these  problems  really  could  be  solved.  At  J. P. 
Morgan,  for  example,  foreign  exchange  trading  continues 
to  be  profitable  and  costs  are  well  under  control.  But  none 
of  this  could  offset  $433  million  in  nonaccrual  loans 
outstanding  in  Argentina.  Even  Citibank's  $900  million 
five-nation  "default  insurance"  policy  raised  more  ques- 


tions than  it  answered. 

Bankers  in  the  Southeast  could  be  particularly  smug. 
There  are  11  corporations  in  this  subgroup.  Thanks  to 
strong  local  loan  demand,  nine  of  them  have  outperformed 
their  five-year  profitability  averages.  Even  one  of  the  two 
laggards  shows  promise.  Sun  Banks,  which  handed  in  a 
12.7%  return  on  equity  last  year,  is  completing  a  well- 
regarded  merger. 

It  was  a  good  year  in  the  Northeast,  too.  The  18  firms  in 
this  subgroup  topped  the  industry  median  in  profitability 
for  the  most  recent  12  months  with  a  return  on  equity  of 
15.5%.  They  also  beat  their  five-year  average,  though  not 
as  soundly  as  their  southern  counterparts. 

Special  strategies  help  some  banks  in  this  region.  Take 
Republic  New  York,  for  example,  which  stays  on  top 
because  of  its  five-year  record  of  23.6%,  even  though  last 
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year's  profitability  was  far  less  impressive.  The  problem? 
Its  hallmark  is  aggressive  trading,  which  makes  the  bank 
thrive  during  volatile  times  and  languish  when  markets 
aren't  in  turmoil. 

In  the  Midwest,  by  contrast,  the  mood  among  bankers 
was  considerably  darker.  Only  one-third  of  these  15  insti- 
tutions outperformed  five-year  returns  on  equity,  which 
led  this  subgroup  to  post  the  poorest  performance  of  all. 
Michigan  National  earned  a  return  on  equity  of  8.2%  in 
1983.  But  the  firm,  hit  hard  by  the  collapse  of  Penn  Square 
Bank,  lost  money  in  the  most  recent  12  months. 

In  the  West  long-term  performance  still  benefits  from 
the  late-Seventies  boom.  At  that  time,  low-cost  deposits 
yielded  profits  that  were  not  sustainable  after  deregula- 
tion. Over  the  past  12  months,  the  subgroup  fell  two 
percentage  points  below  its  five-year  profitability  average. 
Only  Seattle-based  Rainier  managed  to  beat  its  long-term 


return  on  equity. 

Top-ranked  Security  Pacific  was 
hurt  by  its  agricultural  loans,  as 
well  as  by  perhaps  $30  million  in 
bad  loans  to  Argentina.  In  Arizona, 
second-ranked  Valley  National 
boosted  its  loan  portfolio  18%  by 
the  first  half  of  last  year.  But  prob- 
lem loans  to  farmers  held  profit- 
ability down. 

When  the  oil  and  gas  bubble  burst,  profitability  at  the 
banks  in  the  Southwest  also  deflated.  None  of  the  seven 
banks  in  this  subgroup  matched  five-year  average  profit- 
ability. Even  Allied  Bancshares,  with  a  28.7%  five-year 
profitability  that  is  the  highest  on  the  Forbes  Yardstick, 
was  affected.  Energy  loans  account  for  65%  of  its  nonper- 
forming  assets.  H 
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MATSUSHITA  IN  OFFICE  AUTOMATION: 


■  ■ 


■■I 


\ 


^jp*?  f^?L-»  jmn» 

n 

Aeet  your  new  Sr.  Partner  He's  friendly 
le's  intelligent.  He  runs  IBM"  PC  software, 
ind  he  comes  with  a  handle. 


fice  information.  If  you  don't  take  over, 
will.  Matsushita  Electric  helps  put  you 
command  with  office  automation  prod- 
ts  that  can  manage  a  day's  work  in  a  lot 
is  than  a  day.  Computers  to  help  you 
ntrol  information  wherever  you  go.  A 
iser  file  cabinet"  that  stores  information 
an  optical  disc.  And  facsimile  units  that 
n  transmit  this  page  around  the  world 
fore  you  finish  reading  it. 

j 're  taking  the  office  home  with  you  tonight. 
Spread  sheets.  Sales  meeting  speeches.  Last 
ir's  sales  figures.  Personnel  files.  The  works. 
Dnly  instead  of  using  a  truck,  all  you  need  is  a 
id.  Yours.  To  pick  up  the  Sr.  Partner^"  developed  by 
tsushita  (pronounced  Mot-SOOSH-ta)  Electric, 
an's  largest  consumer  electronics  company.  This 
v,  16-bit  personal  computer  is  available  in  the 
.  under  the  Panasonic®brand  name. 
Dne  advantage  of  the  Sr.  Partner  is  portability, 
tsushita  designed  a  computer  weighing  only  31 
jnds.  So  compact  it  fits  under  an  airline  seat. 
I  there's  a  bigger  advantage.  Open  it  up  and  dis- 
'er  a  portable  PC  with  a  built-in  printer.  And 
re.  A  9-inch  (meas  diag),  high-resolution  screen 
h  an  80  by  25  character  display.  A  128K  internal 
mory  expandable  to  512K.  A  built-in  disc  drive, 
i  still  more. 

i  OMPUTER  THAT  RUNS  IBM  PC  SOFTWARE. 

!  5artner  has  something  else  in  its  favor.  Compat- 
»ity.  It  runs  hundreds  of  PC  software  programs 
:  eloped  for  IBM.  Programs  including  Lotus  1-2-37 
implex  spread-sheet  program.  But  there's  still 
"e.  Six  of  the  most  respected  business  related 
[[grams  in  the  business  are  included  with 


Sr.  Partner  at  no  extra  charge.  VisiCalc,®  WordStar,™ 
pfs:® graph,  pfs:  file,  pfs:  report  and  GW™  BASIC* 

Designed  small,  Sr.  Partner  is  quite  capable  of 
acting  big  when  you  need  it.  There's  even  space 
built  in  for  optional  expansion  boards.  Including 
one  for  a  telephone  modem.  You  can  "call"  your 
office's  mainframe  even  when  you're  not  at  the  office. 

When  it  comes  to  PCs  for  business,  there's  more. 
A  line  of  peripherals,  including  Data-Grade  moni- 
tors, graphic  plotters  and  letter-quality  printers. 

PLACE  10,000  DOCUMENTS  IN  YOUR  HAND. 

But  computers  are  just  one  of  the  ways  Matsushita 
simplifies  office  work.  For  retrieving  information, 
there's  the  Panafile  Optical  Disc  Filing  System. 
A  "laser  file  cabinet"  that  stores  up  to  10,000 
documents  on  an  optical  disc  the  size  of  a  45  rpm 
record.  Each  document  can  be  retrieved  in  half 
a  second.  Its  printer  can  make  hard  copies.  While 
its  facsimile  communication  unit  can  transmit  a 
copy  in  seconds  to  facsimile  units  anywhere. 

Matsushita  developed  the  Panafax®  MV-3000 
for  extra  speed.  A  facsimile  machine  capable  of 
sending  a  copy  of  this  page  around  the  world 
in  20  seconds.  And  it  can  be  received  without  an 
operator,  so  transmissions  can  be  made  when 
phone  costs  are  low  at  the  receiving  end.  Just  what 
multinational  corporations  asked  for. 

Speed.  Reliability.  Control.  Matsushita  leadership 
is  helping  you  take  charge  in  office  automation. 
And  more  innovations  are  on  the  way.  Matsushita 
has  the  resources  to  provide  them.  150,000  people 
in  over  130  countries  making  more  than  14,000 
different  products  under  the  Panasonic,  Technics, 
Quasar  and  National  brand  names.  In  1983,  world- 
wide sales  reached  $16.9  billion.  And  in  the  world 
of  business,  as  in  computers,  that's  what  we  call 
coming  up  with  all  the  right  numbers. 

Trademarks  IBM-Internaiional  Business  Machines.  Lotus  1-2-3  — Lotus  Development  Corp.:  VisiCalc  — 
Visicorp.  WordStar  —  MicroPro  International  Corp  ;  pfs  — Software  Publishing  Corp.,  GW  BASIC -Microsoft. 
'Software  bundle  offer  subject  to  change  or  withdrawal  at  any  time  without  notice. 

MATSUSHITA  ELECTRIC 

PANASONIC  TECHNICS  QUASAR  NATIONAL 


BEVERAGES 


Americans  are  growing 
older  and  worrying  about 
their  weight.  Good  news 
for  the  makers  of  soft 
drinks.  But  maybe  the 
folks  who  make  the  harder 
stuff  ought  to  worry. 


The  graying  of  America  is  a  good  news/bad  news 
joke  for  the  beverage  industry. 

It  is  good  news  for  the  soft  drink  producers.  Worried 
about  their  weight,  Americans  are  buying  diet  drinks  in 
record  numbers.  When  it  comes  to  soda  pop,  for  example, 
sugar-free  products  now  account  for  23%  of  all  sales,  and 
that  percentage  is  increasing.  So  are  soft  drink  sales,  which 
are  currently  growing  faster  than  their  five-year  average. 

Now  for  the  bad  news,  which  saddens  the  makers  of 
beer,  wine  and  spirits.  Sure,  they  faced  flat  revenues  in 
1982  and  1983.  But  demand  actually  fell  during  the  first 
half  of  last  year.  The  long-term  trend  is  even  grimmer. 
Twelve-month  sales  of  alcoholic  beverages  are  45%  below 
the  group's  five-year  average. 

These  shifting  fortunes  stem  from  the  same  force: 
changing  demographics.  As  people  grow  older,  they  drink 
less  alcohol,  and  Americans  are  growing  older.  The  na- 
tion's median  age  was  30  in  1980.  It  is  now  31  and  will 
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HOW  WE  TAKE 
CARE  OF  THE 
BOTTOM  LINE, 


Why  do  employees  at  73  of  America's  100  programs  encourage  same-day  surgery 
largest  companies  carry  the  Blue  Cross     and  pre-admission  diagnostic  tests  for 
and  Blue  Shield  card?  Because  we're        patients  having  surgery,  often  avoiding 
doing  more  to  hold  down  rising  health      the  expense  of  added  days  in  the 
care  costs  than  any  insurance  company,    hospital. 


% 


In  one  year,  our  cost-containment 
efforts  saved  our  customers  a  healthy 
5.9  billion  dollars.  And 
we're  working  closely 
with  doctors  and  hospi-     H.  A 
tals  to  cut  costs  even         v% 
further. 

Blue  Cross  and  Blue 
Shield  Plans  have  broadened 
benefits  to  cover  out-of-hospital 
services.  Other  cost-containment 


CARRY  n 
THE  CARING 
CARD.SM 


Nationally,  Blue  Cross  and  Blue 
Shield  Plans  return  more  in  benefits 
than  anyone  else.  In  fact,  we  pay  out 
94^  of  every  dollar  in  the  form  of 
benefits  to  our  subscribers. 

These  are  just  some  of  the  ways  we 
can  help  take  care  of  your  bottom  line. 
And  some  of  the  reasons  why  we 
cover  more  people  than  our  ten 
largest  competitors  combined. 


Blue  Cross. 
Blue  Shield, 


1 
a 
v 
a 

u 
u 
> 


As  brewers  and  distillers 
struggle  to  adapt,  soft  drink 
makers  revel  in  good  times. 
Demand  is  strong,  and  mar- 
gins are  improving. 


increase  to  33  by  1990.  Aging,  the  raising  of  the  drinking 
age  in  many  states  and  the  crackdown  on  drunk  driving  are 
taking  their  toll.  The  brewers  suffered  a  24%  drop  in 
return  on  equity,  compared  with  their  five-year  average. 

Of  the  seven  companies,  two  bettered  their  five-year 
earnings  averages,  but  this  comparison  is  misleading. 
McKesson  beat  its  average,  but  its  earnings  still  declined 
from  the  previous  12  months.  And  the  gain  at  Seagram,  the 
world's  largest  distiller,  did  not  come  from  its  basic  busi- 
ness. The  Montreal-based  distiller  owns  22%  of  Du  Pont 
and  accounting  rules  allow  it  to  include  22%  of  Du  Pont's 
income  as  its  own.  Those  unremitted  earnings,  along  with 


Du  Pont  dividends,  provided  nearly  two-thirds  of  Seagram 
profits  during  the  first  half  of  fiscal  1984. 

With  market  growth  for  alcoholic  beverages  as  flat  as 
day-old  brew,  the  only  way  to  grow  is  to  take  sales  away 
from  someone  else.  Price  wars  and  intense  competition  are 
now  the  norm.  All  this  costs  money,  which  explains  the 
drop  in  margins  last  year. 

Especially  vulnerable  is  Heileman,  a  regional  brewer 
now  trying  to  buy  Pabst.  In  the  past,  Heileman  has  relied 
on  strong  local  favorites  such  as  Old  Style  in  the  upper 
Midwest,  Lone  Star  in  Texas  and  Rainier  in  the  North- 
west. But  Heileman  is  being  hurt  now  by  Miller's  low- 
priced  Milwaukee's  Best  and  the  expansion  of  Stroh  and 
Coors.  Thus  its  dramatic  drop  in  sales  and  earnings. 

While  the  brewers  and  distillers  struggle  to  adapt,  soft 
drink  makers  revel  in  good  times.  Not  only  is  demand  foi 
their  products  strong,  but  margins  are  improving,  too— 
partly  because  of  the  growing  preference  for  the  more 
profitable  diet  drinks.  Another  plus  comes  from  the  wide 
spread  use  of  aspartame,  marketed  under  G.D.  Searle'; 
trade  name  NutraSweet.  This  should  keep  the  sugar-fre< 
segment  going  strong,  since  diet  guzzlers  prefer  the  pro 
tein-based  sweetener's  taste  to  that  of  saccharin. 

All  this  should  lead  to  even  more  steady  earnings  gains 
PepsiCo,  which  has  had  problems  overseas  and  is  restruc 
turing  its  Wilson  Sporting  Goods  division,  has  been  th 
exception  to  predictability  recently.  Hence  its  poor  earr: 
ings  stability  rating. 

In  the  midst  of  last  year's  good  times,  a  couple  of  wel 
known  soft  drink  names  disappeared  from  our  roster.  Bot 
the  Dr  Pepper  Co.  and  Royal  Crown  Cos.,  Inc.  went  pn 
vate.  Meanwhile,  MEI,  the  Minneapolis-based  indepei 
dent  bottler,  discussed  a  leveraged  buyout,  but  the  de;: 
was  called  off  in  October.  ■ 
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Nobody  entertains  you  the  way  we  do.  I  hats 
because  liobocly  else  has  such  a  well-orchestrated 
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BROADCASTING 


The  networks  staged  an  impressive  comeback  in  1984.  And 
local  stations  continued  to  be  highly  profitable.  But  the 
situation  was  embarrassingly  different  in  cable. 


Last  year  at  this  time,  Forbes  asked  the  question, 
"Have  the  networks  hit  bottom?"  The  answer  was 
clearly  yes.  American  Broadcasting  Cos.  picked  up  two 
percentage  points,  boosting  its  12-month  return  on  equity 
to  15.8%.  RCA  made  a  similar  two-percentage-point  im- 
provement over  1983.  And  CBS  picked  up  more  than  five 
percentage  points,  boosting  its  profitability  to  16.5%. 

This  good  news  stems  from  strong  demand  for  high- 
priced  television  advertising  time.  Despite  the  worries  of 
industry  analysts,  the  much-feared  attack  of  cable  on 
network  profits  has  simply  not  developed.  Cable  may  have 
brought  the  networks'  percentage  of  prime-time  viewers 
down  to  about  75%  from  90%  five  years  ago,  but  few 
advertisers  take  cable  seriously  yet.  They  still  clamor  to 
buy  time  on  the  networks. 

Of  the  three  networks  only  CBS  managed  to  beat  its 
long-term  figures,  with  a  12-month  return  on  equity  of 
16.5%,  compared  with  15.3%  over  the  last  five  years.  ABC 
saw  its  12-month  return  on  equity  drop  to  15.8%  from  a 
five-year  average  of  18.5%,  and  RCA  slid  marginally  from 
a  10.8%  five-year  average  to  a  10.5%  return  last  year. 


Capital  Cities  Communications  and  Cox  Communica- 
tions continued  to  prove  that  owning  television  stations 
can  be  even  more  lucrative  than  broadcasting  to  them. 
Returns  on  sales  of  15%  for  Capital  Cities  and  12.7%  for 
Cox  tower  above  any  others  on  the  broadcasting  list.  That 
makes  these  firms  number  one  and  number  two  in  profit 
margin.  Cox'  achievement  was  all  the  more  impressive  in 
light  of  the  fact  that  55%  of  its  sales  came  from  its 
significantly  less  profitable  cable  operations. 

Bringing  up  the  rear  are  the  two  companies  in  the  cable 
business.  Time  Inc.'s  Home  Box  Office  has  faced  hard 
times  recently  as  programming  expenses  have  outstripped 
the  growth  of  its  subscriber  base.  Storer  Communications, 
the  only  firm  on  the  list  to  show  a  loss  last  year,  has  also 
had  difficulty  keeping  up  with  expenses.  In  its  case,  depre- 
ciation on  its  installed  base  outstripped  earnings. 

One  worry  ahead:  what  booming  sales  of  videocassette 
recorders  will  do  to  TV  ratings.  Despite  that  cloud,  broad- 
casting is  still  a  wonderful  business.  In  terms  of  long-term 
profitability,  this  industry  ranks  tenth  among  the  42 
groups  in  this  issue.  ■ 
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The  new  Canon T70 makes  the  great  shots simpL 


When  N.H.L.  superstar  Wayne 
Gretzky  shoots  a  goal,  he  does  it  so  as 

well  he  makes  it  look  simple. 

When  Gretzky  shoots  pictures, 
he  uses  the  superstar  SLR— the 
incredible  new  Canon  T70.  with 
automatic  features  so  advanced  it 
makes  the  great  shots  simple. 

The  new  T70  actually  loads 
itself!  A  built-in  power  winder  ad- 
vances the  film  and  rewinds,  too.  You  just  focus-and-shoot  wil 
Electronic  touch-buttons  control  all  three  programmed  modes:  stan- 
f unctions  and  a  bright  LCD  display  dard  program  for  most  subjects, 
provides  a  full  information  readout.    TELE  for  action  and  telephoto 


TELE  for  action  and  telephoto 


shots.  WIDE  for  scenics  and  wide- 
angle  shots.  Shutter-priority  mode 
lets  you  set  speeds  for  total  contn 
over  action,  and  the  optional  Cano 
Speedlite  277T  provides  fully  auto 
matic  flash.  So  you  can  make  reall; 
great  shots  without  giving  up  autt 
matic  convenience. 

The  optional  Command  Back 
70  adds  even  more  incredible  capa 
bilities.  and  the  entire  line  of  over 
fifty  Canon  FD  lenses  can  be  used  J 

Get  the  superstar  SLR.  It 
makes  the  great  shots  simple. 

Canon 
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BUILDERS 


Marketing  costs  are  beginning  to  squeeze  the  earnings  of 
the  nation's  home  builders.  And  that  throws  a  monkey 
wrench  into  what  should  have  been  a  m<y  or  improvement  in 
the  housing  cycle. 


Housing  cycles  aren't  what  they  used  to  be.  Sure, 
new  home  construction  increased  from  1983, 
which  was  an  unexpectedly  good  year.  Interest  rates  are 
down.  Pent-up  demand,  created  by  the  recession  in  1981 
and  1982,  is  still  fueling  the  industry. 

All  this  sounds  great,  and  it  explains  why  sales  of  new 
houses  last  year  were  eight  times  the  level  of  five  years 
ago.  But  home  builders  managed  only  to  equal  their  five- 
year  return  on  equity,  even  though  they  did  reduce  debt. 
While  median  revenues  at  the  eight  firms  in  the  residential 
construction  subgroup  are  up  by  16.1%,  earnings  are  down 
slightly. 

Commercial  builders,  unfortunately,  fared  far  worse. 


Over  the  past  five  years  the  13  firms  in  this  subgroup  have 
been  far  more  profitable  than  their  residential  counter- 
parts. But  that  certainly  wasn't  true  in  1984.  The  median 
return  on  equity  at  the  big  contracting  firms  was  barely 
half  their  five-year  average — a  sorry  9.3%. 

A  closer  look  at  the  Yardstick  reveals  that  times  are 
unusually  tough  for  these  companies.  While  most  of  the 
1,000  rated  in  this  issue  posted  revenue  gains  of  more  than 
10%  last  year,  volume  at  commercial  builders  was  down 
by  nearly  6% .  The  earnings  decline  was  even  steeper:  more 
than  25%. 

The  strong  dollar  is  a  major  factor  in  the  decline.  Nearly 
all  of  these  firms  do  substantial  work  abroad,  and  pay- 
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who  need  t 
picture  need  a  terminc 
can  show  it  to  them." 


-RandVAraskog 
ITT  Chairman,  President,  and  Chief  Executive 
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INTRODUCING  THE 
ITT  9000  SERIES  OF  PRODUCTS. 

With  so  much  computer- generated  data  these 
days,  how  can  anyone  keep  up? 

Fortunately  it's  just  become  a  good  deal  easier. 
Because  now  there's  the  versatile  9000  series  of  data 
terminal  products  from  ITT  Courier. 

This  innovative  new  family  of  products— all  3270- 
compatible— makes  managing  data  a  whole  lot  more 
manageable. 

They  turn  even  the  most  complex  numbers  and 
information  into  easily-followed  business  graphics. 

Take,  for  example,  the  ITT  9236  color  display 
terminal. 

It  lets  you  "paint"  in  any  of  seven  different  colors, 
in  any  part  of  the  screen  you  want.  It  even  gives  you  a 
choice  of  screen  sizes. 

With  little  difficulty  you  can  customize  your  charts, 
graphs,  and  color-coded  tables. 

And  the  9236  lets  you  switch  from  one  application 
to  another  with  a  simple,  single  keystroke.  (It  won't 
lose  your  data  in  the  process,  either.) 

Of  course,  if  you  prefer  a  monochrome  display 
there's  our  versatile  ITT  9230. 

To  say  nothing  of  the  rest  of  our  9000  family:  Our 
ITT  Xtra™  Personal  Computer.  Our  medium  and  high- 
speed printers.  Our  interchangeable  keyboards  and 
keypads.  Our  state-of-the-art  data  controllers.  And 
our  advanced  ITT  software. 

In  addition  to  everything  else,  the  ITT  9000  series 
is  totally  modular.  So  you'll  be  able  to  grow  your  sys- 
tem easily  and  economically  as  your  needs  change 
in  the  future. 

Which  is  worth  remembering-if  you  get  the  picture. 

For  current  news  about  ITT  Corporation,  phone 
toll  free  1-800-DIAL-ITT  for  a  continuously  updated 
message. 


ITT 


©  1985  ITT  Corporation,  320  Park  Avenue,  New  York,  NY  10022 


ments  in  foreign  currency  are  worth  less  as  the  dollar  rises. 
The  currency  differential  also  makes  the  cost  of  new 
contracts  with  U.S.  firms  more  expensive.  At  Fluor,  for 
example,  the  squeeze  is  so  tight  that  management  has 
arranged  sale/leaseback  of  corporate  headquarters  to  help 
reduce  debt.  And  at  Blount  and  Signal,  the  good  numbers 
are  deceptive:  Blount  just  completed  a  major  Saudi  con- 
tract and  now  has  a  thin  backlog;  Signal's  turnaround 
stems  largely  from  its  aerospace  business. 

Several  of  the  other  commercial  builders  serve  special 
markets— with  their  own  special  problems.  CBI,  for  exam- 
ple, was  hurt  by  the  slowdown  in  the  oil  service  industry. 
ENSERCH  builds  power  plants,  another  stalled  business. 
Perini,  meanwhile,  spun  off  its  profitable  real  estate  prop- 
erty to  shareholders,  and  Fischbach's  management  has 
been  tied  up  with  antitrust  litigation. 

When  it  comes  to  new  residential  construction,  one 
problem  affects  nearly  all  builders:  In  much  of  the  country 
there  are  simply  more  houses  than  people  want  to  buy. 

The  Sunbelt  is  a  good  example.  Here  there  is  a  virtual 
glut  in  multifamily  housing,  such  as  apartment  and  condo- 
minium complexes.  In  addition,  builders  like  U.S.  Home 
and  Pulte  used  to  grow  by  knocking  out  the  little  guys  in 
cities  such  as  Houston,  Dallas  and  Atlanta.  Now  they're 
going  head  to  head.  Even  though  this  is  bad  for  business, 
it's  good  for  home  buyers.  Builders  often  subsidize  mort- 
gages and  throw  in  extras  to  move  products. 

Jonathan  Goldfarb,  construction  analyst  for  Merrill 
Lynch,  confirms  what  the  Yardsticks  show.  "In  this  very 
price-sensitive  environment,"  he  explains,  "it  is  hard  to 
raise  prices  to  cover  increased  marketing  costs.  This  has 
greatly  restrained  profitability." 

That's  an  understatement.  Pulte  Home,  the  leader  in  the 
home  building  category  for  the  second  straight  year,  saw 
its  earnings  cut  in  half.  Ryan  Homes,  which  traditionally 
builds  east  of  the  Mississippi,  moved  into  the  hotly  com- 
petitive Houston  market,  and  earnings  fell  24% . 

The  nation's  largest  residential  builder,  U.S.  Home,  also 
had  problems  in  its  native  Texas.  The  company,  which 
averaged  a  14%  return  on  equity  from  1979  to  1983,  lost 


money  last  year.  The  signs  of  trou- 
ble were  apparent  as  early  as  July, 
when  management  auctioned  109 
Houston  homes  to  cut  carrying 
costs.  The  first  53  went  for  $24,000 
to  $100,000,  far  less  than  the  origi- 
nal selling  prices  of  $40,000  to 
$150,000. 

Along  with  Skyline  and  Kauf- 
man &  Broad,  U.S.  Home  has  also  been  hurt  by  intense 
competition  in  manufactured  housing,  the  industry's  term 
for  prefabricated  homes.  Even  though  Fleetwood  seems  to 
be  bucking  this  trend,  don't  be  too  sure.  Most  of  its  current 
gains  stem  from  an  improvement  in  demand  for  recrea- 
tional vehicles,  rather  than  prefab  homes. 

The  outlook  for  1985?  The  National  Association  of 
Home  Builders  thinks  housing  starts  will  fall  about  12% 
and  interest  rates  will  rise  in  1985.  Traditionally,  the  more 
a  mortgage  costs,  the  fewer  new  houses  people  buy. 

But  interest  rates,  which  have  always  been  the  main 
determinant  of  the  pace  of  new  construction,  may  become 
less  significant.  The  growth  of  the  secondary  mortgage 
market,  which  packages  securities  for  sale  to  investors, 
makes  it  easier  to  get  a  home  loan  even  in  tough  times. 

Also,  adjustable-rate  mortgages  now  account  for  60%  of 
all  financing,  and  they  make  selling  a  house  easier  when 
interest  rates  are  high.  In  the  early  years,  the  interest  rate 
on  these  loans  is  usually  below  that  of  fixed-rate  financing. 
Heightened  competition,  meanwhile,  has  builders  often 
absorbing  mortgage  costs,  and  some  state  and  local  govern- 
ments are  also  issuing  tax-free  bonds  and  using  the  pro- 
ceeds to  offer  below-market-rate  mortgages. 

"I'm  not  sure  everybody  appreciates  how  pervasive 
these  new  financing  forms  have  become,"  says  Goldfarb. 
"I  suspect  that  many  outsiders  will  be  surprised  at  how 
few  new  buyers  are  paying  the  full  mortgage  rate  you  see 
quoted  in  the  newspapers." 

All  of  this  may  eliminate  some  of  the  boom  and  bust  ' 
from  the  housing  cycles,  but  it  does  nothing  to  eliminate 
competition.  ■ 
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BUILDING  MATERIALS 


What  is  good  for  the 
economy  is  usually  even 
better  for  construction 
companies  and  the  folks 
who  supply  them.  But 
that  volatility  works  on 
the  downside,  too.  So  if 
the  recovery  fades. . . . 


The  economy  was  growing  rapidly  in  early  1984, 
which  meant  that  business  was  great  for  most  of 
these  companies.  All  but  one  of  the  building  materials 
subgroups  exceeded  both  their  five-year  sales  and  earnings 
averages,  with  the  cement  and  gypsum  and  lumber  compa- 
nies showing  dramatic  gains.  Net  profit  margins  were  up 
slightly  and  debt  fell.  Profitability  was  the  only  weak 
comparison:  The  12-month  median  of  8.9%  is  just  below 
the  long-term  average  of  9.8%. 

The  big  question,  of  course,  is  how  the  group  will  do  this 
year.  There  was  some  good  news  recently  when  the  Com- 
merce Department  reported  that  construction  spending 
rose  in  October  for  the  first  time  since  May.  But  remember 
that  this  is  a  cyclical  industry.  Since  last  year  was  so  good, 
many  economists  doubt  that  builders  will  be  able  to  top  it 
during  the  next  12  months.  Some  highlights  from  1984: 

Other  materials:  H.H.  Robertson,  which  led  the  group  last 
year,  falls  to  fifth  place.  Its  12-month  profitability  is  less 
than  half  its  five-year  average.  Weakness  in  foreign  mar- 
kets is  part  of  its  problem.  Glassmaker  Guardian  Indus- 
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'ringing 
baby  home 
in  the  Peugeot 


She  has  ten  tiny  fingers,  around 
which  she  has  already  wrapped  her 
grandparents.  And  ten  tiny  toes. 

She  has  enough  clothes  to  stock  a 
small  store,  including  eight  pairs  of  little 
knitted  bootees  that  will  never  stay  on. 

Her  face  goes  scarlet  with  anger  if 
there's  any  stalling  at  feeding  time. 

There  is  some  agreement  that  she 
looks  like  her  grandmother  on  her 
mother's  side— although  this  notion 
does  not  sit  well  with  the  other  side  of 
the  family. 

Dad  will  get  up  and  check  her 
fourteen  times  during  her  first  night  at 
home,  each  time  making  a  mental  note 
to  do  something  about  the  creak  in  the 
floorboard. 

She  has  pudgy  cheeks,  fat  little 
knees,  and  almost  no  hair. 

She  is,  they  agree,  the  most  beau- 
tiful baby  anyone  ever  had. 

Oh,  the  responsibility  of  it  all! 


The  505  ST/  s  seats  are  wrapped  in  a  soft,  supple 
leather,  with  the  front  pair  heated  in  the  winter. 
Comfort  of  body,  indeed. 


The  car  they  are  bringing  baby 
home  in  (tucked  snugly  in  her  very 
own  safety  seat)  is  a  Peugeot  505  STI. 
It  is  a  veritable  fortress  of  strength. 
The  occupants  are  cradled  within  a 
body  that  is  welded  in  4,032  places.  The 
body  is  protected  by  21  separate  anti- 
corrosion  measures. 

The  steering  of  the  Peugeot  is  itself 


a  form  of  safety  device.  It  "knows 
to  step  in  and  help  the  driver. . . 
precisely  how  much  help  is  needt 
the  road  is  icy  or  wet,  the  amoun  f| 
power  assistance  is  automatically  t| 
back  so  that  you  retain  the  feel  o 
road  through  your  fingertips. 

The  Peugeot  is  very  much  a 
for  comfort  of  mind. 


t  is  also  a  car  for  comfort  of  body. 
ivishly  equipped  is  the  505  STI 
the  only  way  you  can  spend  more 
«ey  is  if  you  prefer  an  automatic 
Amission. 

Everything  from  air  conditioning  to 
e  control  to  side  mirrors  that  de-ice 
liselves. . .  all  is  standard  equipment. 
5rices  of  Peugeot  sedans  and  station 


wagons — all  available  with  gasoline  or 
turbodiesel  engines— range  from  $1 1,900 
to  $18,330*  Please  call  1-800-447-2882 
in  the  continental  U.S.  for  a  3 2 -page 
color  brochure  and  the  name  of  your 
nearest  Peugeot  dealer. 

*BasedonP.O.E.  manufacturer's  suggested  retail  prices. 
Actual  prices  may  vary  by  dealer.  Destination  charges, 
taxes,  dealer  preparation,  if  any,  and  license  fees  are  extra. 


)198q,  Peugeot  Morors  of  America,  Inc. 


One  system  best 
supports  the  electronic  office. 


UniGroup®  by  Haworth.  UniGroup's 
UniTek™  Electronic  Support  componentry  in- 
cludes Adjustable  Keyboard  Pads  that  fit  any 
standard  or  UniTek  work  surface  or  table,  mov- 
ing in-out,  side-to-side,  swiveling  back  and 
forth  or  tucking  away  from  view.  And 
UniTek  panel-mounted,  freestanding,  g 
mobile,  and  carousel  designs  fit  any 
imaginable  work  situation. 


All  are  supported  by  three,  separate  i 
trical  circuits  in  one,  versatile  powered-  i 
system— THCircuit  ERA-1® .  All  are  part  o  I 
comprehensive  systems  approach  to  the  I 
environment.  The  best  solution  f  1 
m     electronic  office.  UniGroup 

Send  for  the  "UniTek  Ele  ol 

Support  Package"  today:  Haworth  Inc  Q 

Haworth  Center,  Holland,  MI  49423  U.  S.  A   I 


HAWORTH 


OFFICE  INTERIOR  SYSTEMS 


tries,  new  to  the  top  of  the  list,  also  had  troubles:  Its  sales 
grew  almost  twice  as  fast  as  earnings,  and  return  on  equity 
was  well  below  long-term  levels.  American  Standard, 
meanwhile,  acquired  Trane  Co.,  which  makes  its  12- 
month  earnings  and  sales  growth  look  impressive.  Earn- 
ings were  also  boosted  as  a  result  of  American  Standard's 
decision  to  sell  off  its  moneylosing  construction  and  min- 
ing equipment  division. 

Lumber:  Weyerhaeuser  and  Willamette  Industries 
switched  places  for  first  and  second  in  the  Yardsticks. 
Weyerhaeuser  moved  up  primarily  on  the  strength  of  its 
pulp,  paper  and  packaging  products.  Boise  Cascade  also 
showed  substantial  gains.  Its  earnings  through  June  were 
more  than  double  the  results  for  the  first  six  months  of 
1983.  Significant  improvement  at  the  company's  paper 
group  was  the  main  reason  for  the  gain. 


Cement  and  gypsum:  U.S.  Gyp- 
sum, Moore  McCormack  and  Na- 
tional Gypsum  finished  one,  two 
and  three,  respectively — the  same 
order  as  last  year.  U.S.  Gypsum, 
which  receives  about  a  third  of  its 
sales  from  new  home  construction, 
was  helped  by  the  housing  boom. 
Lone  Star  Industries,  the  largest 
U.S.  producer  of  cement,  concrete,  sand  and  gravel,  moved 
from  last  place  to  fourth,  primarily  because  of  increased 
residential  construction  and  price  rises. 

Equipment:  Elevator  maker  Dover  Corp.  leads  for  the 
fifth  consecutive  year  and  shows  no  signs  of  slowing  down. 
Its  12-month  sales  and  earnings  top  its  five-year  averages, 
and  net  profit  margins  increased  slightly.  ■ 
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CHEMICALS 

For  the  second  year  in  a  row,  these  companies 
followed  a  well-mixed  formula  for  recovery.  Now 
operating  earnings  are  up  40%,  but  it  may  take  a 
magic  potion  to  keep  the  growth  from  slowing. 


How  to  characterize  the  industry's  1984?  Robert 
Powell,  chairman  of  Reichhold  Chemicals,  sums 
up  the  year  best:  "It  was  a  better  year  than  1983,  but 
certainly  not  one  that  everyone  is  boasting  about." 

So  true.  Chemicals  rank  25th  among  the  42  Yardsticks, 
with  median  five-year  return  on  equity  of  14.1%.  In  the 
past  12  months  the  group  couldn't  match  that  perfor- 
mance. Profitability  fell  to  13%  and  seems  part  of  a 
broader  trend.  Back  in  1979  the  chemical  industry  ranked 
9th  among  all  groups  in  terms  of  long-term  profitability. 

Nonetheless,  most  chemical  industry  executives,  like 
Powell,  viewed  1984  as  a  good  year,  even  if  they  aren't 


bragging.  Only  10  of  the  45  U.S.  chemical  producers  in  our 
roster  failed  to  post  gains  in  earnings  per  share  in  the  past 
year.  Among  diversified  companies,  those  increases  aver- 
aged 45.9%.  Specialized  chemicals,  meantime,  average  a 
23.7%  median  rise  in  earnings  per  share. 

Allied  Corp.'s  appearance  as  the  profitability  leader  de- 
serves some  explanation.  In  1979  Allied  issued  preferred 
stock  with  a  mandatory  liquidation  so  big  that  the  com- 
pany's equity  base  was  virtually  wiped  out,  according  to 
Forbes'  strict  definitions.  All  this  caused  the  firm's  return 
to  rise  artificially.  On  a  12-month  basis  Allied  is  one  of  the 
industry's  weakest  performers. 
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XRowe  Price 


Coldwell  Banker 


real  estate 

within  reach. 


Introducing  The  T.  Rowe  Price  Realty  Income  Fund  I, 

A  No-Load  Limited  Partnership. 

$5,000  minimum  investment— $2, 000  for  IRAs. 


T.  Rowe  Price  and  Coldwell  Banker 
introduce  The  T.  Rowe  Price  Realty  Income 
Fund  I,  A  No-Load  Limited  Partnership. 

The  Fund  will  invest  in  a  diversified 
portfolio  of  income-producing  commercial 
real  estate  purchased  on  an  all-cash  basis. 

If  you  think  you  may  be  interested  in 
this  $100,000,000  offering,  you  should  write 
or  call  for  complete  information  and  a  Pro- 
spectus. Simply  return  the  coupon  or  call 
our  Investment  Service  Specialists  toll  free: 
1-800-638-5660. 


coLouieu. 

BANK0RD 


Mail  to: 

T.  Rowe  Price,  100  East  Pratt  St.,  Baltimore,  MD  21202 

Please  send  my  free  Realty  Income  Fund  I  information  kit 
and  Prospectus  with  complete  details.  I  will  read  it  care- 
fully before  I  invest  or  send  money. 


Name 


Address 


City 
( ) 


State 


Zip  RF129 

.  □  Home  D  Business 


Phone 


TRowefriceBL 

Invest  With  Confidence  'WtJmh 


This  does  not  constitute  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  security.  The  offer  can  be  made  only  by  the  Prospectus,  which  has  been  filed  with  the  Bureau  of  Securities, 
Department  of  ;_aw  and  Public  Safety  of  the  State  of  New  Jersey  and  the  Department  of  Law  of  the  State  of  New  York.  Neither  the  Bureau  of  Securities  of  the  State  of  New  Jersey  nor  the 
Attorney  General  of  the  State  of  New  York  has  passed  on  or  endorsed  the  merits  of  this  offering.  T  Rowe  Price  Investment  Services,  Inc.,  Distributor, 


T.  Rowe  Price  real  estate  fund:  call  1-800-6385660. 


Overall,  the  industry's  operating  earnings  last  year 
climbed  40%,  according  to  William  Young,  who  follows 
chemicals  for  Dean  Witter  Reynolds.  Little  of  that  came  by 
way  of  price  increases,  which  averaged  about  2%  during 
the  year.  Most  of  the  rise  in  earnings  was  fueled  by  volume 
growth.  "Revenues  grew  much  more  than  fixed  costs,  so 
margins  improved  considerably,"  says  Young. 

The  continued  strength  of  the  dollar  has  taken  the 
oomph  out  of  many  chemical  makers  with  multinational 
operations.  "The  dollar  really  began  to  bite  into  the  indus- 
try's profitability  in  the  third  quarter,"  says  A.  Nicholas 
Filippello,  Monsanto's  chief  economist.  "Profits  on  ex- 
ports have  diminished  substantially,  and  imports  have  just 
been  exploding."  If  the  long-awaited  drop  in  the  value  of 
the  dollar  occurs  this  year,  it  could  significantly  brighten 
the  outlook  for  chemical  manufacturers  in  1985.  "A  10% 
drop  in  the  dollar  would  make  U.S.  chemical  producers 
much  more  competitive,"  says  James  Wiborg,  chairman  of 
Univar  Corp.,  a  major  chemical  distributor. 

More  threatening,  of  course,  is  the  devastating  industri- 
al accident  at  Union  Carbide's  plant  in  Bhopal,  India.  By 
year's  end  Union  Carbide  was  facing  a  barrage  of  lawsuits 
seeking  damages  far  in  excess  of  its  net  worth.  This  is 


forcing  chemical  industry  execu- 
tives, worried  that  the  accident 
may  spur  a  new  wave  of  tougher 
environmental  rules,  to  rethink 
their  international  commitments. 

A  major  trend  in  the  industry  is  a 
shift  from  basic  commodity 
chemicals  to  specialty  value-added 
products.  It's  hard  to  find  a  chief 
executive  in  the  industry  who  doesn't  talk  about  moving 
toward  "specialty"  chemicals.  Says  Alexander  Giacco, 
Hercules'  chairman:  "Specialty  product  is  now  a  generic 
term.  If  you're  a  me-too  in  the  specialty  chemical  area, 
you'll  have  trouble  making  money  there,  too.  What  makes 
a  profitable  product  is  being  the  market  leader." 

As  for  the  future,  Dean  Witter's  Young  thinks  chemical   I 
makers  will  have  a  tough  time  beating  last  year's  earnings 
increase.  He's  predicting  operating  profits  will  rise  20%  in  ' 
1985.  "We  expect  raw  materials  to  be  flat  or  slightly  down  ■ 
due  to  overcapacity,"  says  Vincent  Gregory,  chairman  of 
Rohm  and  Haas.  "Our  overall  performance  will  depend  on 
the  economy  for  volume  growth  and  our  ability  to  pass  on 
inflationary  costs  through  price  increases."  ■ 


Chemicals 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return 

on  equity 

Sales 

Earnings  per  share 

1 

%in 

latest 

debt/ 

net 

latest 

latest 

— segment — 

5-year        12 

equity 

profit 

5-year 

12 

5-year 

12 

Company 

sales/profits 

rank 

average      months 

ratio 

margin 

rank 

average 

months 

rank 

average 

months 

predictal 

Specialized 

Freeport-McMoran 

56/  47 

1 

24.4%         12.5% 

0.4 

11.9% 

1 

19.6% 

6.4% 

4 

10.0% 

67.1% 

very  I 

Nalco  Chemical 

2 

24.2            21.7 

0.1 

10.8 

13 

6.0 

8.1 

5 

8.3 

23.7 

lowv 

Cabot 

29/  26 

3 

21.5             14.4 

0.4 

4.1 

2 

15.7 

12.5 

7 

4.7 

51.0 

very  1 

Intl  Flavors 

4 

21.4            19.9 

0.0 

14.8 

16 

4.2 

2.6 

8 

3.3 

3.3 

higlf 

Morton  Thiokol 

50/  57 

5 

20.5             19.4 

0.2 

5.5 

3 

13.7 

13.3 

1 

19.8 

23.6 

avera 

Lubnzol 

6 

20.4             14.2 

0.1 

8.1 

14 

5.1 

6.8 

17 

-8.4 

31.5 

lov 

Vulcan  Materials 

31/  16 

7 

19.2            17.2 

0.2 

6.6 

19 

3.1 

26.8 

13 

-0.1 

78.3 

very  1 

Universal  Leaf 

35/  20 

8 

19.0            19.3 

0.1 

3.8 

12 

6.0 

5.3 

2 

12.7 

17.9 

very  J 

Dexter 

47/  40 

9 

17.1             15.1 

0.4 

4.9 

10 

7.4 

15.1 

9 

3.1 

1.7 

aver.-rl 

Big  Three  Inds 

43/  67 

10 

17.0              8.4 

0.3 

6.8 

6 

11. 1 

13.4 

12 

0.0 

4.2 

very 

Air  Products 

11 

17.0             13.4 

0.4 

6.7 

8 

9.2 

6.7 

6 

4.8 

31.1 

loi! 

Witco  Chemical 

12 

16.3            18.6 

0.4 

3.8 

5 

12.3 

11.8 

11 

0.9 

37.3 

very  - 

Sun  Chemical 

61/  60 

13 

15.7              7.0 

0.8 

1.3 

4 

13.4 

19.3 

19 

-29.3 

-25.8 

aver 

W  R  Grace 

44/  62 

14 

15.4              8.9 

0.6 

2.6 

11 

7.0 

9.9 

14 

-0.6 

23.5 

very  >1 

Intl  Minerals 

70/  83 

15 

15.1               8.8 

0.4 

5.3 

21 

1.8 

8.3 

15 

-4.0 

5.0 

very  1 

NL  Industries 

33/NM 

16 

14.7              0.9 

0.4 

def 

23 

-2.2 

-10.0 

NM 

DP 

Nl  1 

Ethyl 

47/NA 

17 

14.6            14.6 

0.3 

6.1 

20 

2.8 

3.8 

10 

2.5 

31.3 

aver    I 

Liquid  Air 

84/104 

18 

14.1              9.7 

0.5 

5.2 

9 

8.0 

7.4 

16 

-5.7 

10.0 

1     1 

Ferro 

19 

11.8             10.6 

0.3 

3.1 

17 

3.4 

12.0 

18 

-11.7 

28.9 

a  vei'  1 

Williams  Cos 

34/  58 

20 

9.7             14.3 

1.5 

2.5 

15 

4.5 

228.1 

3 

12.0 

500.0  + 

veryM 

Koppers 

35/     8 

21 

5.8              5.6 

0.4 

1.6 

22 

-1.2 

19.9 

NM 

DP 

N 

B  F  Goodrich 

35/  36 

22 

4.5              6.3 

0.6 

0.6 

18 

3.2 

11.4 

NM 

D-P 

N 

Uniroyal 

29/  40 

23 

0.2             15.0 

0.5 

2.6 

25 

-6.3 

12.2 

NM 

194.0 

N 

Gulf  Resources 

42/  33 

24 

def            19.1 

2.2 

3.3 

24 

-4.6 

6.2 

NM 

169.7 

N 

GAF 

46/115 

25 

def             def 

0.5 

def 

26 

-11.0 

8.9 

NM 

D-D 

Nl 

Inspiration  Res 

31/DD 

26 

def             def 

0.7 

def 

7 

9.2 

12.3 

NM 

D-D 

N, 

Medians 

15.6            13.8 

0.4 

3.9 

5.5 

10.7 

-0.4 

23.7 

Industry  medians 

14.1             13.0 

0.4 

3.8 

4.5 

10.1 

-3.7 

31.3 

All-industry  medians 

15.1             13.4 

0.4 

3.7 

10.2 

11.5 

-0.6 

15.8 

DD:  Segment  deficit,  t 

>tal  deficit  DP:  Segi 

nent  deficit, 

total  profit.  PD:  Segment 

profit,  total  d 

eficit  E:  Estin 

lated  D-D 

Deficit  to  deficit.  D-P:  De 

ficit  to  profit.  P-D  Profit 

to  deficit,  de 

:  Deficit. :  1 

available  NE:  Negative 

equity  NM:  Not  me; 

ningful  For 

further  explanation,  see  p 

46. 

Sow 

es  Media  General  Financial  Sendees, 

Inc.,  For, 

120 

FORBES,  (ANUAR'i 

14,  19  || 

■■■■■_■■■■■■■■■■ 

COAL 


Labor  relations  is  buffeting  these  companies  in  an  unusual 
way.  Business  was  great  at  the  beginning  of  1984.  And  that's 
why  it  may  be  lousy  during  the  first  part  of  this  year. 


The  coal  industry  signed  a  new  labor  contract  with- 
out a  strike  last  year,  for  the  first  time  since  1964. 
'idustry  executives  say  United  Mine  Workers  President 
dchard  Trumka's  realistic  negotiating  style  minimized 
onflicts.  And  even  though  bargaining  was  tough,  both 
ides  now  seem  pleased  with  the  outcome. 
.  Customers'  memories  are  long,  however,  and  that  ex- 
;lains  the  industry's  current  predicament.  The  strike 
hreat  skewed  sales  figures  for  most  of  last  year.  While  coal 
onsumption  rose  6%  in  1984,  production  jumped  12%. 
low  come?  Users  stockpiled  coal  in  anticipation  of  labor 
rouble  that  never  came. 

After  the  Sept.  30  strike  deadline,  demand  softened 
.ramatically.  Now  customers  will  be  living  off  inventory 
arough  spring.  Consequently,  last  year's  record  produc- 
lon  of  874  million  tons  probably  won't  be  matched  in 
985.  Expect  earnings  and  stock  prices  to  fall  as  well. 
Still,  1984  is  a  year  to  remember.  The  industry's  median 
turn  on  equity  was  nearly  40%  above  its  long-term 
verage.  Median  earnings  were  up  66%,  and  net  margins 
)r  the  group  increased  as  well. 


These  strong  numbers  would  have  been  even  stronger 
were  it  not  for  trouble  at  two  diversified  firms.  Kaneb 
Services,  which  is  new  to  the  Yardsticks,  shows  a  deficit 
on  return  on  equity  and  earnings  per  share  for  1984.  But 
don't  blame  coal.  The  poor  performance  was  at  the  com- 
pany's oil  services  division. 

At  Pittston  the  trouble  was  more  widespread.  Tough 
competition  hurt  its  air  freight  and  security  businesses. 
And  the  company  produces  mostly  metallurgical  coal, 
which  is  used  by  steelmakers,  as  opposed  to  steam  coal, 
which  is  used  to  make  electricity.  Thus  the  steel  indus- 
try's problems  also  hurt  Pittston. 

Highly  leveraged  North  American  Coal  leads  the  indus- 
try in  profitability  over  the  last  12  months.  The  company 
topped  its  five-year  average  of  earnings  per  share  by  a 
whopping  76  percentage  points. 

Eastern  Gas  &  Fuel  and  Westmoreland  Coal,  meanwhile, 
had  moderate  but  respectable  sales  gains.  Gulf  Resources 
reported  the  industry's  best  earnings  growth.  And  even 
though  it  finished  last,  the  company  enjoyed  a  solid  recov- 
ery. Its  earnings  were  up  170%  from  1983.  ■ 
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COMPUTERS 


In  1984  most  computer  firms 
beat  their  five-year  profitability 
averages  handily.  But  several 
companies  didn't.  Most  of  them  ran 
headlong  into  IBM. 


Lots  of  things  went  right  in  the  computer  busi- 
ness last  year.  A  year  ago  the  group's  median  five- 
year  average  return  on  equity  was  15.1%.  Now  it  is  up  to 
1 7.4% .  The  last  time  we  tallied  the  numbers,  these  compa- 
nies ranked  23rd  among  the  42  Forbes  industry  groups  in 
terms  of  long-term  profitability.  Now  the  computer  indus- 
try has  moved  up  to  ninth  place. 

But  the  world  isn't  perfect.  Last  year  few  of  these  firms 
kept  pace  with  their  five-year  performances.  The  median 
for  the  latest  12-month  return  on  equity  is  12.9%.  That  is 
considerably  below  the  long-term  average  of  17.4%. 

The  strong  dollar  hurt  foreign  sales  as  well  as  earnings 
from  offshore  subsidiaries.  But  a  far  greater  factor  on 


bottom  lines  is  IBM's  new  aggressiveness  in  nearly  every 
area  of  the  market — from  micros  to  mainframes.  IBM's 
sales  were  up  15.6%  over  the  latest  12  months,  and  its  12- 
month  profitability  is  higher  than  its  five-year  average, 
profitability.  These  are  phenomenal  achievements  for  a 
company  with  annual  sales  of  $40  billion. 

Mostly  because  of  stellar  performance  in  earlier  periods, 
relative  upstart  Apple  Computer  once  more  tops  our  five- 
year  profitability  rankings.  Its  latest  12-month  sales  weret 
up  54.2%,  but  earnings  fell  18%  because  of  capital  andc 
advertising  expenses  associated  with  launching  the  Mac- 
intosh and  Apple  lie.  In  1979  Apple's  sales  were  $47.9; 
million.  In  fiscal  1984  they  exceeded  $1  billion  for  the  first 
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he  more  you  have  to  insure,  the  more  you  need  Chubb. 


m  /* 


v* 


^** 


How  Chubb  replaces 
the  irreplaceable. 

Many  insurance  companies  offer 
what  they  call  replacement  value 
policies.  But  the  policies  usually 
contain  loopholes  like  "up  to  four 
times  actual  cash  value','  which 
mean  that  you  could  end  up  with 
only  a  fraction  of  what  it  really 
costs  to  replace  what  you've  lost. 
Chubb  is  different.  When  we 
insure  your  home  and  its  contents 
for  replacement  value,  you're 
covered  for  exactly  that -the  full 
price  of  a  new  dining  room  table, 
the  true  cost  of  replacing  a  par- 
quet floor.  And  unlike  most  other 
companies,  we  pay  whether  or  not 
you  actually  replace  the  item. 

Chubb  works  this  way  because 
Chubb  is  a  special  insurance 
company.  For  nearly  a  century, 
we've  been  America's  foremost 
insurer  of  outstanding  homes  and 
the  belongings  they  contain. 

The  more  you  have  to  insure, 
the  more  you  need  Chubb. 

Phone  Chubb  at  800-922-0533 
for  a  complimentary 
brochure  and  the 
name  of  your  local 
independent  agent 
or  broker. 


CHUBB 


The  Chubb  Group  of  Insurance  Companies 

is  proud  to  participate  in  "American  Playhouse"' 

Watch  for  it  on  PBS. 


Both  Apple  and  IBM  want 
to  be  the  low-cost 
producer  of 

microcomputer  systems. 
That  puts  pressure  on 
the  smaller  competitors. 


time.  This  year  Apple  could  hit  $2  billion. 

A  range  of  problems,  meanwhile,  drove  former  star 
Storage  Technology  into  reorganization.  There  were  costly 
delays  in  shipping  its  8380  disk  drive,  created  to  compete 
with  the  IBM  3380.  And  sales  of  older  Storage  products 
eroded  faster  than  expected  when  IBM  started  shipping  its 
new  3380  disk  drive  in  volume.  Caught  in  the  midst  of 
delays  and  rising  costs  and  with  more  funds  needed  to 
finance  research  on  optical  storage,  the  company  was  also 
forced  to  end  its  ambitious  attempt  to  develop  a  main- 
frame computer. 

Another  troubled  company,  Gene  Amdahl's  Trilogy  Sys- 
tems, hurt  two  bigger  firms  in  the  Yardstick.  Sperry  shows 
a  3.5%  increase  in  sales  and  a  63.1%  jump  in  earnings  over 
the  latest  12  months.  Those  results  would  be  better  if 
Sperry  hadn't  had  to  write  off  its  13%  stake  in  Trilogy, 
which  failed  in  an  attempt  to  develop  large-scale  micro- 
chip circuits.  Digital  Equipment  also  posted  a  fat  earnings 


gain.  But  it,  too,  would  have  done  better  without  Trilogy. 
The  company  wrote  off  the  value  of  its  Trilogy  invest- 
ment, a  total  of  $20.4  million. 

Both  Datapoint  and  Data  General  posted  12-month 
earnings  gains  of  over  200% .  But  these  large  numbers  can 
be  deceptive.  Note  that  each  of  these  companies  has  a 
negative  five-year  earnings  growth  rate.  That  means  prof- 
its have  been  trending  down,  not  up.  So  the  current  fat 
gains  come  from  depressed  results  in  1983. 

Troubles  at  Comdisco  and  Control  Data  deserve  special 
mention.  Comdisco  is  primarily  a  leasing  company.  Last 
year  outsiders  questioned  the  accounting  in  some  of  its  tax 
shelters,  and  sales  dropped  sharply.  At  Control  Data,  on 
the  other  hand,  the  decline  stems  primarily  from  losses 
related  to  its  exit  from  the  IBM  plug-compatible  market. 

The  shakeout  in  personal  computers  continues.  Last 
year  saw  the  demise  of  independent  brands  like  Franklin 
and  Gavilan,  while  former  stars  such  as  Eagle  and  Colum- 
bia fell  on  hard  times.  At  the  same  time,  giants  AT&T  and 
ITT  entered  the  fray. 

These  companies  and  other  late  arrivals  in  the  micro- 
computer field — firms  like  Wang,  Hewlett-Packard,  Digi- 
tal Equipment,  NCR,  Data  General  and  Sperry — could 
ultimately  benefit  from  the  shakeout  of  smaller  undercap- 
italized firms.  With  the  name  recognition  of  the  majors 
and  their  installed  base  of  mainframes,  minis  and  word 
processors,  these  companies  should  be  able  to  capture  a 
portion  of  the  market. 

Both  Apple  and  IBM  are  dedicated  to  becoming  the  low- 
cost  producers  of  their  respective  microcomputer  systems. 
That  puts  pressure  on  competitors  with  smaller  market 
shares:  Either  they  must  contract  out  much  of  their  manu- 
facturing or  they  must  become  distributors  for  equipment 
manufactured  offshore. 

AT&T  went  to  an  outsider — Olivetti — for  its  IBM-com- 
patible microcomputer.  Meanwhile,  importers  Epson  and 
Panasonic  traded  on  their  name  recognition  in  consumer 
electronics  and  office  equipment  to  make  inroads  in  the 
U.S.  market. 

As  this  fast-changing  industry  evolves,  two  trends  stand, 
out.  Nearly  every  domestic  manufacturer  rises  or  falls 
according  to  its  relationship  with  IBM.  And  IBM  increas- 
ingly will  rise  or  fall  depending  on  its  ability  to  outma- 
neuver  the  Japanese.  ■ 
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BD-8812. 
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In  Touch  with  Tomorrow 

TOSHIBA 


At  40  copies  a  minute,  the  new 
BD-8812  is  at  least  1/3  faster  than  any 
copier  Toshiba's  ever  introduced.  Yet 
for  all  its  speed,  the  new  Toshiba 
BD-8812  still  comes  with  quality  and 
features  a  lot  of  other  compact  copiers 
can't  approach. 

THINKS  FAST. 

The  Toshiba  BD-8812  comes  with  the 
brains  to  get  the  job  done— smarter 
and  faster.  An  advanced  micro- 
processor that  automatically  regulates 
both  exposure  and  toner  density  for 
perfect  copies.  And  even  looks  after 
28  of  its  own  vital  machine  functions, 
so  you  won't  have  to. 

FAST  FEATURES. 

You  also  get  a  lot  of  features  designed 
to  speed  up  the  whole  process.  Like 
an  automatic  document  feeder.  Push- 
button zoom  enlargement  and  reduc- 
tion. Full  edge-to-edge  copying — with 
no  voids  or  blank  margins.  Single- 
sheet  bypass  that  lets  you  copy  on 
any  size  paper  from  11"  x  17"  down  to 
post  cards.  There's  even  an  optional 
20-bin  sorter  to  speed  up  large  collat- 
ing jobs.  And  a  large  capacity  feeder 
to  maintain  your  paper  supply. 

GET  A  FAST 
INTRODUCTION. 

Call  your  Toshiba  dealer  for  a  free 
demonstration  of  the  new  Toshiba 
BD-8812  copier.  But  do  it  soon.  Once 
word  gets  out  on  the  BD-8812,  we 
think  they're  going  to  move.  Faster 
than  ever. 

Toshiba  Copiers. 
Quality  in.  Quality  out. 

For  information  on  the  BD-8812,  fill  out 
the  coupon,  or  call  1-800-457-7777, 
Operator  20. 

NAME 

COMPANY 


ADDRESS 


CITY/STATE/ZIP 


PHONE 


F-l/14 


Send  to:  Toshiba  America,  Inc.,  Copier  Products  Division, 
2441  Michelle  Drive,  Tustin,  CA  92680 


CONSUMER 
PRODUCTS 

Many  of  these 
companies  are 
eiyoying  a  hefty  boost 
from  the  resurgent 
economy.  But  several 
also  got  hit  by  heavier 
than  usual 
competition. 


Most  consumer  products  com- 
panies are  ringing  up  handsome 
gains,  and  the  economic  recovery 
gets  the  credit.  A  lot  of  people  put 
off  buying  appliances  and  house- 
hold goods  during  the  recession. 
But  last  year  they  made  up  for  lost 
time.  The  makers  of  personal  care 
products  also  benefited,  although 
they  were  more  likely  to  be  penalized  by  costly  new 
product  launches  and  battles  for  market  share. 

With  a  median  five-year  profitability  of  13.4%,  these 
firms  rank  29th  among  the  42  industry  groups.  That's  not 
exceptional,  but  during  the  most  recent  12  months  these 
companies  show  a  median  profitability  of  15.6%. 

Within  the  subgroups,  the  picture  wasn't  always  this 
rosy,  however.  Last  year  personal  products  firms  posted  a 
median  return  on  equity  of  only  15.1%;  that  is  3.4  percent- 
age points  below  their  five-year  average.  But  the  reverse 
was  true  for  appliance  manufacturers.  These  16  firms 
outperformed  their  five-year  averages  by  about  75%. 

Competition  caused  trouble  in  personal  products.  Mar- 
ket share  battles  kept  margins  down  at  Chesebrough- 
Pond's  and  Procter  &  Gamble.  Even  Shaklee,  which  leads 
with  a  26%  five-year  return  on  equity,  fell  well  below  that 
mark  last  year.  As  a  direct  marketer,  it  has  difficulty 
recruiting  salesmen  when  the  economy  is  strong. 

Among  household  products,  only  Clorox  and  Economics 
Laboratory  beat  their  five-year  profitability  averages.  But 
American  Home  Products — with  roughly  $5  billion  in 
revenues — came  close.  It  ranks  33rd  among  the  1,000 
companies  in  this  issue,  with  a  five-year  return  on  equity 
of  34%.  American  Home's  most  profitable  operations  are 
in  its  health  care  and  ethical  drug  divisions.  But  as  the 
profit  percentages  indicate,  products  like  Woolite  and 
Easy-Off  oven  cleaner  clearly  hold  their  own. 

Again,  Maytag  leads  in  appliances.  Its  profitability 
jumped  to  28.3%  during  the  last  four  quarters.  But  Magic 
Chef  is  moving  up:  Although  eighth  in  terms  of  five-year 
figures,  it's  fourth  in  latest  12-month  performance. 
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Several  firms  that  make  small  appliances  and  lawn 
equipment  posted  impressive  gains  last  year,  too.  At  Roper 
return  on  equity  is  better  than  twice  its  five-year  average. 
And  Black  &.  Decker,  with  a  boost  from  its  recent  acquisi- 
tion of  General  Electric's  small  appliance  division,  logged 
a  hearty  12-month  earnings  growth  rate  of  91.2%.  Even 
Toro  worked  down  its  snowblower  inventory  well  enough 
to  report  3%  net  margins. 

Singer  and  Allegheny  International  remain  among  the 
most  leveraged  appliance  firms,  with  debt-to-equity  ratios 
of  0.8.  Even  so,  Singer  earned  12.9%  on  its  equity  last  year; 
that's  quite  an  improvement  from  its  negative  five-year 


average,  even  though  its  defense  business  gets  most  of  the 
credit.  But  at  Allegheny,  which  picked  up  much  of  its  debt 
by  acquiring  Sunbeam  in  1981,  the  trend  is  in  the  opposite 
direction.  Its  profitability  dipped  from  a  five-year  average 
of  12.1%  to  only  8%  for  the  latest  12  months. 

The  least  profitable  consumer  product  group  is  home 
furnishings.  These  seven  companies  have  a  median  five- 
year  average  return  on  equity  of  only  9.5%,  a  figure  that 
fell  to  6.6%  during  the  latest  12  months.  Still,  West  Point- 
Pepperell  has  an  impressive  all-round  performance.  And 
Springs  Industries  and  Mohasco  managed  to  best  their 
five-year  averages.  ■ 
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lcter&  Gamble         36/  51 
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4 
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NM 
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6 
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-5.5 
15.9 
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-4.9 
10.3 
22.8 
-3.6 
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8.9 
9.2 

13 

8 

12 
9 

-10.5 

7.2 

-5.7 
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15.1             13.4 
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DIVERSIFIED 
COMPANIES 

Does  it  make  sense  to  diversify?  If  it  does, 
the  median  profitability  of  these  41  firms  ought  to 
exceed  the  all-industry  median  at  the  bottom  of  the 
opposite  page.  Unfortunately,  that's  not  the  case. 


One  of  these  41  companies  is  involved  in  nearly 
every  segment  of  the  economy.  That's  what  makes 
analyzing  this  Yardstick  so  difficult.  These  are  firms  that 
have,  over  the  years,  diversified  so  thoroughly  that  many 
of  them  represent  four  or  five  industry  groups.  Most  of 
these  companies  also  appear  elsewhere  in  this  issue. 
Because  of  this,  comparing  one  company  with  another 


can  often  be  a  futile  exercise.  There's  simply  no  rational 
way  to  evaluate  results  at  American  Brands  in  light  of 
those  at  General  Electric.  Indeed,  this  very  complexity 
sometimes  keeps  the  stock  prices  of  these  companies 
down.  They  don't  fit  neatly  into  any  industry  group,  which 
makes  many  Wall  Street  analysts  throw  up  their  hands. 
Complexity,  however,  may  not  be  the  only  reason  the 


Diversified  companies 

Yardsticks  of  management  performance 

Profitability 
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Return  on  equity 
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Earnings  per  share 
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latest 
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-4.3 
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2 
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analysts  despair.  In  theory,  diversified  companies  ought  to 
beat  the  all-industry  medians — if  they  don't,  what's  the 
reason  for  diversification  in  the  first  place?  But  for  the 
latest  12  months,  the  all-industry  return  on  equity  of 
13.4%  topped  both  conglomerates,  at  11.8%,  and  multi- 
companies,  at  10.4%.  The  conglomerates  fared  better  over 
the  long  haul,  returning  16  1%,  vs.  the  all-industry  median 
of  15.1%.  The  multicompanies  weren't  so  lucky,  bringing 
in  only  13.1%. 

Still,  there  are  several  interesting  ways  to  explore  these 
numbers.  A  quick  evaluation  of  the  relative  performance 
of  the  two  subgroups  is  unusually  revealing. 

Generally  speaking,  multicompanies  in  this  Forbes 
Yardstick  are  those  firms  that  are  heavily  diversified.  But 
they  tend  to  move  into  a  variety  of  fields  gradually,  and 
without  splashy  takeovers.  A  classic  example  is  3M. 

On  the  other  hand,  conglomerates  tend  to  be  businesses 
that  more  actively  ply  the  takeover  path.  Often,  these  are 
newer  firms,  since  the  philosophy  of  buying  your  way  into 
diversification  didn't  really  catch  on  until  the  Sixties.  Gulf 
&  Western  is  a  typical  example. 

But  now  look  at  the  numbers.  In  1984  the  conglomerates 
earned  a  median  return  on  equity  that  barely  beat  the 
multicompanies.  But  the  contrast  between  the  two  groups 
is  even  stronger  over  the  five-year  period.  Conglomerates 
earned  a  return  on  equity  that  bettered  that  of  multicom- 
panies by  three  full  percentage  points. 


What  does  this  mean?  It  might  be  that  active  conglomer- 
ators  are  more  inclined  to  scrutinize  the  businesses  they 
are  in — not  only  acquiring  but  pruning  and  cutting  divi- 
sions that  don't  look  promising.  This  is  the  kind  of  man- 
agement that  ought  to  improve  long-term  profitability. 

Conglomerates  did  more  than  merely  win  over  the  long 
haul.  Their  median  return  on  equity  over  the  12  months 
covered  was  notably  better  than  it  was  for  last  year,  climb- 
ing from  9.7%  in  1983  to  11.8%  in  1984.  Multicompanies, 
on  the  other  hand,  picked  up  somewhat  less,  from  a  9.7% 
return  in  1983  to  a  10.4%  return  last  year. 

Still,  all  was  not  rosy  with  conglomerates.  Allied  Corp.'s 
earnings  dropped  by  78.2%  in  the  12-month  period,  which 
pulled  its  return  on  equity  down,  from  35.4%  over  the  last 
five  years  to  2.7%  in  the  12-month  span.  Even  though 
profits  were  up  at  Teledyne,  its  return  fell  from  a  long- 
term  average  of  25.8%  to  12%,  and  Litton  Industries 
suffered  a  similar  drop  in  return,  from  25.5%  over  the  five 
years  to  17.4%  for  last  year. 

When  you  turn  to  those  firms  listed  under  multicompa- 
nies, the  return  over  the  latest  12  months,  10.4%,  actually 
climbed  slightly  from  last  year's  return  of  9.7%,  although 
it  did  fall  from  the  five-year  return,  13.1%.  And  even 
though  Martin  Marietta  lost  money  during  the  12-month 
period,  a  number  of  other  top  multicompanies  did  quite 
nicely  compared  with  last  year.  3M,  for  example,  increased 
its  return  from  18.5%  last  year  to  19.7%  in  1984.  ■ 
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Cash  or  charge?  Credit  cards  have  changed 
the  world's  way  of  shopping— -whether  it's  buy- 
ing a  great  vacation  or  a  great  new  outfit;  whe- 
ther shopping  close  to  home  or  far  away.  As  the 
premier  electronic  processor  of  national  credit 
card  transactions,  NaBANCO,  a  Continental 
Telecom  subsidiary,  speeds  up 


your  credit-card 
shopping.  In  just  four  seconds  or  less  your  card 
and  credit  status  are  OK'd,  your  purchase  is 
authorized,  often  clear  across  the  country,  even 
around  the  world.  On-line  cash  registers  and  a 
nationwide  communication  network  make  such 
processing  of  over  200  million  transactions  a 
year  by  NaBANCO  a  routine  thing — and  a  part 
of  the  telecommunication  revolution  that  you 
experience  almost  every  day.  From  telephony 
to  satellites.  Architects  of  telecommunication. 


FOR  A  FREE  BROCHURE  ON  ALL  Of  CONTEL'S  CAPABILITIES  WRITE  TO 

CONTEL,  DEFT.  2010,  245  PERIMETER  CENTER  PARKWAY  ATLANTA  GA  30346  ©  1984  CONTINENTAL  TELECOM  INC. 
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Chevrolet  Fleet  Sales 

Not  everyone  will  agree  on 
which  fleet  car  will  prove  to  be 
a  smart  investment. 

But  here's  how  more  fleets  see  it  so  fa 

Right  now,  fleets  are  buying  more  of  one  kind  of  car  than  any 
other-our  front-drive  Chevrolet  Celebrity.  If  it's  not  in  your  fleet,  you 
might  want  to  find  out  why  After  all,  12  months  from  now  is  no 
time  to  discover  you  put  your  money  behind  the  wrong  car 

TjjT]  Let's  get  it  together. .  .buckle  up. 


'Today's  Chevrolet.  What  could 
be  smarter  for  my  fleet' 
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ELECTRICAL 
EQUIPMENT 

In  1983  these  companies  were  on  the  sidelines — while 
consumer  spending  led  the  economic  recovery.  Last  year, 
however,  the  good  times  came  their  way. 


THESE  14  COMPANIES  ARE  MAKING  UP  for  lost  time. 
After  weak  performance  in  1983,  they  enjoyed  solid 
gains  last  year.  The  group  moved  up  four  notches  on  the 
Forbes  profitability  Yardsticks,  which  ranks  electrical 
equipment  eighth  among  the  42  industries  surveyed  in 
this  issue.  This  showing  is  doubly  impressive  because 
these  firms  use  very  little  leverage.  Their  median  debt-to- 
equity  ratio  is  a  mere  0.1,  one-fourth  the  all-industry 
figure. 

Earnings  growth  was  particularly  strong.  Last  year  elec- 
trical equipment  manufacturers  boosted  their  profits  by 
26.5%,  even  though  price  increases  averaged  only  1%  to 
3%.  This  reflects  handsome  industry  sales  gains  and  an 
impressive  ability  to  cut  costs.  Despite  the  gains  from 
1983,  however,  11  of  the  14  firms  in  this  Yardstick  were 
unable  to  match  their  five-year  profitability  figures  during 
the  past  12  months. 

Cyclical  companies,  such  as  Square  D  and  General  Sig- 
nal, reported  hefty  earnings  gains.  Not  surprisingly,  they 


were  the  major  beneficiaries  of  an  upswing  in  nonresiden- 
tial construction.  Square  D's  12-month  sales,  for  example, 
grew  by  24.3% — the  best  performance  in  the  group.  Its  12- 
month  return  on  equity  of  20.9%  also  leads  the  pack. 

Most  of  these  companies  will  continue  to  search  for 
high-tech  acquisitions.  Square  D  wants  to  increase  its 
exposure  in  electronics  to  50%  of  revenues  by  1990,  up 
from  17%.  Emerson  Electric  acquired  SmithKline  Beck- 
man's  industrial  business  last  March  and  all  of  Micro 
Motion  in  July. 

If  the  economic  growth  slows  this  year,  electrical  equip- 
ment manufacturers  will  be  hard-pressed  to  match  1984's 
healthy  gains.  There  are  other  worries  on  the  horizon,  too. 
Industry  executives  fret  about  the  Treasury  Department's 
tax  proposals.  Most  of  these  companies  benefit  from  accel- 
erated depreciation  and  investment  tax  credits.  If  Congress 
changes  these  incentives,  the  recent  upsurge  in  capital 
spending  could  end.  And,  temporarily  at  least,  this  might 
send  the  industry  into  a  tailspin.  ■ 
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ELECTRIC  UTILITIES 


If  you  didn't  have  to 
mothball  a  partially 
completed  plant,  1984 
was  a  good  time  to  be 
selling  electricity.  With 
construction  expenses 
falling  steadily, 
business  might  be  even 
better  this  year. 


While  troubled  companies  like  Consumers  Power 
&  Public  Service  of  Indiana  grappled  with  canceled 
nuclear  installations,  the  rest  of  the  utility  industry  en- 
joyed relative  good  fortune  in  1984. 

Sure,  a  special  kind  of  bookkeeping  helps  utilities.  They 
can  capitalize  funds  used  during  construction  and  defer 
interest  expenses,  both  of  which  boost  reported  profits. 
That  is  part  of  the  reason  this  sector  moved  from  31st  to 
27th  among  42  Forbes  industry  groups  in  five-year  average 
return  on  equity.  In  addition,  these  73  companies  now 
enjoy  a  median  long-term  profitability  of  13.6%.  Results 
for  the  latest  12  months  are  an  even  better  15.5%. 

Conservation  isn't  helping.  Average  annual  expansion 
in  demand  for  electricity  through  1990  is  now  expected  to 
be  only  2%  to  3% — roughly  in  step  with  increases  in  the 
gross  national  product.  In  the  early  Seventies,  experts  were 
looking  for  growth  rates  closer  to  7%,  often  greater  than 
gains  in  the  GNP.  So  the  industry  is  now  burdened  with 
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The  business 
fever 

MILAN  FAIR: 

•  an  inexhaustible  source  of  contacts 

•  a  bridge-market  for  the  new  requirements  of  world  economy 

•  a  permanent  centre  of  active  business  promotion 

•  a  meeting  point  where  to  know  and  compare  cultures,  technologies  and  different 
economic  systems. 

MILAN  FAIR: 

the  most  stimulating  meeting  point  for  manufacturers  and  consumers  to  continuously 

develop  a  demand  and  supply  market:  an  essential  requirement  of  today's  business  world. 

Take  your  next  business  appointments  at  the  Milan  Fair. 

The  business  fever  will  take  also  your  people 

Fiera  di  Milano,  Largo  Domodossola  1,  20145  Milano  (Italy), 
tel.  (02)  49971,  cable:  Fieramil,  telex  331360  EAFM  I 
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Wall  Street  appears  to 
be  losing  some  of  its  fear 
over  this  industry's 
problems.  In  the  second 
quarter  of  1984  utility 
stocks  were  priced  at  an 
average  of  84%  of  book 
value.  In  the  third, 
prices  rose  to  93%. 


historically  high  overcapacity.  Since  many  nuclear  plants 
slated  to  come  on-line  in  the  Eighties  aren't  needed  now, 
several  companies  had  to  make  painful  decisions:  scrap  or 
stop  construction  of  near-complete  facilities. 

The  strong  economy  has  spurred  consumption  of  elec- 
tricity. In  the  second  quarter  of  1984  the  Edison  Electric 
Institute  reports  total  residential  kilowatt-hour  sales  ris- 
ing 7.1%,  commercial  sales  up  11.7%,  industrial  sales  up 
by  5.8% — an  overall  increase  of  8.1%.  Utility  executives 
realize  these  gains  are  short  term  but  still  help  earnings. 

For  the  next  few  years  balance  sheets  and  profit  quality 
should  improve  with  falling  construction  expenditures.  As 
finances  strengthen,  discounts  on  dividend  reinvestment 
plans  are  likely  to  be  curtailed.  Share  buybacks,  once  rare 
in  the  industry,  could  become  more  commonplace.  Debt 
burdens  rose  last  year.  In  1983  the  median  debt-to-equity 
for  these  companies  was  0.8;  in  1984  it  moved  up  to  0.9. 

Utilities  have  typically  been  oriented  toward  system 
growth.  And  no  wonder — it  means  more  plant  and  equip- 
ment, a  larger  rate  base  and  higher  earnings.  But  execu- 
tives now  often  see  diversification  as  a  means  to  satisify 
the  natural  urge  to  get  bigger  and  make  more  money. 

In  1984  Indianapolis  Power  &.  Light  became  a  holding 
company,  IPALCO  Enterprises.  Florida  Power  &  Light  also 
plans  to  adopt  this  corporate  format.  Such  restructuring  | 
makes  acquisitions  easier.  PacifiCorp,  formerly  Pacific 
Power  &.  Light,  has  expanded  into  telecommunications 
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AHH.  ITS  LONELY  AT  THE  TOE 
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TWA's  FIRST  CLASS  SLEEPER-SEAT-TO  EUROPE 

AND  THE  AMERICAN  EXPRESS"  CARD  PUT  YOU 

COMFORTABLY  AHEAD  OF  THE  CROWD 

Success  has  its  rewards.  And  TWA's  First  Class 
and  the  American  Express  Card  are  two  rather 
impressive  examples. 

In  TWAs  First  Class  you  can  select  from  a  menu 
that  includes  caviar  and  champagne.  Entrees  like 
Chateaubriand.  And  vintage  wines  like  Puligny- 
Montrachet. 

Then  stretch  out  comfortably  in  a  Sleeper-Seat,sm 
and  sleep  the  flight  away. 

And  as  a  First  Class  passenger,  you'll  be  treated 
accordingly  from  the  moment  you  first  reach  the 
airport.  With  a  separate  check-in  desk  for  your 
convenience.  And  a  special  invitation  to  relax  in 
TWAs  Ambassadors  Club®  lounge  before  your  flight. 

And  when  you  take  the  American  Express®  Card 
along,  you  have  an  ideal  travelling  companion. 
Because  it's  known  and  welcomed  all  over  the  world. 

So  you  can  use  it  to  pay  for  your  TWA  tickets, 
your  hotel,  rental  car, 
meals — or  just  about 
anything  else  that  strikes    M 
your  fancy  along  the  way.  Jf 

And  of  course,  when 
you  carry  the  American 
Express  Card,  you  carry  »  i  n 

all  the  cachet  that  comes  with  it.  Don't  leave  home 
without  it.® 

And  do  take  TWAs  First  Class  on  your  next  trip 
to  Europe.  It's  in  a  class  by  itself. 

You're  going  to  like  us 


MEver  since  I  matched  a 
Delco-GM/Bose  Music  System  to  each  GM  cai? 
nobody  calls  me  a  dummy."^/ 


Morgan  helps  us  design  a 
different  DelcoCM/Bose 
Music  System  to  match 
the  acoustics  of  specific 
CM  car  models,  each  with 
four  individual  speaker/ 
amplifier  modules. 


"Many  people  ask  me,  'Morgan,  why 
bother  to  match  a  different  music  system  to 
each  individual  car  model?  Can  it  truly 
improve  sound  that  much?' 

"I  don't  say  a  word.  I  simply  point  to  an 
ever-growing  collection  of  rave  reviews. 

"Stereo  Review  characterizes  an  automo- 
bile with  a  Delco-GM/Bose  Music  System  as 
a  'sonic  paradise.'  Popular  Science  says  'the 
results  are  fantastic'  And  Motor  Trend  calls 
it  'the  one  option  no  one  should  go  without.' 

"Did  you  know  this  is  the  first  time  a  car 
and  music  system  have  been  designed 
as  one?" 

"That's  because  until  I  was  created,  deter- 
mining the  acoustical  differences  from  car 
to  car  was  hopelessly  complex,  and  under- 
standing the  listening  space  is  an  essential 
ingredient  of  this  music  system. 

"You  see,  I've  been  blessed  with  an  acous- 
tic computer  brain  that  allows  me  to  speak  a 


Born  in  1969  at  M. I. T. 
Morgan  is  a  wal  member  of  thdfc- 
Delco-GM/Bose  Design  Team, 


language  all  my  own— 

'INTERVAL'  (that  stands 

for  Interpretive  Visual 

Analysis  Language). 

I  can  draw  pictures  of  sound  the  way  humans 

hear  it.  So  engineers  can  design  a  custom 

music  system  for  specific  models  of  Cadillac, 

Oldsmobile,  Buick  and  Chevrolet. 

"Does  matching  music  systems  to  cars 
really  make  a  difference?  I  simply  refer  you  to 
what  I  recently  read  in  Popular  Mechanics, 
'you  have  to  hear  it  to  believe  it.' 

"I  invite  you  to  visit  your  GM  dealer  and 
let  your  ears  decide.  Mine  already  have." 


Is 


Delco  □ 


■ 


Sound  so  real  it  will  change  ho\ 
you  feel  about  driving 


and  coal  mining,  areas  that  are  growing  faster  than  its 
utility  operations.  Most  of  the  newly  diveisifying  utilities 
have  yet  to  derive  major  revenues  from  nonutility  ven- 
tures. Still  there  is  controversy  over  whether  shareholders 
or  rate  payers  should  benefit  from  nonutility  income. 

Wall  Street  also  appears  to  be  losing  some  of  its  fear  over 
the  problems  in  this  industry.  Figures  from  Salomon 
Brothers  show  that  in  the  second  quarter  of  1984  utility 
industry  common  stocks  were  priced  at  an  average  of  84% 
of  book  value.  But  during  the  third  quarter,  industry  prices 
rose  to  93%  of  book  value. 

The  most  profitable  firm  in  the  overall  industry  over  the 
last  five  years  is  Southwestern  Public  Service,  with  an 
18.4%  long-term  return  on  equity.  Location  is  part  of  the 
explanation,  since  utilities  in  the  region  show  the  indus- 
try's highest  five-year  returns,  14.8%.  Companies  in  the 


Southeast,  where  regulators  take  a 
more  populist  bent,  are  least  profit- 
able, with  long-term  returns  of 
only  13%. 

Richard  Braatz,  vice  president  of 
finance  at  EEI,  warns  of  major  sup- 
ply shortages  within  the  next  ten 
years.  The  problem,  he  says,  is  that 
new  facilities  simply  can't  come 

on  line  quickly  if  shortages  loom.  Extending  the  useful  life 
of  aging  plants  will  help.  But  new  nuclear  construction, 
requiring  lead  times  of  at  least  ten  years,  won't  likely  be 
started  in  this  decade.  Even  coal  plants  take  eight  years  to 
build.  Alternative  energy  sources  offer  marginal  help.  So  in 
ten  years,  Braatz  predicts,  these  companies  could  once 
again  be  in  the  throes  of  crash  construction  programs.  ■ 
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ELECTRONICS 

For  semiconductor  makers,  1984  began  with 
a  bang.  It  ended  with  a  whimper.  On  balance, 
however,  the  year  was  so  good  that  it  may  be 
impossible  to  beat  in  1985. 
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William  Ylvisaker,  chairman  of  Gould  Inc.,  was 
optimistic  about  the  electronics  industry  when  he 
addressed  security  analysts  recently.  "Capital  goods  cycles 
historically  last  three  to  five  years,"  he  explained.  "We  are 
now  only  about  1  Vi  years  into  this  growth  cycle.  Based  on 
worldwide  efforts  to  increase  productivity,  we  expect 
high-technology  capital  goods  spending  to  continue  at  a 
high  level  through  the  remainder  of  this  decade." 

The  basis  for  this  upbeat  assessment  is  obvious  from  a 
glance  at  the  accompanying  Yardsticks.  Last  year  12  of  the 
30  electronics  firms  on  our  list  managed  to  top  their  five- 
year  profitability  figures.  A  year  earlier  only  3  of  the  25 
firms  outdid  their  five-year  averages.  No  less  crucial,  only 
4  of  the  30  companies  last  year  reported  declines  in  earn- 
ings per  share,  and  in  some  cases  those  declines  weren't 
caused  by  electronics. 

Defense  electronics  companies  posted  enviable  in- 
creases, benefiting  from  the  high  defense  spending  of  the 
Reagan  Administration.  The  boom  in  personal  computers 
also  fueled  sales.  And  capital  spending  on  nondefense 
goods,  the  things  Ylvisaker  is  talking  about,  significantly 
improved.  But  the  critical  semiconductor  sector  of  the 
industry  found  itself  on  a  seesaw. 

Semiconductor  makers  began  last  year  marveling  at  how 
quickly  their  market  turned  up.  They  ended  the  year 
shocked  at  how  fast  it  went  down.  "This  went  from  an 


incredibly  positive  environment  to  a  near  disaster,"  says 
Michael  Lauer,  an  analyst  with  C.J.  Lawrence.  "Overly 
optimistic  OEMs  [original-equipment  manufacturers] 
overbooked,  paying  big  premiums.  They  ended  up  cancel- 
ing orders  or  overbuilding  inventories." 

Customers  are  now  holding  off  orders  until  they  use  up 
their  bloated  inventories.  The  book-to-bill  ratio,  the  indus- 
try's often-cited  index  of  health,  collapsed  to  0.61  by 
November,  its  lowest  level  since  1977,  when  the  measure 
was  established  by  the  Semiconductor  Industry  Associ- 
ation. The  ratio  means  that  incoming  orders  are  61%  of 
shipments.  It  takes  a  figure  of  1.2  for  the  industry  to 
maintain  15%-to-20%  growth  rates. 

In  this  environment,  no  wonder  Honeywell  plans  to  lay 
off  more  than  1,000  employees  at  its  moneylosing  Syner- 
tek  semiconductor  operations.  The  company  also  says  it 
will  sell  its  semiconductor  subsidiary,  even  after  making 
the  transition  from  the  troubled  market  for  videogame 
circuits  to  the  more  promising  industrial  chip  market. 
Texas  Instruments — in  the  midst  of  a  dramatic  recovery 
after  posting  a  $145  million  net  loss  the  year  earlier — also 
intends  to  lay  off  2,000  employees. 

Despite  this  bitter  end,  1984  will  still  go  into  the  record 
books  as  a  fantastic  year.  Semiconductor  shipments  world- 
wide jumped  by  45%,  to  $26  billion.  Motorola  racked  up 
strong  gains,  with  earnings  rising  88.1%.  Ditto  for  Intel, 
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where  earnings  rose  by  170.4%,  and  National  Semicon- 
ductor and  Texas  Instruments,  which  went  from  red  ink  to 
profitability. 

Some  firms,  including  General  Instrument  and  Gould, 
were  zapped  because  of  their  exposure  to  the  troubled 
videogame  industry.  Take  a  look  at  GI,  a  major  maker  of 
commodity-type  read-only  memories  (ROMs)  used  in  vid- 
eogames. Its  basic  electronics  business,  accounting  for 
62%  of  sales,  brought  in  97%  of  the  profits.  Its  semicon- 
ductor operations,  38%  of  revenues,  provided  a  measly  3% 
in  profit  in  1983.  There  was  an  improvement  last  year  but 
not  nearly  enough  to  make  a  big  difference. 

Schlumberger  tops  the  profitability  chart,  but  not  be- 
cause of  its  Fairchild  semiconductor  operations.  Fairchild 
hasn't  earned  a  profit  since  being  acquired  in  late  1979  and 
is  a  major  reason  the  company's  electronics  makes  so 
small  a  contribution  to  corporate  profits.  Instead,  the  long- 
term  performance  of  Schlumberger's  oilfield  services  busi- 
ness gives  the  company  its  high  rank. 

By  far  the  biggest  mover  and  shaker  on  the  list  this  year 
is  Advanced  Micro  Devices.  It  posted  a  12-month  return- 
on-equity  of  47.1%  and  a  12-month  sales  increase  of  97%, 
which  beats  every  other  electronics  firm  on  the  roster.  Per- 
share  earnings  jumped  an  amazing  276.7%,  second  only  to 


Zenith  Electronics,  where  a  309.6%  rise  stems  largely 
from  a  comparison  with  a  disastrous  quarter  a  year  earlier. 

AMD  is  expected  to  top  $1  billion  in  sales  when  its  fiscal 
year  ends  in  March.  Quite  a  record  for  a  firm  that  didn't 
make  the  Yardsticks  last  year  because  its  sales  were  below 
our  benchmark.  The  firm  zoomed  forward,  avoiding  many 
of  the  problems  hurting  other  semiconductor  companies, 
largely  because  its  product  line  contains  many  proprietary 
and  specialized  chips  where  there  is  less  competition  from 
Japan.  That's  why  its  profit  margins  of  12.2%  are  more 
than  double  the  industry's  median. 

What  will  happen  next  year?  The  semiconductor  associ- 
ation predicts  a  22%  rise  in  shipments  for  1985,  for  total 
sales  of  over  $32  billion.  But  one  skeptical  analyst  calls 
that  forecast  "ridiculous."  He  doesn't  foresee  a  gain  of 
more  than  5%,  which  would  make  1984's  impressive 
performance  impossible  to  repeat.  And  even  the  SIA  may 
be  backing  off:  A  spokeswoman  explains  the  association's 
numbers  were  crunched  in  late  August  when  the  outlook 
was  more  favorable  than  it  is  at  present. 

Semiconductor  manufacturers  will  probably  have  little 
to  cheer  about  until  the  middle  of  this  year.  By  then, 
overstocked  inventories  should  reach  normal  levels.  And 
customers  should  start  placing  orders  again.  ■ 
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ALL  OVER  AMERICA, 


7 


WITH  ONE  VOICE. 


Our  customers  enjoy  a  great  advan- 
tage over  customers  using  some  other 
railroads.  Norfolk  Southern  customers 
deal  with  one  representative  all  along 
the  line. 

The  same  representative  tells  you, 
the  customer,  how  your  goods  will  be 
shipped,  how  much  it  will  cost,  when 
you  can  expect  delivery,  and  answers 


any  question  clearly  and  fully.  All  it 
takes  is  one  telephone  call  to  your 
own  Norfolk  Southern  representative. 

This  "one  voice"  customer-sales 
representative  relationship  is  another 
example  of  Norfolk  Southern's 
Thoroughbred  Service. 

For  more  information  on  how 
Thoroughbred  Service  works  to  your 


advantage,  call  any  of  Norfolk 
Southern's  82  sales  offices. 

■  World's  largest  coal  transshipment  facility; 

■  Outstanding  safety  record  among  Class  1  railroads . 

■  Consolidated  sales  force,  single-system  service; 

■  Best  damage  claims  ratio  in  the  East. 

THOROUGHBRED  SERVICE. 

ONLY  NORFOLK  SOUTHERN  HAS  IT. 
NOTI 


■ 


? 


NORFOLK 
SOUTHERN 


e  1984,  Norfolk  Southern  Corporation  P.O.  Box  3609,  NorfoK.Va.  235l<t-3«fe. 

Norfolk  and  Western  Railway  Company  and  Southern  Sathva?  Company  are  subsidiaries  of  Norfolk  Southern  Corporation. 
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FINANCIAL  SERVICES 


Business  was  great  last  year  for  the  folks  who  make  small 
loans.  But  it  was  lousy  for  people  who  sell  stocks  and  bonds. 
If  things  don't  change,  there  may  be  lots  of  brokers  lined  up 
in  front  of  the  finance  company. 


Ask  Brenda  Davis,  an  analyst  at  Mabon,  Nugent, 
what  she  thinks  of  the  brokerage  industry's  perfor- 
mance last  year,  and  she  emits  a  loud  Bronx  cheer. 

The  president  of  the  Securities  Industry  Association, 
Edward  O'Brien,  is  a  bit  more  decorous  but  no  less  blunt. 
At  the  association's  annual  meeting  in  Florida,  he  called 
1984  the  worst  year  since  1977.  The  Yardsticks  tell  the 
tale:  The  median  return  on  equity  of  these  firms  slumped 
to  10.3%  for  the  most  recent  12  months,  compared  with 
29.5%  for  the  same  period  one  year  earlier.  Brokers,  in  fact, 
dragged  down  the  entire  financial  services  group,  which 
showed  a  13.6%  decline  in  earnings  during  1984. 


Even  the  star  of  the  industry,  Student  Loan  Marketing. 
Association,  does  well  for  special  reasons.  Sallie  Mae  is  a 
financial  intermediary  with  its  own  niche:  It  provides i 
liquidity  for  government  loans.  The  corporation's  stellar  i 
35.7%  five-year  return  on  equity  is  immune  from  broaden 
industry  trends. 

Much  of  the  securities  firms'  trouble  stems  from  declin-> 
ing  markets,  which  kept  customers  away  from  their: 
brokers  in  droves.  Lots  of  the  profit  vanished  with  them.! 
Earnings  at  the  six  trading  companies  were  down  more< 
than  50%.  Revenues  were  up  only  8.5%,  a  fraction  of  the 
five-year  growth  rate.  None  of  the  trading  companies  list-: 
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ed  in  the  Yardsticks  came  close  to  its  five-year  earnings 
average  either,  and  all  but  two  showed  declines. 

Merrill  Lynch,  for  example,  slashed  overhead  during  the 
year,  but  even  cost-cutting  didn't  prevent  the  nation's 
biggest  broker  from  turning  in  the  poorest  performance.  Its 
profits  dropped  more  than  95%,  the  worst  drubbing  since 
the  firm  went  public  in  1971. 

You  could  hear  the  same  sad  stories  all  over  Wall  Street. 
Beleaguered  E.F.  Hutton  not  only  had  to  worry  about 
trading  profit  declines,  but  the  ghost  of  previous  errors  also 
came  back  to  haunt  third-quarter  earnings.  Hutton  was 
forced  to  add  $4  million  to  reserves  to  cover  the  single- 
premium  deferred  annuities  it  sold  for  now-bankrupt  Bald- 
win-United. 

The  changing  nature  of  the  stock  market,  however, 
buoyed  earnings  at  Phibro-Salomon  and  Donaldson,  Luf- 
kin &.  fenrette.  These  brokers  primarily  serve  institutional 
customers.  As  a  result,  they  managed  to  post  slim  earnings 
gains.  Phibro,  for  example,  is  a  leading  player  in  the  bur- 
geoning fields  of  mortgage-backed  and  government  securi- 
ties, which  helped  boost  profits  last  year.  Still,  poor  perfor- 
mance at  Philipp  Brothers,  its  commodity  trading  affiliate, 
hurt  overall  results. 

First  Boston  doesn't  deal  with  small  investors  either — 
and  its  reported  profitability  is  deceptive,  too.  The  current 
comparison  is  with  unusually  strong  results  posted  during 
the  recent  bull  market. 

At  DLJ,  Alliance  Capital,  which  manages  money,  con- 
tributed more  than  one-third  of  total  profits.  That  helped 
push  earnings  up  6.5%,  for  the  best  gain  in  the  business. 
Also,  no  doubt,  Alliance  helped  attract  Equitable  Life 
Assurance,  which  agreed  to  pay  $460  million  to  buy  DLJ  in 
November. 

Reduced  loan  losses  helped  the  financial  services  com- 
panies do  better  than  their  trading  and  brokerage  counter- 
parts. Still,  only  3  of  the  11  companies  in  this  subgroup 
outperformed  their  five-year  averages.  Note,  however,  at 
every  diversified  company  financial  services  operations 
contributed  a  higher  share  of  profits  than  revenues. 

Consider  Equifax,  which  ranks  second  in  the  subgroup. 
Its  financial  control  services  division  provides  customer 
credit  records  for  businesses,  and  this  market  got  a  boost 


from  the  consumer-driven  recovery.  The  more  people 
spend,  the  greater  the  demand  for  credit  information,  and 
Equifax  has  helped  meet  this  demand  by  enlarging  its 
network  of  credit  bureaus  in  the  U.S.  and  Canada.  Profits 
have  grown  apace:  Last  year  this  segment  of  the  company's 
operations  accounted  for  60%  of  the  total  earnings,  up 
from  32%  in  1982. 

Sometimes,  of  course,  good  times  can  backfire.  Over  the 
past  several  years  Household  International  has  steadily 
increased  margins  at  its  consumer  loan  subsidiary  by  clos- 
ing 25%  of  the  firm's  offices.  That  cut  costs,  but  it  also 
made  the  parent  an  attractive  acquisition  target.  As  a 
result,  Household  now  hovers  behind  a  controversial  "poi- 
son pill"  defense  strategy,  which  management  hopes  will 
limit  the  firm's  takeover  appeal. 

Avco,  meanwhile,  leads  the  pack  in  annual  earnings 
growth  with  a  gain  of  58.9%— a  remarkable  performance 
in  light  of  its  sorry  five-year  record.  This  turnaround  also 
drew  outside  attention.  After  staving  off  two  takeover 
attempts  last  year,  Avco  accepted  Textron's  friendly  $1.4 
billion  bid  in  December. 

Even  though  1984  was  a  good  year  for  most  finance 
companies,  Control  Data  is  leaving  the  field.  It  moved  into 
consumer  credit  in  1968  to  help  fund  the  sale  of  computer 
products  and  smooth  cyclical  earnings  swings.  But  now  its 
traditional  business  is  bad,  and  selling  off  financial  oper- 
ations will  help  raise  cash. 

While  others  slim  down,  the  industry's  giants  still  ex- 
pand. American  Express  spent  over  $1.1  billion  to  buy 
Lehman  Brothers  and  Investors  Diversified  Services  last 
year.  Even  so,  it  racked  up  a  44.3%  earnings  decline  and 
missed  its  impressive  five-year  profitability  average  by  an 
even  bigger  margin.  A  25%  profit  gain  from  its  travel- 
related  services  division  helped  cushion  the  fall,  as  did  low 
overhead  at  the  Shearson  Lehman  division,  but  neither 
was  enough  to  offset  insurance  troubles  at  Fireman's  Fund. 

Sears  is  also  expanding  by  buying  a  bank  in  Delaware, 
and  there  is  talk  of  a  new  proprietary  credit  card.  Fortu- 
nately, it  managed  an  above-average  18%  earnings  in- 
crease. But  the  gains  came  from  better  retailing  margins, 
not  from  the  commissions  made  by  brokers  at  the  Dean 
Witter  kiosks  in  300  Sears  stores.  ■ 
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marine  a  boat 

hat  i  bats  on  land  when  it 

uns  out  of  water. 


speeds  over  the  sea  at  40  knots, 
oars  over  sand  dunes  and  bushes 
>ur  feet  high.  Then  delivers  its 
irgo  right  where  it's  needed. 

he  boat  is  real.  It's  Textron's 
ACV-30,  from  Bell  Aerospace, 
e're  building  it  for  the  United 
ates  Army. 

le  LACV-30  air-cushion  vehicle 
just  one  part  of  Textron's  aggres- 


sive product  development  program. 

Others  include  high-speed  con- 
struction tools  and  dual  writing 
systems  for  high-style  pens.  Hands- 
off  aircraft  landing  systems  and 
advanced,  electronically  controlled 
machine  tool  systems.  Laser-hard- 
ened aircraft  fasteners  and  helicop- 
ters that  turn  into  planes. 

Textron  is  a  diversified  manufactur- 


ing company  with  a  major  stake  in 
aerospace/electronics.  We've  built 
our  future  on  a  solid  present,  with 
significantly  improved  productivity 
and  a  strong  financial  position. 

Which  means  we're  well  equipped 
to  keep  turning  ideas  into  earnings. 


Emnsa_ 


Where  imagination 
becomes  reality. 


984  Textron  I  nc 


FOOD  PROCESSORS 


Take  a  long  look  at  these 
companies.  Several  of  them 
will  not  be  here  next  year. 
And  some  of  the  best 
performers  are  those  that 
haven't  diversified. 


The  list  of  57  companies  in  this  industry  will  be  a 
lot  shorter  in  1986.  Takeovers  among  food  processors 
have  become  as  common  as  cents-off  coupons.  In  the  past 
year  there  have  been  more  than  a  dozen.  The  moves  range 
in  size  from  Nestle's  $3  billion  acquisition  of  Carnation  to 
Dart  &  Kraft's  estimated  $25  million  takeover  of  tiny 
Celestial  Seasonings,  a  Colorado-based  maker  of -herb  teas. 

What's  more,  the  trend  is  continuing.  Managements  at 
food  companies  doing  the  buying  seem  to  think  it  is 
cheaper  to  acquire  existing  brand  names  than  to  create 
new  ones  of  their  own.  That  is  yet  to  be  proved.  But  this 
much  is  certain:  Burned  by  their  attempts  to  diversify 
outside  their  basic  industry,  food  processors  are  looking 
for  acquisitions  closer  to  home.  The  Forbes  Yardsticks 
indicate  that  this  is  probably  a  smart  strategy. 

Consider  the  branded  food  subgroup,  which  includes  £ 
such  household  names  as  Campbell  Soup,  Heinz  and  Pills 
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Dury.  Of  the  35  companies  here,  20  have  diversified.  But 
only  a  third  have  done  so  successfully.  Of  the  20,  only  6 
report  that  they  are  doing  better  outside  their  food  busi- 
less  than  they  are  inside. 

But  those  firms  are  the  exception.  Companies  like  Gen- 
eral Mills,  General  Foods  and  Hershey  still  make  more 
Tioney  from  things  like  cereals,  coffee  and  chocolate  than 
:hey  do  from  their  diversifications. 

Look  at  the  Yardsticks  another  way,  and  it  is  easy  to  see 


the  less-than-thrilling  profits  that  result  when  food  proces- 
sors move  away  from  the  mill.  Compare  the  20  branded 
food  companies  that  have  diversified  with  the  group  as  a 
whole.  All  the  companies  in  the  branded  foods  subgroup 
posted  a  17.4%  return  on  equity  last  year.  But  the  figure  for 
diversified  companies  was  only  16.2%.  That  lower  return 
on  equity  was  achieved  on  higher  debt.  For  the  entire 
group,  debt-to-equity  ratios  averaged  30% .  But  at  diversi- 
fied companies  this  figure  came  to  40%.  Borrowing,  pre- 
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n  Tokyo, 
one  hotels  guest 
register  reads 
like  aWho's  Who 
in  the  world  of 
business  and  finance. 


\^/ /\     ^^'C^^  Tokyo,  Japan 
In  a  class  by  itself 

Iwajiro  Noda,  Chairman  Emeritus 
Tatsuro  Goto,  President  &  General  Manager 

Host  to  chiefs  of  state,  financial  leaders  and  executive  travelers  from  around  the  world. 
Hotel  Okura  is  conveniently  located  adjacent  to  the  American  Embassy. 

one  of^lh&JeadintfHotels  oftheFWorld® 

See  your  travel  agent  or  our  hotel  representatives: 

The  Leading  Hotels  of  the  World  Tel:  800  223-6800  Toll  Free,  212-838-3110  Collect 

R.F.  Warner.  Inc.  Tel:  800  223-6148  Toll  Free.  212-661-3210 

J.A.  Tetley  Co.  Tel:  800-421-0000  Toll  Free,  213-388-1151 


sumably,  is  how  they  financed  those 
costly  acquisitions. 

The  comparisons  hold  in  other 
areas.  Five-year  earnings-per-share 
gains  for  all  branded  food  companies 
averaged  9.7% .  Diversified  companies 
did  half  as  well.  It  is  not  only  a  short- 
lived phenomenon,  either.  The  com- 
panies that  diversified  also  underper- 
form  the  group  on  five-year  return  on 
equity.  It  is  not  surprising  that, 
among  the  top  ten  branded  food  com- 
panies, firms  that  have  not  diversified 
are  overrepresented.  Think  of  the  in- 
dustry along  these  lines,  and  it  is  no 
shock  at  all  that  venerable  Kellogg  of 
Battle  Creek,  which  makes  Com 
Flakes,  Rice  Krispies  and  Froot  Loops, 
tops  the  long-term  profitability  roster. 

Results  like  these  are  enough  to 
give  a  food  company's  planners  sec- 
ond thoughts  about  moving  into  cos- 
metics or  toys  and  games,  apparel  or 
restaurants.  Sure,  diversification  can 
improve  a  company's  image.  After  all, 
manufacturing  food  does  not  give  you 
the  status  of  a  rock  star  nor  does  it 
have  the  glamour  of  genetic  engineer- 
ing. But  history  seems  to  indicate 
that,  for  these  companies,  straying  far 
afield  doesn't  do  all  that  much  for  the 
bottom  line. 

So,  back  to  fundamentals — and  the 
timing  couldn't  be  better.  Commod- 
ity prices  are  expected  to  be  lower  in 
1985  and  nonfood  costs  are  stable. 
The  1984  corn  harvest  was  up  81%, 
versus  a  depressed  level  for  the  pre- 
vious year.  The  supply  of  soybeansi 
should  climb  5%,  and  recently  its 
price  was  down  30%,  corn  prices  were 
off  22%  and  wheat  was  about  the 
same  as  it  was  a  year  ago. 

This  is  good  news  for  Archer-Dan- 
iels-Midland and  other  companies 
that  process  soybeans,  corn  and  flour. 
It  means  they  can  use  more  of  theii 
capacity  and  reduce  unit  costs.  That 
ought  to  improve  their  profitability, 
and  it  should  also  mean  lower  ingredi- 
ent costs  for  companies  that  use  thein 
output  as  raw  materials. 

All  this  probably  means  that  the* 
industry's  net  margins  will  improve 
even  more.  But  food  processors  an 
already  on  a  roll.  Margins  increased  ti 
2.9%  this  year,  thanks  to  cost-cuttinj; 
measures  triggered  by  the  recent  re 
cession.  The  margin  gains  also  givi 
packaged  food  companies  more  mar 
keting  money,  of  course.  That  let 
them  fight  even  harder  for  space  oi 
the  grocer's  shelf. 

Given  the  appetizing  short-tern 
outlook  and  the  dubious  long-tern 
results  of  diversification,  expect  foo 
processors  planning  acquisitions  t 
shop  close  to  home.  ■ 
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Ks,  enjoy  the  many  benefits  of  the  Customer- 
ryen  system,  and  still  customize  your  GMC 
i:k. 

[What  else  is  in  it  for  me?"  You're  one  tough 

Corner.  But  we're  ready  for  you.  General 

tors  is  also  what's  in  it  for  you. 

'jMC  Truck  is  a  division  of  a  corporation  with 

fie  pretty  impressive  credentials.  Like  the 

fieral  Motors  Tech  Center  resources,  wind 

nels,  proving  grounds  and  worldwide  testing 

I  research  facilities. 

hrough  these  resources,  we've  developed 

air-suspension  design,  a  heavy-duty  coordi- 

£d  chassis,  a  family  of  single-axle  suspensions, 

I  GMC's  four-spring  tandem 

pension.  The  GMC  Brigadier 

del  also  has  rugged,  all- 

ilcabs-andtheGMC 

o  and  General  models 

p  aluminum  cabs  with 
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fiberglass  features.  What's  more,  Detroit  Diesel 
powerplants  have  been  integrated  into  some  of 
the  industry's  best  powertrains. 

The  popular  Series  71  and  Series  92  Detroit 
Diesel  engines  are  both  available  in  Customer- 
Proven  GMC  trucks.  Detroit  Diesels  are  available 
with  a  turbocharger  and  aftercooling  system  that 
work  together  to  improve  thermal  efficiency  and 
fuel  economy. 

In  summary,  you  get  a  lot  with  our  Customer- 
Proven  program.  You  benefit  from  the  combined 
experience  of  thousands  of  other  GMC  heavy- 
duty  truck  customers.  You  capitalize  on  the 
extensive  know-how  and  capabilities  of  General 
Motors.  And  you  get  professional  help -and 
responsive  parts  and  service 
personnel  -  at  your  GMC  truck 
dealer.  Look  him  up  soon  — 
he's  listed  in  the  Yellow 
Pages  under  "Trucks." 
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HEALTH  CARE 


The  new  guidelines 
designed  to  limit 
Medicare  costs  are 
causing  substantial 
problems  for  these 
companies.  Optimists, 
however,  say  that  the 
worst  may  be  over. 


Revenues  are  down  substantially,  but  health  care 
companies  are  finding  ways  to  earn  more  on  each 
sale.  That  seems  to  be  the  result  of  the  health  care  indus- 
try's first  year  under  new  federal  legislation  designed  to 
reduce  Medicare  costs. 

As  the  Yardsticks  show,  sales  in  1984  were  30%  less 
than  the  industry's  five-year  average.  Earnings  were  also 
off  substantially,  but  they  did  not  fall  so  far.  Thanks  to 
cost-cutting  and  tighter  controls,  however,  these  compa- 
nies managed  to  hold  net  margins  at  7.6% — the  same  as 
last  year's  median. 

In  1985  look  for  health  care  companies  to  continue  to 
grope  for  ways  of  dealing  with  the  new  diagnosis  related 
groups  (DRG)  guidelines,  imposed  by  the  federal  govern- 
ment in  October  1983.  Under  the  rules,  which  are  being 
phased  in  over  three  years,  hospitals  are  no  longer  reim- 
bursed by  Medicare  for  all  reasonable  costs.  Instead,  they 
receive  a  fixed  payment  determined  by  the  patient's  diag- 
nosis. If  actual  costs  exceed  the  DRG  payment,  the  hospi- 
tal must  make  up  the  difference.  However,  if  the  final  bill 
is  less  than  the  government's  allocation,  the  hospital 
keeps  the  difference.  This  gives  hospitals,  even  nonprofit 
ones,  a  major  incentive  to  trim  costs. 

The  change  has  led  to  patients'  staying  fewer  days  in 
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DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit  PD:  Segment  profit,  total  deficit  E:  Estimated,  D-D:  Deficit  to  deficit.  D-P  Deficit  to  profit,  P-D:  Profit  to  deficit,  def:  Deficit.  NA 
available.  NE  Negative  equity  NM:  Not  meaningful  t  Four-year  average.  JFour-year  growth.  For  further  explanation,  see  p.  46.  Sources  Media  General  Financial  Services,  Inc.,  Forba 


154 


FORBES,  JANUARY  14,  198 


lospitals,  and  that  translates  to  less  revenue  for  the  mak- 
:rs  of  hospital  supplies  and  hospital  management  compa- 
res. In  fact,  only  one  hospital  management  company — 
American  Medical  International — managed  to  outperform 
ts  five-year  earnings  average. 

The  drug  companies  are  adversely  affected,  too,  since 
hey  receive  about  20%  of  their  revenues  from  hospitals, 
shorter  patient  stays  mean  fewer  drugs  used.  Hospitals  are 
lso  insisting  on  lower  prices  from  suppliers — and  switch- 
rig  to  generics  wherever  possible — to  stay  within  the  DRG 
uidelines.  The  result  has  been  price-cutting,  which  hurts 
irofits.  Note,  for  example,  the  unusual  5.7%  earnings 
ecline  at  Johnson  &  Johnson. 

So  much  for  the  bad  news.  The  good  news  is  that  all 
tealth  care  companies  have  had  a  year's  experience  deal- 
tig  with  DRGs,  and  they  now  know  what  to  expect.  Drug 
rices  have  slowed — for  the  moment,  anyway. 
|  The  new  regulations  also  have  forced  many  companies 
p  take  a  hard  look  at  the  way  they  do  business.  Hospital 


Corp.  of  America,  for  example,  launched  major  cost-cut- 
ting campaigns.  And  at  American  Hospital  Supply,  man- 
agement moved  more  production  to  tax-sheltered  Puerto 
Rico,  which  boosts  net  income. 

Executives  at  other  firms  are  studying  the  way  DRG 
reimbursements  will  alter  health  care  delivery.  Their  goal 
is  to  reposition  themselves  to  succeed  in  the  new  market. 
Shorter  hospital  stays  will  mean  more  reliance  on  precise 
testing  and  in-home  care.  One  result:  Baxter  Travenol  is 
expanding  into  home  health  care.  Bergen  Brunswig  also 
completed  what  is  surely  one  of  the  nation's  most  unusual 
mergers;  it  plans  to  combine  with  National  Intergroup, 
which  makes  steel  and  operates  thrift  institutions. 

In  studying  these  Yardsticks,  note  that  nearly  all  40 
companies  have  room  to  maneuver.  By  almost  any  mea- 
sure, performance  is  well  above  average.  The  group  is 
fourth  among  all  42  industries  in  terms  of  five-year  return 
on  equity.  Aside  from  the  five  firms  in  the  capital-inten- 
sive hospital  management  field,  debt  is  unusually  low.  ■ 
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HEAVY  EQUIPMENT 


Business  is  bad,  and  this  industry  is  digging  in.  Despite  the 
slump,  however,  strong  firms  are  picking  up  weak  ones.  And 
troubled  companies  are  bolstering  their  balance  sheets. 


The  economic  recovery  continues  to  elude  the 
heavy  equipment  industry.  For  the  latest  12  months, 
these  14  firms  show  a  negative  return  on  equity.  In  terms 
of  five-year  profitability,  the  group  weighs  in  with  a  low 
2.5%.  Only  the  auto  industry  has  a  weaker  record. 

Look  first  at  the  agricultural  equipment  subgroup, 
which  has  been  hurting  since  the  government's  1983  pay- 
ment-in-kind  program  reduced  farm  output.  With  fewer 
acres  to  tend,  farmers  weren't  eager  to  replace  equipment. 
Last  year  government  policy  changed  and  plantings  in- 
creased, but  commodity  prices  remained  depressed. 

That  left  implement  producers  in  a  bind.  They  had  lots 
of  inventory  and  their  customers  didn't  have  much  mon- 
ey. The  result  was  a  costly  round  of  price-cutting  and 
below-market  financing.  Also,  the  strong  dollar  and  lower 
energy  and  minerals  prices  limited  Third  World  sales. 

The  effect  of  all  this  was  dramatic:  International  Har- 
vester plans  to  leave  the  farm  equipment  business  by 
selling  its  agricultural  operations  to  Tenneco's  Case  divi- 
sion for  about  $430  million.  Harvester,  which  has  lost 
money  since  1980,  will  retain  about  $1  billion  in  tax-loss 
carryforwards  and  will  have  some  $500  million  in  write- 
offs. By  concentrating  on  its  profitable  heavy  truck  and 


diesel  engine  operations,  the  company  hopes  to  become 
profitable  this  year. 

But  this  consolidation  threatens  already-weakened  Al-1! 
hs-Chalmers  and  Massey-Ferguson,  two  firms  also  in  the 
diesel  market.  Allis  has  lost  money  four  years  in  a  row.  It, 
shut  down  tractor  and  combine  operations  late  in  1984  and 
will  not  reopen  them  until  sometime  in  the  first  quarter  oi 
1985.  The  company  is  also  talking  to  creditors  about 
restructuring  its  debt. 

Meanwhile,  Massey-Ferguson  may  earn  a  few  pennies 
per  share  in  1984.  But  this  is  little  consolation  after  losing 
almost  $1  billion  since  1978.  The  company  has  had  twc 
capital  restructurings  during  the  last  four  years,  and  it" 
common  shares  have  ballooned  from  18.3  million  in  1980 
to  over  100  million  today.  More  than  19  million  warrant!! 
are  likely  to  dilute  stockholders'  equity  even  more. 

John  Deere,  the  world's  largest  producer  of  farm  equip f  ^ 
ment,  is  troubled,  too.  But  it's  doing  lots  better  than  thr 
competition.  Deere  has  a  five-year  average  return  on  equi. 
ty  of  8.8%.  But  for  the  most  recent  12  months,  that  figunrf 
dropped  to  only  5.7%. 

The  austerity  measures  in  effect  at  Deere  illustrate  th 
industry's  plight.  At  the  moment,  the  firm  is  cutting  l,00l 
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employees  from  its  salaried  staff.  It  also  is  spending  heav- 
ily to  help  its  nationwide  network  of  dealers  finance 
bulging  inventories.  This  means  that  even  when  demand 
picks  up,  new  orders  won't  immediately  flow  in. 

The  strong  dollar  and  foreign  competition  also  have  hurt 
companies  that  make  construction  and  mining  equip- 
ment. Weakness  in  the  oil  patch  has  reduced  income  at 
those  firms  that  sell  in  energy-related  markets.  To  boost 
bottom  lines,  meanwhile,  executives  in  this  industry  have 
pruned  operations,  turned  toward  foreign  sourcing  and 
broadened  their  product  lines  by  making  acquisitions. 

Although  Wyman-Gordon  leads  this  subgroup  with  a 
five-year  average  return  on  equity  of  20.6%,  only  42%  of 
its  sales  come  from  construction  and  mining  equipment. 
The  situation  at  American  Hoist  &  Derrick  indicates  the 
depth  of  the  downturn.  Until  1982  it  made  money  for  43 
years  in  a  row.  Since  then  the  company  has  lost  money. 

Caterpillar  Tractor,  the  largest  heavy  equipment  build- 
er, also  has  lost  money  since  1982.  It  isn't  likely  to  report  a 
profit  for  1984,  either.  Revenues  rose  44.9%  during  the  last 
12  months.  But  the  strength  of  the  dollar  is  limiting 
Caterpillar's  recovery.  In  the  third  quarter  of  last  year  U.S. 
sales  increased  14%,  but  foreign  sales  declined  6%. 

The  austerity  moves  at  Caterpillar  parallel  those  at  John 
Deere.  It  is  laying  off  employees  and  closing  facilities.  But 
the  company  has  a  strong  enough  balance  sheet  that  it  can 
still  concentrate  on  its  strengths.  To  that  end,  Cat  is 
currently  emphasizing  research  and  development. 

Over  the  next  few  years,  the  company  has  plans  to 
introduce  as  many  as  50  new  or  improved  products.  Since 
business  is  tough  all  over  the  world,  Caterpillar  executives 
reason,  creating  new  models  now  will  give  them  the  jump 
on  the  competition  when  good  times  return.  The  strategy 
is  to  create  more  up-to-date  versions  of  existing  machines 
and  to  introduce  equipment  that  serves  specialty  markets. 

These  areas,  which  Cat  often  has  shunned  because  of  the 
limited  sales  potential,  can  provide  unusual  profit  mar- 
gins. "When  business  was  good,  we  couldn't  build  the  big 


machines  fast  enough,"  says  a  company  official.  "Now 
we're  not  doing  anything  brand  new.  We're  simply  build- 
ing smaller  versions  of  our  traditional  equipment — new 
wheel-type  and  track-type  excavators,  for  example,  that 
are  good  for  small-scale  utility  construction." 

In  other  markets,  however,  the  downturn  has  been  less 
severe.  Amsted  Industries,  which  ranks  third  in  the  build- 
ing and  mining  subgroup  in  terms  of  long-term  profitabil- 
ity, has  weathered  the  falloff  in  demand  better  than  com- 
petitors. Profits  returned  to  this  railroad  equipment  maker 
in  1984,  after  a  loss  in  1983.  Amsted  also  has  one  of  the 
industry's  cleanest  balance  sheets. 

More  good  news  comes  from  Clark  Equipment,  which 
managed  a  66.3%  jump  in  earnings  over  the  last  12 
months.  It  acquired  Euclid,  a  manufacturer  of  heavy 
trucks  from  Daimler-Benz.  Clark  is  also  phasing  out  pro- 
duction in  Cleveland  and  has  made  sourcing  changes  in  a 
redesigned  line  of  forklift  trucks. 

These  products  are  Clark's  traditional  mainstay,  and 
Clark  is  a  market  leader.  Lately  tough  competition  has 
forced  the  company  to  cut  prices  on  many  of  its  older 
models.  This  hurts  profits.  In  the  other  areas  of  the  busi- 
ness, however,  Clark's  position  is  less  strong — and  it  often 
winds  up  the  victim  in  the  war  between  the  industry's  two 
giants,  Caterpillar  and  Japan's  Komatsu. 

Then  there  is  fourth-ranked  Ampco-Pittsburgh,  which  is 
diversifying  out  of  its  heavy  dependence  on  railroad  equip- 
ment. In  1984  it  acquired  Vulcan  Inc.,  a  manufacturer  of 
ingot  molds  and  materials  handling  equipment,  and  Union 
Electric  Steel.  Ampco  should  show  profits  in  fiscal  1984 — 
the  first  time  since  1981. 

Because  of  repeated  losses  over  the  last  half-decade, 
neither  Harnischfeger  nor  Pettibone  gets  a  rating  for  five- 
year  profitability.  During  the  last  12  months,  however, 
Harnischfeger  made  money.  It  now  plans  to  import  its 
construction  cranes  from  Kobe  Steel  of  Japan.  Pettibone, 
meanwhile,  remains  the  most  leveraged  company  of  the 
group.  Its  debt-to-equity  ratio  is  a  staggering  7.9.  ■ 
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Some  things  never  go  out  of  style.  The  vintage,  hand 
woven  towel  on  the  left  is  one  of  them.  But  for  million 
of  Americans,  the  towel  on  the  right  is  more  practical  j 
more  convenient— and  more  in  keeping  with  today's 
lifestyle. 

People  simply  spend  more  time  away  from  home 
today  than  ever  before.  And  the  trend  is  accelerating 
More  women  are  working;  53%  at  last  count.  More 
people  are  traveling,  too.  And  every  year,  the  entertaii 
ment  and  foodservice  industries  set  new  sales  records 

Fort  Howard  has  grown  by  serving  the  needs  of  tfc 
society  on  the  go.  We  make  the  paper  towels  you  use 


D 


e: 


. 


the  office.  The  tissue  you  use  in  hotels  and  motels. 
le  napkins  and  placemats  you  use  when  you  eat  out. 
id  that's  just  the  beginning. 

Our  recent  merger  with  Maryland  Cup  Corporation, 
w  our  Sweetheart  Products  Group,  maker  of  dis- 
sable  cups,  plates,  straws  and  cutlery,  joins  two  major 
lustry  forces  and  creates  the  synergy  to  serve  this 
irket  even  better.  The  result:  Fort  Howard  is  now  a 


$1.3  billion  company  strategically  positioned  to  offer 
our  customers  the  industry's  broadest  range  of  service, 
products  and  resources. 

The  products  themselves  are  frequently  taken  for 
granted.  But  at  Fort  Howard,  our  commitment  to  supply 
them— and  the  convenience  and  efficiency  they  provide 
—is  something  we  take  very  seriously.  Fort  Howard 
P.O.  Box  19130,  Green  Bay,  WI 54307-9130. 


Fort  Howard 


INDUSTRIAL 
MACHINERY 


Capital  spending  is  what  keeps  these  companies  humming. 
It  took  off  last  year,  but  something  unusual  happened:  The 
benefits  weren't  as  lavish  as  they  should  have  been. 


Last  year  there  was  a  major  capital  spending  boom. 
Overall  corporate  investment  jumped  by  25%,  the 
largest  increase  in  well  over  a  decade.  Traditional  logic 
dictates  that  when  this  happens,  earnings  and  sales  of 
machinery  makers  rise.  In  1984  that  wasn't  the  case.  Sure, 
most  of  these  companies  posted  improved  results.  But 
almost  no  one  was  enjoying  a  boom. 

That's  because  of  a  major,  though  gradual,  change  in  the 
economy.  Last  year  a  large,  although  unquantifiable, 
amount  of  capital  was  spent  for  office  automation.  The 
beneficiaries  tend  to  be  service  sector  companies  in  tele- 
communications and  electronics — not  smokestack  pro- 
ducers of  industrial  equipment. 

The  strong  dollar,  which  makes  imports  cheaper,  also 
hurt.  "The  tool  and  die  companies  also  are  sitting  on  their 
hands  because  the  orders  from  manufacturers  are  not 
going  into  Pittsburgh,  Dallas,  Cleveland  and  Detroit,"  says 
Kenneth  Goldstein,  a  Conference  Board  economist. 
"They're  going  into  Yokohama,  Seoul  and  Taiwan." 


Drawing  conclusions  about  this  industry  from  the  Yard- 
sticks is  difficult.  That's  because  the  48  companies  that 
appear  here  serve  wildly  diverse  markets.  Many — like 
W.W.  Grainger,  which  sells  electric  motors,  or  Timken, 
which  makes  roller  bearings — are  highly  specialized.  Oth- 
ers are  broadly  diversified. 

The  companies  that  top  the  profitability  rankings  tend 
to  be  conglomerates  like  Litton  and  Teledyne.  Or  they 
tend  to  dominate  small  markets.  Briggs  &  Stratton  does 
well  building  small  gasoline  engines  for  lawn  mowers  and 
garden  tractors.  Stanadyne  owes  its  top  performance  to 
water  faucets  and  diesel  fuel  injection  pumps — but  GM's 
ending  production  of  diesel  cars  will  hurt  next  year. 

Companies  that  haven't  successfully  diversified  or  spe- 
cialized tend  to  perform  far  less  well.  Consider  Peabody 
International,  which  has  a  five-year  average  return  on 
equity  of  2.4%,  one-fifth  of  the  industry  median.  Peabody 
is  a  haphazardly  diversified  company,  and  its  various  busi- 
ness segments  do  little  to  offset  one  another's  cyclical  ups 
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and  downs.  Result:  In  good  times  or  bad,  Peabody  seldom 
does  well  in  this  Yardstick. 

Next  consider  General  Refractories,  which  has  had  a 
negative  return  on  equity  over  the  past  five  years.  GR  had 
the  misfortune  of  producing  furnace-lining  materials  for 
the  rapidly  declining  steel  industry.  It  lost  money  for  1 1 
consecutive  quarters  until  reporting  a  tiny  profit  in  the 
final  quarter  of  1983.  Its  12-month  profitability  figure  (at 
61%  the  highest  of  all  the  companies  in  the  group)  looks 
good  only  because  three  consecutive  years  of  losses  all  but 
wiped  out  the  company's  equity  base. 

Looking  back  at  the  Yardsticks  a  decade  ago,  you  discov- 
er numerous  companies  that  have  disappeared  from  the 
roster,  such  as  Chicago  Bridge  &.  Iron  and  Wean  United. 
The  1975  profitability  leader,  Briggs  &.  Stratton,  however, 
is  still  up  there  with  the  best,  while  Midland-Ross,  ten 
years  later,  remains  stuck  near  the  bottom. 

Ingersoll-Rand  displays  one  of  the  most  dramatic  falls. 
In  1975  it  was  a  stellar  performer  with  a  five-year  return  on 


equity  of  16.2%.  Now  the  firm  ranks  41st  in  terms  of 
profitability  in  this  group  of  48  companies,  and  its  return 
on  equity  is  exactly  half  the  former  level.  Our  12-month 
figures,  which  show  an  earnings  deficit,  include  a  $4.38  per 
share  charge  taken  in  1983's  fourth  quarter  because  of  a 
corporate  restructuring.  One  of  the  reasons  for  I-R's  down- 
fall is  its  early  Seventies  bet  on  a  boom  in  capital  spending. 
Since  it  never  came,  the  company  was  stuck  with  major 
overcapacity. 

To  evaluate  the  performance  of  many  of  these  other 
firms,  it  is  necessary  to  understand  what  happened  last 
year  in  the  machine  tool  market.  Orders  totaled  $2.9 
billion,  a  70%  rise  over  1983's  $1.7  billion.  That  was  the 
good  news.  But  the  bad  news  is  that  the  current  figure  is 
still  a  long  way  from  the  record  $5.6  billion  year  that  the 
industry  enjoyed  in  1979. 

Worse  still,  imports  hit  alltime  highs  in  1984.  They 
accounted  for  nearly  40%  of  all  domestic  sales  in  terms  of 
value.  Not  only  did  the  equipment  rush  in  from  Japan, 
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Yours  free. 

This  valuable  booklet  contains  many  practical  tips— some  will 
almost  certainly  improve  productivity  in  your  company.  It's  published 
by  Robert  Half,  the  world's  largest  recruiting  service  specializing  in 
financial,  accounting  and  data  processing  professionals. 

To  get  your  copy,  contact  any  of  the  80  Robert  Half  offices  on 
three  continents.  Or,  write  on  your  company  letterhead  to: 

Robert  Half  International  Inc., 
PO  Box  4157, 
NewYork,  NY  10163. 


South  Korea  and  Taiwan,  but  the 
strong  dollar  made  European  products 
more  competitive,  too.  That's  why 
Burk  Kalweit,  senior  economist  at  the 
National  Machine  Tool  Builders  As- 
sociation, calls  1984  "a  recovery  year 
with  an  asterisk  beside  it." 

The  disparity  in  costs  between  im- 
ported and  domestic  machinery  these 
days  is  striking.  The  average  value  of  a 
numerically  controlled  turning  ma- 
chine made  in  the  U.S.  last  year  was 
$135,000.  A  similar  unit  made  in  Ja- 
pan cost  a  mere  $63,000.  A  30%  price  ' 
advantage  for  an  import  is  not  unusu-  i 
al,  which  explains  why  U.S.  manufac-  ' 
turers  have  such  a  tough  time  selling  i 
against  them. 

The  alternative  is  to  diversify.  And  j 
many  traditional  machine  tool  mak- 
ers are  doing  just  that.  Ex-Cell-O  is  j 
becoming  more  deeply  involved  int 
aerospace,  defense  and  automotive ! 
components.  Cross  &  Trecker  ac-  ■ 
quired  Bendix  Automation  last  year,  a- 
move  that  may  help  it  become  a  major  ^ 
player  in  the  rapidly  emerging  field  of 
flexible  manufacturing  systems. 

A  prime  example  of  this  trend  is 
Rexnord,  the  old-line,  nuts-and-bolts 
machinery   company   based   outside 
Milwaukee.  In  the  past  year  Rexnord,! 
which  has  traditional  businesses  that 
include  power- transmission  devices 
and  industrial  fasteners,  snapped  up| 
six  companies  in  an  effort  to  move  | 
into  higher-technology  markets.  The 
latest  acquisition  came  in  December, 
when    Chairman    Robert    Krikorian 
paid  $107  million  for  Electronic  Modi 
ules  Corp.  The  firm,  which  has  sale? 'I 
of  $65  million,  makes  computerizec 
control     systems     for     the     energy* 
chemical,  steel,  food  and  pharmaceu 
tical  industries.  "It  moves  us  towarc 
our  goal  of  becoming  a  major  partici 
pant  in  the  growing  process  control: 
market,"  says  Krikorian. 

Even  in  nuts-and-bolts  businesses 
of  course,  the  news  isn't  all  bad.  Tb 
machine  tool  industry's  order  backlo, 
now  stands  at  $1.9  billion,  and  it  will 
take  at  least  eight  months  for  produc 
ers    to    fulfill    these    commitments- 
That's  why  many  industry  numben 
crunchers  are  looking  for  a  reasonabl 
good  1985.  Optimists  predict  a  35°/ ' 
rise  in  machine  tool  orders.  The  Cor 
ference    Board's    Goldstein    expect 
capital  spending  to  grow  by  12%  a 
companies  continue  to  invest  in  mor 
cost-efficient     production     capacity 
"It's  nothing  to  sneeze  at,"  he  say 
"because  that  increase  would  com 
on  top  of  a  very  strong  year." 

This  time,  maybe  the  folks  wb 
make  machinery  will  get  a  bigg< 
share.  ■ 
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INSURANCE 

This  is  a  cyclical 
business,  and  these 
companies  have  been 
down  for  five  years. 
But  there  are  signs  of 
a  turnaround. 
Property  and  casualty 
premiums  are  rising, 
and  new  products 
are  revitalizing 
life  insurers. 


Picking  insurance  companies 
isn't  a  beauty  contest,  it's  a  relative 
ugliness  contest.  Just  take  a  glance 
at  the  Forbes  Yardsticks.  For  the 
most  recent  12  months,  earnings  at 
these  47  companies  declined  by 
2.9% — bad  even  in  comparison 
with  the  industry's  long-term 
growth  rate  of  0.3%. 

After  two  years  of  economic  recovery,  however,  insurers 
may  finally  have  hit  bottom.  One  factor  fueling  the  incip- 
ient renaissance:  price-strengthening.  Premiums  for  prop- 
erty and  casualty  coverage  climbed  as  much  as  15%  in  the 
second  half  of  last  year.  Good — but  too  late  to  show  up  on 
most  income  statements. 

But  trouble  is  still  in  the  news.  The  ongoing  fiasco  at 
Fireman's  Fund  dragged  down  all  of  American  Express. 
And  at  Chubb,  earnings  approached  an  eight-year  low.  The 
firm's  big  problem  is  medical  malpractice  insurance. 
Chubb  stopped  issuing  these  policies  last  May,  but  the 
coverage  accounted  for  more  than  one  quarter  of  its  under- 
writing losses  for  the  first  half  of  last  year. 

In  fact,  only  2  of  the  1 1  property  and  casualty  companies 
beat  their  five-year  earnings  records.  GEICO,  the  nation's 
tenth-largest  auto  insurer,  kept  claims  costs  low  by  focus- 
ing on  motorists  with  good  records.  It  also  minimizes 
marketing  expenses  by  using  direct  mail  or  telephones — 
bypassing  the  pricier  system  of  selling  through  indepen- 
dent agents.  At  Berkshire  Hathaway,  meanwhile,  the  good 
times  had  more  to  do  with  Chairman  Warren  Buffett's 
stock-picking  prowess  than  selling  insurance. 

Fewer  than  half  of  the  18  multiline  firms  topped  their 
five-year  earnings  growth  rates.  Like  their  property  and 
casualty  counterparts,  these  companies  suffered  from  soft 
pricing.  But  here,  too,  it  paid  to  bypass  agents.  By  selling 
directly  to  customers,  Farmers  Group  bettered  its  long- 
term  growth  rate  by  more  than  50% . 
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BELLSOUTH  IS  GROWING 
WITH  THE  SOUTHEAST 


WE'RE  READY  TO  MEET  THE 
TELECOMMUNICATIONS  NEEDS 
OF  A  REGION  GROWING 
82%  FASTER  THAN 
THE  NATION'S  AVERAGE. 
Our  location  in  the  booming  Southeast  is  a 
prime  example  of  the  strength  of  BellSouth. 
Our  nine-state  area,  from  Louisiana  to  North 
Carolina  and  Florida  to  Kentucky  will  experi- 
ence a  growth  rate  almost  double  the  national 
average  over  the  next  20  years  according  to 
U.S.  Census  Bureau  estimates.  We're  pre- 
pared to  make  the  most  of  this  growth  by 
being  ready  to  provide  these  new  customers 
with  the  most  advanced  communications 
services. 

TECHNOLOGY  AT  WORK  TODAY 
Our  involvement  with  new  technologies 
is  opening  exciting  new  fields  of  opportunity. 
We're  already  offering  our  customers  a 
wealth  of  innovative  products  and  services. 
For  example,  we're  now  providing  mobile 
telephone  service  through  new  cellular 
technology  and  we're  already  participating 
in  the  first  commercial  application  of  a  re- 
markable videotex  medium  for  at-home 
shopping  and  many  other  uses. 
A  NETWORK  READY  FOR  TOMORROW. 
Another  strength  of  BellSouth  is  our  dedica- 
tion to  providing  a  constantly  updated  com- 
munications system  which  enables  us  to 
provide  high-quality  service  in  a  growing 
marketplace.  Our  operating  companies, 
Southern  Bell  and  South  Central  Bell,  have 
spent  almost  $1 7  billion  on  our  network  since 
1978.  This  means  that  approximately  three 
out  of  every  four  dollars  of  our  investment  in 
equipment  and  facilities  have  been  invested 
in  the  last  six  years. 

These  are  just  some  of  the  strengths  our 
management  is  using  to  provide  new  and 
better  ways  of  serving  our  customers  in  the 
future.  To  learn  more  about  BellSouth,  ask 
your  broker  or  write:  Mr.  L.  E.  Spradlin, 
Director  of  Investor  Relations,  BellSouth 
Corporation,  675  West  Peachtree  Street, 
NE,  Atlanta,  Georgia  30375. 


BELLSOUTH 


THE  RIGHT  COMPANY  IN  THE  RIGHT  PLACE  AT  THE  RIGHT  TIME. 


Companies  that  use  agents,  meanwhile,  are  getting 
tough.  Continental  began  cutting  out  marginal  representa- 
tives to  boost  profits  in  1983,  and  now  the  idea  has  caught 
on  at  Aetna  and  St.  Paul.  Still,  all  three  of  these  companies 
fell  behind  their  five-year  returns  on  equity  in  1984. 

Insurance  brokers  should  get  a  boost  from  price 
strengthening  even  before  the  underwriters.  But,  unfortu- 
nately, the  two  firms  in  this  subgroup  had  problems  that 
pricing  couldn't  solve.  Hundreds  of  millions  of  dollars  lost 
in  bond  trades  sent  Marsh  &  McLennan  reeling,  and  Alex- 
ander &  Alexander  is  still  under  the  shadow  of  its  bad 
British  acquisition. 


In  the  life  insurance  industry, 
the  mood  is  different.  Five  years 
after  the  cycle  that  began  with  the 
introduction  of  interest-rate-sensi- 
tive universal  life  products,  signs 
of  health  are  finally  back.  Last  year 
these  companies  showed  impres- 
sive earnings  growth  and  solid 
profitability.  But  the  situation  may 
not  be  so  sweet  in  1985.  Corporate  health  care  customers 
can  already  see  these  improved  results,  and  they  will 
surely  want  givebacks  on  premium  pricing.  ■ 


Insurance 
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Panhandle  Eastern  moves  ahead 
in  the  new  energy  game 


Competition  is  now  setting  the  pace  in  the  natural  gas  industry.  And  Panhandle 
Eastern  is  making  positive  things  happen  for  its  interstate  pipelines. 

Pricing 

Rates  have  been  reduced  to  more  competitive  levels.  Our  voluntary  contract 

carriage  program  is  making  dramatic  strides  in  the  market.  And  a 

new  entity,  PanMark,  is  holding  the  industrial  market  with 

competitive  prices.  Pipeline  throughput,  down  for 

two  years,  has  been  stabilized. 

Progress 

What's  more,  our  pipelines  have 
softened  a  formidable  obstacle  by 
substantially  reducing  past  take- 
or-pay  exposure  through  nego- 
tiations. And  partial  wellhead 
price  deregulation  in  1985  pro- 
vides the  opportunity  to  build 
flexibility  into  operations  and 
gas  costs.  All  of  these  steps, 
and  more  to  come,  give  our 
pipelines  the  muscle  to 
get  the  job  done  in  the 
marketplace. 

Performance 

The  renewed  strength  of  our 
pipelines  complements  the 
continuing  strong  performance 
of  Anadarko  Production  Com- 
pany, our  oil  and  gas  exploration 
and  production  group.  A  strong 
domestic  lease  position  in  ex- 
cess of  five  million  gross  acres,  a 
positive  ratio  of  reserve  replacement 
over  the  last  five  years  and  one  of 
the  lowest  finding  costs  in  the  in- 
dustry give  Anadarko  a  bright  future. 

On  the  move 

With  assets  in  excess  of  $5  billion  and 

a  diversified  base  in  energy,  Panhandle 

Eastern  is  a  company  on  the  move.  Our 

common  stock  is  traded  on  the  New  York 

Stock  Exchange  and  other  U.S.  and  Canadian 

exchanges.  Get  the  whole  story  in  our  1984 

Annual  Report,  to  be  published  in  March.  Please 

write  Corporate  Communications,  P.O.  Box  1642, 

Houston,  Texas  77001. 

PANHANDLE  EASTERN  CORPORATION 

Panhandle  Eastern  Pipe  Line  Company 
Trunkline  Gas  Company 
Dixilyn-Field  Drilling  Company 
Anadarko  Production  Company 
North  Antelope  Coal  Company  (50%) 
The  Y  &  O  Coal  Company 


LEISURE  AND 
RECREATION 

It  was  anything  but  fun  and  games  for  most  of 
these  companies  last  year.  And  if  you  look  behind 
many  of  the  numbers,  the  results  are  even  more 
somber  than  they  seem. 


The  leisure  industry  has  certainly  seen  better  days, 
as  this  year's  Yardsticks  reveal.  Taken  as  a  whole,  the 
industry's  12-month  return  on  equity  was  12.0%,  while 
five-year  averages  were  significantly  better  at  15.3%. 
These  lower  returns  are  no  surprise  to  anyone  who  has 
tracked  the  industry's  sales  and  earnings  growth:  While 
12-month  sales  expanded  by  13.5%,  earnings  over  the 
same  period  actually  fell  by  6.3%. 

In  fact,  of  the  six  groups  covered  in  the  leisure  and 
recreation  sector,  only  recreational  vehicles  and  recreation 


have  gone  against  this  general  trend. 

In  the  recreational  vehicles  subgroup,  the  companies 
listed  had  a  median  12-month  return  of  23.6%,  compared 
with  a  five-year  return  on  equity  of  7.7%.  But  don't  take 
these  figures  at  face  value.  With  only  three  firms  in  the 
subgroup — Fleetwood  Enterprises,  Coachmen  Industries 
and  Skyline — the  statistics  are  misleading.  Skyline  had 
lower  12-month  returns  than  those  for  the  five-year  term. 
Coachmen  had  somewhat  better  recent  returns,  but  its 
earnings  per  share  actually  fell  by  13.4%  over  the  12- 
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month  period.  That  leaves  Fleetwood,  which  alone  of  the 
three  shows  up  well  on  the  12-month  Yardsticks  for  earn- 
ings and  returns. 

Despite  these  problems  the  recreational  vehicle  compa- 
nies can  look  at  some  of  the  other  subindustry  groups  here 
with  a  certain  smugness.  The  picture  in  toys  and  electron- 
ics is  not  fun.  Coleco  Industries  and  Tandy  are  at  the  top  of 
this  list,  as  they  were  last  year.  But  there  the  similarity  to 
1983  ends. 

Coleco,  which  had  a  44.2%  return  on  equity  in  1983, 
lost  money  during  the  most  recent  12-month  period.  Even 
Cabbage  Patch  dolls  weren't  profitable  enough  to  offset 
the  costs  of  its  troubled  personal  computer  business.  Sec- 
ond-ranked Tandy  saw  earnings  per  share  shrink  by  4.8% 
while  sales  increased  by  8.2%.  This  pulled  its  return  on 
equity  down  from  29.3%  in  1983  to  24.6%  in  1984.  Like 
Coleco,  Tandy  had  difficulties  in  its  once  highly  profitable 
home  electronics  business. 

There  were  a  number  of  similarly  sad  stories  in  the 
entertainment  sector.  General  Cinema  tops  this  list  with 
five-year  return  on  equity  of  28.9%  and  an  astonishing 
87.8%  return  for  the  most  recent  12  months.  But  any 
current  return  as  high  as  this  raises  questions.  For  General 
Cinema  the  increase  over  the  period  was  largely  caused  by 
a  sizable  drop  in  common  equity.  That  drop  came  because 
of  a  large  offering  of  convertible  preferred  stock.  Allowing 
for  this  change,  Forbes'  calculations  show  the  company's 
earnings  actually  dropping  by  25.4%   during  the  most 


recent  12  months. 

The  number  two  company  in  this  group  fared  even 
worse.  Had  Bally  Manufacturing  been  ranked  on  the  basis 
of  its  12-month  returns  instead  of  five-year  figures,  the 
company  would  have  been  solidly  in  last  place.  The  com- 
pany's losses  from  its  arcade  videogame  operations  ac- 
counted for  a  stunning  92.1%  drop  in  earnings  per  share 
over  the  recent  12-month  period  and  an  18.2%  fall  in 
earnings  over  the  five-year  span. 

Things  get  little  better  farther  down  the  list.  Warner 
Communications  lost  money  last  year,  and  MCA  saw 
earnings  drop  by  37.8%.  It  isn't  until  you  get  to  CBS, 
which  ranks  fifth  in  terms  of  five-year  profitability,  that 
things  seem  finally  to  look  pretty  good.  Its  return  picked 
up  from  15.3%  over  the  last  five  years  to  16.5% — but 
much  of  the  firm's  recent  gains  may  come  from  cost- 
cutting  (Forbes,  Dec.  31,  1984). 

The  mighty  seem  to  have  fallen  in  the  hotels  and  gaming 
companies  as  well.  Just  as  in  entertainment,  the  compa- 
nies ranked  one  and  two  (Hilton  Hotels  and  Resorts  Inter- 
national) had  a  sizable  drop  in  earnings  and  return  on 
equity  from  1983.  Both  firms  suffered  decreasing  returns 
on  equity  over  the  12-month  period,  as  compared  with  the 
last  five  years. 

The  two  companies  had  different  reasons  for  their  diffi- 
culties. Hilton  was  particularly  hurt  by  the  long  strike  in 
Las  Vegas,  while  Resorts  faced  an  increasingly  competitive 
market  in  Atlantic  City.  ■ 
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METALS 


Gloom  and  doom  prevail 
at  these  companies,  with 
nearly  half  running 
deficits.  Steel  imports 
are  at  record  levels, 
and  voluntary  curbs 
aren't  likely  to  stem  the 
industry's  decline. 


The  Forbes  Yardsticks  for  metals  tell  a  sorry  tale:  1 7 
of  the  38  companies  in  the  group  ran  deficits,  16 
others  were  unable  to  match  or  beat  their  five-year  return 
on  equity  averages  in  the  past  12  months,  and  only  5 
improved  on  their  five-year  profitability  figures.  Among 
the  42  industries  that  were  tracked  by  Forbes,  metals 
ranked  37th  in  profitability. 

There's  little  good  news  for  producers  of  either  steel  or 
nonferrous  metals.  After  some  encouraging  gains  in  the 
first  half  of  the  year,  the  steel  industry  began  to  crumble  as 
imports  rose  to  record  levels,  capturing  26%  of  the  market. 
Operating  losses  for  steelmakers  averaged  $10  per  ton  in 
1984's  second  half.  Steelmakers  aren't  expected  to  be  at  on 
above  break-even  until  the  second  quarter  of  this  year.  The 
Reagan  Administration  rejected  demands  for  new  import  t 
quotas,  preferring  instead  to  seek  voluntary  reductions. 
Meanwhile,  aluminum  ingot  spot  prices  collapsed  to  50 
cents  per  pound,  from  75  cents,  by  year's  end. 

The  best-performing  companies  tend  to  be  smaller,  spe- 
cialized outfits.  Profit-leader  Worthington  Industries,  for 
example,  boasts  markets  in  processed  steel  for  things  like 
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component  parts  in  consumer  appliances  and  auto  disk- 
braking  systems.  Nucor,  number  two  on  our  list,  has  the 
advantage  of  a  narrow  product  line  and  state-of-the-art 
equipment.  Carpenter  Technology  focuses  on  specialty 
metals  in  narrow  markets. 

Some  good  news:  Our  12-month  figures  disguise  U.S. 
Steel's  1984  comeback  because  they  include  the  1983 
fourth  quarter,  when  losses  of  $9.70  per  share  were  report- 
ed. U.S.  Steel  moved  solidly  into  the  black  last  year, 
thanks  to  a  major  corporate  restructuring.  Since  the  end  of 
1982  the  company  has  shut  down  one-fifth  of  its  capacity 
and  axed  50%  of  its  administrative  work  force. 

Today  steel  accounts  for  only  35%  of  the  company's 
total  revenues.  "I  think  that  we  have  weathered  this  storm 
well,"  says  Chairman  David  Roderick,  "but  we  have  no 
illusions  that  we  aren't  still  in  stormy  waters.  We're  going 
to  have  to  be  very  careful  to  keep  the  rigging  tight  so  we 
stay  on  a  straight  course." 

Expect  additional  manpower  and  wage  reductions  as 
well  as  further  restructuring  in  the  industry  this  year. 
Steelmakers,  which  often  have  weak  balance  sheets,  are 
likely  to  continue  to  sell  assets  to  reduce  debt.  Nucor  is  a 
major  exception.  With  $100  million  in  cash,  it  is  searching 
for  an  acquisition  in  the  flat-rolled-steel  sector.  "We  have  a 
lot  of  cash  and  an  ability  to  borrow  money,  something  that 
a  lot  of  companies  in  our  industry  don't  have,"  boasts 


Samuel  Siegel,  its  chief  financial  officer. 

Roderick  and  other  executives  at  old-line  companies 
believe  that  more  restructuring  is  necessary  for  survival. 
"The  industry  still  needs  rationalization  both  in  its  inte- 
grated steel  production  and  in  its  raw  material  sources,"  he 
explains.  "There's  no  question  in  my  mind  that  you'll  also 
continue  to  see  mergers  of  some  producers.  You'll  see 
companies  fail  unless  they  do  merge." 

One  problem  that  compounds  the  industry's  troubles  is 
the  trend  among  domestic  manufacturers  to  source  prod- 
ucts from  abroad.  Take  Detroit's  automakers,  one  of 
steel's  largest  customers.  Foreign  sourcing  will  account  for 
the  equivalent  of  at  least  1 .3  million  assembled  vehicles  by 
1988,  up  from  only  240,000  in  1983,  estimates  John  Tuma- 
zos,  an  analyst  with  Oppenheimer  &  Co.  That  represents 
an  annual  loss  of  up  to  1.5  million  tons  of  steel  consump- 
tion in  autos  alone.  "We  expect  roughly  equal  losses  in  the 
machinery  sector  and  in  capital  goods,"  says  Tumazos. 

The  outlook  for  1985?  The  steel  industry  should  break 
into  the  black  in  the  second  quarter  as  seasonal  demand 
improves  and  excess  inventories  become  depleted.  Capac- 
ity utilization  might  even  reach  75%  by  spring,  up  from 
under  60%  at  year-end.  Production,  predicts  Tumazos, 
should  be  up  to  78  million  tons,  from  75  million  in  1984. 
Not  bad,  unless  you  remember  that  the  figure  was  over  100 
million  in  1979.  ■ 
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NATURAL  GAS 
UTILITIES 

Falling  prices  and  tough  competition  hurt 
many  of  these  companies  last  year.  But  a 
few  also  enjoyed  a  pleasant  windfall: 
rate  increases  from  state  regulators. 


Business  at  these  companies  ought  to  be  very 
steady,  and  at  first  glance  that's  the  impression  the 
Yardsticks  give.  After  all,  natural  gas  distributors  posted  a 
12-month  return  on  equity  of  15.3%,  which  is  slightly 
better  than  their  five-year  average.  But  note  that  only  2  of 
the  12  companies  in  this  subgroup  have  earnings  stability 
rated  high  or  very  high.  On  the  other  hand,  8  have  earnings 
stability  that  is  low  or  very  low.  The  reasons  for  such 
unpredictability?  Natural  gas  sales  are  affected  by  such 
capricious  factors  as  the  weather,  consumer  demand  and 
state  regulators. 

The  top  company  in  the  subgroup  is  a  perfect  example. 
Arkla,  with  markets  in  Arkansas,  Louisiana,  Texas,  Okla- 
homa and  Kansas,  suffered  a  23.1%  drop  in  earnings,  while 
sales  rose  by  3.4%.  As  a  result,  its  return  on  equity  fell 
from  19.2%  over  the  last  five  years  to  12.1%  in  1984.  No 


major  problems  here.  Simply  weak  demand  for  natural  gas. 

The  results  were  somewhat  different  at  Peoples  Energy, 
which  serves  the  Chicago  area.  A  cold  winter  provided  a 
much-needed  boost  and  that,  coupled  with  a  surge  in 
industrial  activity  in  the  area,  gave  the  company  a  strong 
65.6%  earnings  gain.  Those  profits  helped  pull  return  on 
equity  up  from  11.7%  in  1983  to  19.3%  in  1984. 

Like  the  distributors,  the  integrated  companies — those 
that  combine  elements  of  production,  transportation  and 
distribution — ended  the  year  with  strong  industry  medi- 
ans. Last  year's  return  on  equity  was  a  solid  16.2%,  up 
from  15.1%  over  the  last  five  years.  But  here,  too,  the 
medians  don't  really  tell  the  story. 

The  first  company  in  the  subgroup  appears  to  have  done 
quite  well.  Entex,  which  serves  markets  in  Texas,  Louisi- 
ana and  Mississippi,  had  a  return  on  equity  that  increased 
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ON  THURSDAY, 

NOVEMBER  29, 1984 

FINANCIAL  HISTORY 

WAS  MADE. 


he  day  marked  a  new  phase  in  the  integration 
and  the  expansion  of  the  world's  capital  markets. 
It  also  introduced  the  United  States  to  a  financial 
instrument  effective  for  portfolio  diversification  — 
a  growing  need  for  money  managers  in  the  inter- 
nationalized capital  markets. 

What  happened  on  November  29th  was  the 
first  public  offering  in  the  US  of  securities  denomin- 
ated in  ECU,  the  European  Currency  Unit.  A  major 
currency  of  the  European  Economic  Community 
(EEC),  the  ECU  is  widely  used  and  accepted  in  Europe 
and  in  the  Eurobond  market. 

Bear,  Stearns  &  Co.  was  the  first  investment 
banking  firm  to  propose  that  the  European  Economic 
Community  undertake  a  public  offering  of  ECU- 
denominated  securities  in  the  U.S.  The  EEC  care- 
fully considered  our  concept  and  then  decided  to  file 
a  registration  statement  with  the  SEC.  They  selected 
a  group  of  three  managers,  including  Bear  Stearns, 
to  bring  the  ECU  200  million  issue  to  market. 

Some  had  said  it  couldn't  be  done. 

In  pioneering  the  public  introduction  of  this 
financial  instrument  in  the  US,  we  demonstrate 
more  than  our  broad  knowledge  and  expertise  in 
the  needs  of  issuers  and  investors  in  the  world's 
capital  markets;  we  demonstrate  our  commitment 
to  an  expanded  market  for  ECU-denominated 
securities  in  the  US  and  throughout  the  world. 


Evidence  of  this  commitment  appears  in  our 
organization.  Trading,  Sales  and  Marketing,  Corporate 
Finance,  Syndicate,  Administration  and  other  areas 
of  Bear  Stearns  have  consolidated  for  the  execution 
and  the  after-market  support  of  transactions  in 
ECU-denominated  securities.  Further  evidence  of 
our  commitment  is  our  intent  to  maintain  liquid 
primary  and  secondary  markets  for  the  issue  and  to 
conduct  trading  in  both  New  York  and  London. 

As  acceptance  of  the  ECU  grows,  so  do  its 
markets.  The  potential  for  the  ECU  is  vast.  And  so 
are  the  advantages  for  both  issuers  and  investors. 
Through  our  expertise  in  ECU  financing  we  can 
help  issuers  and  investors  finance  or  manage  assets 
in  the  world's  capital  markets. 

Watch.  History  rarely  happens  right 
before  your  eyes. . .  The  world's  capital 
markets  are  becoming  the  world  capital 
market. 

Interested  issuers  and  investors  in  ECU- 
denominated  securities  are  invited  to  contact 
Bear,  Steams  &  Co.  in  New  York: 

Ed  Rappa,  Market  Development,  212-952-8063; 

Ronald  Shiftan,  Corporate  Finance,  212-952-5964; 

Tom  Tarantino,  Trading,  212-952-7128;  or 

Clive  Bergel,  Sales  and  Marketing,  212-952-8966. 


Number  of  ECU  Per  Dollar 


This  graph  depicts  the  relationship  of  the  value  of  the 
US  Dollar  to  the  ECU  from  1976  to  the  present.  During 
this  period,  the  high  and  low  exchange  rates  of  the  ECU 
in  terms  of  U.S.  Dollars  were  $1.45  and  $.71,  respectively. 


from  19.7%  in  1983  to  21.3%  last  year.  But  look  closely 
and  all  is  not  rosy.  Its  earnings  went  up  by  only  0.7%  on  a 
sales  increase  of  9.9%.  Earnings  from  natural  gas  oper- 
ations didn't  even  do  that  well.  The  company  confirms 
they  actually  declined  during  the  period. 

ENSERCH,  the  subgroup's  number  three  company,  had 
even  worse  earnings  difficulties  last  year.  Its  profits  fell  by 
30.5%.  As  you  would  expect,  returns  dropped  in  tandem, 
from  18.2%  over  five  years  and  9.6%  in  1983  to  6.5%  last 
year — the  worst  performance  of  all  the  13  integrated  com- 
panies shown  here.  ENSERCH's  trouble  came  largely  be- 
cause of  a  price  crunch  last  summer.  It  usually  moves  lots 
of  natural  gas  that  is  sold  to  electric  utilities  during  sum- 
mer months.  In  1984  that  business  was  hard  to  come  by. 

Not  all  the  news  in  this  subgroup  was  bad,  of  course. 
National  Fuel  Gas,  which  distributes  natural  gas  in  New 
York,  Pennsylvania  and  Ohio,  had  an  impressive  earnings 
gain  of  69.4%.  Its  return  on  equity  also  rose,  from  12.2% 
over  the  five  years  and  10.2%  last  year  to  18%  in  1984.  The 
18%  figure  puts  National  Fuel  Gas  in  second  place  among 
all  diversified  companies  in  terms  of  12-month  return.  A 
combination  of  a  cold  winter  and  rate  relief  helped  produce 


these  impressive  results. 

It  is  harder  to  find  even  a  glim- 
mering of  good  news  in  the  third 
subgroup — producers  and  pipe- 
lines. Here,  12-month  return  on 
equity  was  12.6%,  far  below  the 
19.8%  return  these  firms  enjoyed 
over  the  last  five  years.  Of  the  12 
companies  ranked  here,  only  three 
showed  12-month  returns  that  were  better  than  their 
average  results  over  the  previous  five  years.  Why  the  poor 
showings?  Falling  energy  prices  drove  profits  down  and 
heightened  competition  in  industrial  markets. 

Consider  Mitchell  Energy  &  Development,  the  Texas 
company  that  leads  the  pack.  Its  profitability  fell  from 
34.3%  over  five  years  to  13.3%  last  year — even  though 
Mitchell  sports  the  best  margins  in  the  subgroup.  Houston 
Natural  Gas  also  suffered.  Its  12-month  returns  were  half 
their  five-year  average,  only  11.8%. 

Fortunately,  the  factors  that  create  a  downturn  can  also 
bring  this  industry  roaring  back.  And  who  really  knows? 
This  winter  might  be  unusually  cold.  ■ 


Natural  gas  utilities 


Yardsticks  of  management  performance 
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"ZIP+4  codes 
will  save 
Montgomery 

Ward  over 


400,000  a  year/' 

MAIL  THIS  COUPON  TO  SEE  HOW  YOUR  COMPANY  CAN  SAVE,  TOO. 


r 


Montgomery  Ward  was  one  of  the 
pioneer  companies  to  change  to 
ZIP +4  codes— the  Postal  Service's 
9-digit  system  for  First-Class  Mail?  Now 
their  regular  mailings  are  made  at  con- 
siderable savings.  Mr.  Funck  elaborated, 
"The  postal  discounts  save  us  so  much, 
we  should  cover  our  start-up  costs  in 
the  first  6  months." 

As  for  the  start-up,  "changing  our 
files  to  ZIP +4  codes  was  relatively 
simple.  We  used  software  provided  by 
a  commercial  vendor,  and  after  only  a 
month,  we  completed  the  change." 

Find  out  how  the  ZIP +4  program  can 
work  for  you.  Complete  the  coupon.  For 
immediate  assistance  or  the  number  of  a 
local  postal  customer  service  represen- 
tative, call  1  800  842-9000,  ext.  349. 


Please  check  your  line  of  business: 
D  Insurance,  □  Banking,  D  Manufacturing, 
D  Securities,  D  Utilities,  □  Education, 
D  Retail,  Q  Government,  D  Publishing, 
D  Service  Company,  □  Other. 


1 


And  check  your  yearly  First-Class  Mail 
volume:  □  Up  to  10,000,  D  10,001-50,000, 

□  50,001-100,000,  □  100,001-1,000,000, 

□  1,000,000+ 

U.S.  Postal  Service,  Regular  Mail  Services 

P  O  Box  2999 

Washington,  D.C.  20013-2999 

Name 

Title Company 


Address. 


City. 


State. 


ZIP. 


■■■BinHHHMBHHHMMHEnSB 


ADDRESSING  TOMORROW  TODAY. 


USPS  1984 


OFFICE 
EQUIPMENT 


This  used  to  be  a  crisp,  clean  business — though  many  balance 
sheets  are  now  smudged.  But  recent  signs  are  encouraging. 
Several  companies  gained  in  earnings  and  profitability. 


The  office  equipment  business  simply  isn't  as  prof- 
itable as  it  once  was.  Five  years  ago  the  median  five- 
year  return  on  equity  of  these  companies  was  17.8%.  Now 
it  is  10.8%,  which  places  the  industry  33rd  among  the  42 
sectors  surveyed  by  Forbes. 

Of  the  eight  firms  ranked  below,  only  three  show  posi- 
tive five-year  earnings  growth.  Some  of  that  strong  perfor- 
mance comes  from  nonrelated  businesses.  Sanders  Asso- 
ciates leads  the  pack  with  long-term  earnings  growth  of 
13.9%.  But  it  gets  lots  more  money  from  defense  electron- 
ics than  from  graphics  systems. 

Still,  there  is  good  reason  to  be  optimistic.  During  the 
latest  12  months,  these  companies  managed  to  post  an 
impressive  14.3%  return  on  equity.  That  is  roughly  one 
percentage  point  above  the  all-industry  median.  More  im- 
portant, office  equipment  firms  beat  their  five-year  aver- 
age. The  all-industry  median  fell  below  that  benchmark. 

Among  the  turnaround  stars,  reorganized  AM  Interna- 
tional shows  more  than  a  200%  increase  in  12-month 
earnings.  The  best  return-on-equity  figure  for  the  period 
belongs  to  Pitney  Bowes,  with  23.7%.  Bell  &  Howell, 
which  is  heavily  diversified  in  textbook  publishing  and 
vocational  education,  ranked  second  with  22.6%. 


Income  at  Xerox  was  off  30.8%.  This  company  has  a 
15.5%  five-year  average  return  on  equity,  but  profitability 
was  less  than  half  that  figure  during  the  most  recent  12 
months.  How  come?  Competition  is  keeping  office  copier  J 
margins  tight,  and  losses  from  casualty  insurer  Crum  & 
Forster,  which  Xerox  acquired  in  1982,  also  hurt  the  bot-1 
torn  line. 

Because  Savin,  Bell  &.  Howell,  Nashua  and  AM  Interna- 
tional have  all  lost  money  in  recent  years,  it  is  impossible 
to  calculate  a  meaningful  long-term  earnings  growth  rate 
for  these  companies.  Savin,  in  fact,  is  still  not  profitable. 
Its  woes  illustrate  how  quickly  the  mighty  can  fall. 

Five  years  ago  Savin  was  the  star  of  the  office  equipment 
industry,  with  a  five-year  return  on  equity  of  44.7%  and  a 
five-year  earnings  growth  rate  of  68.8%.  Then  Savin  and 
its  competitor  Nashua  decided  to  build  their  own  copying, 
machines  instead  of  merely  marketing  imports.  Nashua, 
junked  its  effort  in  1981,  wrote  off  $28.5  million  and< 
quickly  rebounded. 

But  Savin,  though  well  behind  schedule,  continues  to< 
forge  ahead.  Yet  the  strain  is  telling:  The  company  hasn't 
made  money  since  1979.  Savin  is  also  the  most  leveraged* 
company  in  the  group,  with  a  1.6  debt-to-equity  ratio.  ■ 
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IT'S  ALWAYS 
SOMETHING 


A  volcano  here. 

A  typhoon  there. 

A  shipment  damaged  in  South  America. 

A  ship  damaged  in  the  South  Pacific. 

When  your  business  is  international,  so  are  your 
problems.  And  to  make  matters  worse,  sometimes  the 
biggest  problem  a  company  faces  is  its  insurance. 

Because  when  things  go  wrong ,  many  American 
businesses  discover  that  the  insurance  they  have  isn't 
the  insurance  they  thought  they  had. 

Policies  vary. 

Customs  vary. 

And  assumptions  about  coverage  are  very  different 
from  country  to  country.  In  Italy,  for  example,  fire  insur- 
ance covers  all  accidental  fires. 

Except  those  started  by  spontaneous  combustion. 

And  in  Great  Britain,  "World  Wide"  coverage  covers 
England,  Scotland,  Guernsey  and  the  Isle  of  Man. 
Period. 

The  point  is,  insuring  international  risks  country  by 
country  can  be  something  of  a  risk  itself. 


Which  is  why  so  many  corporations  depend  on  one 
global  policy  from  CIGNA's  international  specialists. 

At  CIGNA,  our  companies  provide  American  busi- 
ness with  the  coverage  American  business  expects. 

Without  cultural  gaps.  Or  quaint  local  peculiarities. 

And  without  the  difficulty  of  dealing  with  a  stack  of 
policies  written  in  everything  from  Spanish  to  Swedish. 

What's  more,  when  something  goes  wrong  we  can 
also  provide  the  kind  of  claims  adjustment  and  re- 
sponsiveness that  American  business  demands. 

In  fact,  we  can  provide  a  breadth  of  service  unsur- 
passed by  any  other  insurance  company. 

With  local  representatives  in  130  countries. 

If  you  think  your  company  might  benefit  from  the 
total  protection  we  offer,  please  write  CIGNA  Cor- 
poration, Dept.  RG,  One  Logan  Square,  Philadelphia, 
Pennsylvania  19103. 

With  all  the  things  that  can 
go  wrong  in  this  world,  one 
of  them  shouldn't  be  your 
insurance. 


CIGNA 


OILFIELD  DRILLERS 
AND  SERVICES 


An  uptick  in  offshore 
activity  helped  business  at 
many  of  these  companies. 
Unfortunately,  weak  oil 
prices  offset  many  of 
these  gains.  So  the 
industry  is  still  depressed. 


THE  GOOD  NEWS  FROM  THESE  COMPANIES  is  that  the 
worst  is  over.  The  bad  news  is  that  they  still  have  a 
long  way  to  go. 

In  1983  oilfield  drillers  and  service  firms  wrote  off  more 
than  $1  billion  pretax  and  laid  off  thousands  of  employees. 
Thus  the  industry  was  neatly  slimmed  down  last  year, 
when  U.S.  drilling  activity  posted  a  healthy  9%  increase. 

All  this  helped  the  20  companies  in  this  Yardstick  boost 
profitability  by  70%  from  1983.  But  that  says  more  about 
how  far  down  the  industry  was  than  how  far  up  it  has 
come.  The  12-month  return  on  equity  of  drilling  and 
service  firms  is  still  1.7%,  a  fraction  of  their  20.1%  five- 
year  average.  No  surprise  that  none  of  the  companies  on 
this  roster  managed  to  outperform  their  five-year  figures. 
In  fact,  one-third  are  still  reporting  deficits. 

The  performance  of  the  oil  well  construction  companies 
chronicles  the  industry's  malaise.  "Things  were  some- 
what better  than  1983,"  says  Thomas  Cruikshank,  chief 
executive  of  Halliburton,  "but  the  increase  was  not  as 
sharp  as  we  expected."  The  problem?  Pricing.  Still,  Halli-i 
burton  was  lucky.  Its  profitability  held  steady  at  9.6% 


Oilfield  drillers  and  services 

Yardsticks  of  management  performance 
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despite  tough  competition.  Western  Co.  of  North  America 
was  less  fortunate.  Although  it  held  fifth  place  for  the 
second  year,  that's  because  high  returns  from  1982  and 
before  boosted  the  five-year  average.  For  the  last  two  years 
the  firm  has  lost  money.  As  Western's  old,  lucrative  drill- 
ing contracts  expired,  they  were  replaced  by  new  jobs  at 
cut-rate  prices. 

L.B.  Foster,  which  makes  and  distributes  tubular  goods, 
gave  up  the  industry's  top  spot  in  long-term  profitability 
last  year.  Its  five-year  return  on  equity  finally  shows  the 
effect  of  declining  oil  prices,  even  though  Foster  lost 
money  for  two  quarters  in  1983.  Yet  even  though  foreign 
pipe  manufacturers  flooded  the  U.S.  market  last  year, 
Foster  posted  an  earnings  turnaround. 

Schlumberger,  which  moves  into  first  place,  does  so 
partly  because  of  its  geographic  diversification.  The  giant 
firm  is  less  involved  in  the  North  American  markets,  the 
hardest  hit  in  this  cycle.  Moreover,  as  rig  use  increased — 
up  12%  last  year — so  did  demand  for  Schlumberger 's  wire- 
iline  service,  where  revenues  climbed  by  nearly  25%. 

Much  of  the  suspense  about  what  Schlumberger  would 
do  with  its  cash  ended  in  September,  when  plans  to  pur- 
chase SEDCO,  an  offshore  driller,  were  announced.  The  fit 
seems  good.  Like  its  new  parent,  SEDCO  enjoys  a  top- 
ranked  long-term  return  on  equity.  The  company's  41 
[offshore  units  benefited  from  two  industry  trends:  On  one 
[hand,  producers  are  exploring  a  record  number  of  new 
tracts  in  the  Gulf  of  Mexico.  On  the  other,  tax  incentives 
fin  the  North  Sea  are  spurring  drilling  activity  there. 

Although  Global  Marine  has  moved  up  to  second  place 
pn  the  Yardsticks,  that's  the  result  of  its  five-year  average, 
Irather  than  last  year's  return  on  equity.  The  company  has 
[more  than  tripled  the  number  of  rigs  in  its  fleet,  to  35  in 
(the  last  six  years,  so  you  might  think  its  profits  would  be 
quick  to  respond  to  the  increase  in  offshore  activity.  Un- 
fortunately, Global's  expansion  has  boosted  interest  ex- 
pense dramatically — the  firm  has  the  second-highest  per- 
centage of  debt  on  this  Forbes  Yardstick. 

"They  financed  equipment  with  high-cost  money,"  says 
John  Wellemeyer,  an  analyst  with  Morgan  Stanley.  "Rev- 

I 


enues  went  up,  but  their  costs  went  up  faster."  That 
problem,  coupled  with  dividends  from  a  late  1983  stock 
issue,  led  to  losses  for  the  most  recent  12  months. 

Excess  capacity  also  hurt  Reading  &  Bates,  which  posted 
a  hefty  earnings  decline.  Return  on  equity  was  1.1%,  not 
bad  for  a  sector  that  ran  barely  in  the  black,  but  bleak  in 
any  other  circumstances.  By  the  end  of  last  year,  R&B's 
fleet  had  completed  lucrative  contracts  negotiated  before 
the  downturn;  now  its  rigs  are  either  idle  or  employed 
under  contracts  that  barely  cover  operating  costs. 

There  were  further  tales  of  woe  at  Hughes  Tool  Co.  Slow 
demand  overseas  hurt  export  sales  of  its  drill  bits,  and 
inventory  writedowns  eroded  profitability.  Hughes  also 
instituted  an  extensive  restructuring  plan  in  an  attempt  to 
save  as  much  as  $20  million  annually.  This  regimen 
makes  sense,  since  the  drillers  that  did  cut  back  showed 
the  best  results  last  year.  In  1983  Baker  International 
sharply  reduced  inventory  as  well  as  employment,  moves 
culminating  in  a  $206  million  pretax  charge.  Last  year  it 
reversed  previous  losses  to  post  a  6.8%  return  on  equity. 

At  Cameron  Corp.,  another  convert  to  cost-cutting  mea- 
sures, earnings  again  ran  in  the  red,  owing  to  a  sharp  falloff 
in  domestic  deep- well  drilling,  the  biggest  factor  in  the 
company's  two-year  55%  sales  plunge.  Management  is 
doing  what  it  can  to  try  to  salvage  the  situation.  Cameron 
repaid  nearly  $55  million  in  debt  in  fiscal  1984  (which,  for 
Cameron,  ends  in  June),  reduced  employment  by  10%,  and 
cut  the  quarterly  dividend  to  3  cents  a  share,  from  10 
cents,  for  an  annual  savings  of  $8  million. 

There's  brighter  news  over  at  Zapata,  where  offshore 
drilling  buoyed  earnings.  With  a  5.9%  12-month  return  on 
equity,  it  ranks  sixth  in  the  industry.  McDermott  Interna- 
tional's marine  construction  services  are  turning  around. 
Although  the  company  shows  up  at  the  bottom  of  the 
profitability  Yardstick  for  the  second  year  in  a  row,  its 
profitability  was  respectable — at  least  within  the  context 
of  this  troubled  industry.  The  future  looks  bright,  too: 
Analysts  predict  that  increased  demand  for  offshore  drill- 
ing platforms  will  push  McDermott's  earnings  sharply 
higher  in  the  next  three  to  five  years.  ■ 
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The  Gran  Via  of  Spain. 


'inn'1 


Worldwide,  Iberia  flies  to  21  European,  27  North  & 
South  American,  and  IS  African  &  Middle  Eastern 
destinations. 

Within  Spain ,  Iberia  flies  an  average  of  260  times  aday 
offering  the  most  extensive  domestic  network  in  Europe. 

And,  in  1983,  Iberia  ranked  third  in  on-time 
performance  among  all  European  airlines. 

Iberia's  team  of  over  23.000  employees  are  working 
for  you  both  in  Spain  and  in  160  cities  throughout  the 
world.  Their  efforts  have  made  Iberia  not  only  Spain's 
number  one  multinational  company,  but  also  one  of  the 
world's  leading  airlines,  Europe's  third  largest,  flyingover 
13  million  passengers  yearly. 


So,  take  advantage  of  Iberia's  worldwide  network  a 
competitive  service  on  4  continents.  And,  when  in  Spa 
fly  the  most  extensive  domestic  network  offered  by  ai 
airline,  anywhere  in  Europe,  at  the  lowest  relative  fare.' 
Western  Europe. 

Flying  Iberia  is  the  best  way  to  reach  more  places. 
no  wonder  we  call  Iberia  the  "Gran  Via". 

Iberia:  Spain's  Highway  to  the  world. 


AIRLINES  OF  SPAIN 


PACKAGING 


Someday,  plastics  may  provide  most  of  the  profits  at  these 
companies.  But  change  comes  slowly  in  any  basic  industry, 
and  last  year  the  companies  that  made  plain  old  cardboard 
boxes  did  very  well  indeed. 


I      HE  BIG  STORY  IN  THE  PACKAGING  INDUSTRY  is  who's 

■m  gone  or  who's  going  to  disappear  next  year.  Mergers, 
icquisitions  and  leveraged  buyouts  abound.  In  1984 
Ciewit  Construction  and  investor  David  Murdock  took 
Continental  Group  private.  NVF  is  completing  a  leveraged 
myout  of  National  Can,  and  Champion  recently  finished 
ts  takeover  of  St.  Regis.  At  the  moment  Teledyne  holds  a 
10%  position  in  Brockway,  and  Monaco  Group  Fund  SA, 
>ased  in  Panama,  holds  a  9.4%  stake  in  Kerr  Glass. 

The  reason  for  all  of  this  action  is  fairly  simple.  A  lot  of 
hese  stocks  were  trading  below  book  value,  and  packaging 
s  the  kind  of  business  in  which  capital  expenses  should  be 
ow.  If  all  goes  well,  insiders  can  generate  cash  to  pay  off 
lebt,  then  make  a  bundle.  Only  time  will  tell  if  this 
hinking  pays  off,  but  for  now  a  lot  of  shareholders  are 
cashing  in:  Share  price  rises  of  over  50%  are  common  in 


change-of-ownership  situations. 

For  the  firms  that  stayed  independent,  1984  wasn't  a 
particularly  good  year.  According  to  the  median  perfor- 
mance numbers,  the  industry  barely  edged  above  its  five- 
year  return  on  equity  in  the  most  recent  12  months.  But  in 
terms  of  earnings,  the  results  are  much  more  encouraging: 
The  economic  recovery  helped  these  companies  post  an 
impresssive  42.4%  12-month  earnings  gain. 

Plastics  has  become  the  key  to  the  packaging  industry, 
with  the  polyethylene  terephthalate  (PET)  bottle  grabbing 
an  increasing  market  share.  However,  in  1984  the  produc- 
ers fell  victim  to  success.  Although  the  use  of  plastic 
containers  increased,  production  accelerated  even  more, 
softening  pricing  and  slashing  profitability.  Performance 
at  Dorsey  Corp.  illustrates  what  happened:  It  has  about 
30%  of  the  market  for  two-liter  PET  soda  bottles,  but 
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COMPANY. 


Don't  put  Owens-Illinois  in  a  pigeonhole. 


! 


Glass  containers.  Packaging.  That's  O-I's  history.  And  we're  still  the 
world's  leading  producer  of  glass  containers  with  a  significant  technology  edgi 

But  we're  also  among  the  largest  producers  of  closures,  plastic  packaging 
corrugated  shipping  boxes,  table  glassware  and  television  glass— businesses 
which  take  wing  on  process  innovation,  quality  and  differentiated  products. 

And  we're  moving  in  new  directions  to  pursue  profitable  growth  in  healt 
care  and  wholesale  financial  services. 

Our  Kimble  Division's  expertise  in  pharmaceutical  packaging  gave  us 
entry  into  health  care.  And  over  the  past  four  years,  we've  feathered  our  nest, 
by  investing  some  $280  million  developing  a  portfolio  of  companies  providing 
health  care  services  and  supporting  products. 

A  specific  thrust  is  in  nursing  homes  and  retirement  centers,  where  we 
are  growing  rapidly  and  intend  to  become  a  leader. 

For  wholesale  financial  services,  we  see  an  industry  in  the  midst  of 
dynamic  change.  High  growth.  Systems  intensive. 
No  dominant  players.  And  where  our  strengths 
in  administration,  efficiencies  of  scale  and  money 
management  can  pay  off  significantly. 

Owens-Illinois.  A  $3.5  billion  global  organi- 
zation, focused  on  profitable  growth.  You  should 
get  to  know  us  better.  Before  an  opportunity 
flies  the  coop  OWENSILLINOI 


Toledo,  Ohio  436f  i 


LBOs  abound  in  this 
sector.  If  all  goes  well, 
insiders  generate  cash 
to  pay  off  debt,  then 
make  a  bundle. 


profits  dropped  nearly  50%,  and  return  on  equity  fell  from 
13.6%  in  1983  to  10.1%  in  the  most  recent  12  months. 

There's  better  news  from  the  companies  that  make 
plastic  packaging.  Plastic  bags  are  gradually  replacing  pa- 
per grocery  bags  and  sacks.  This  improves  margins  at  firms 
that  produce  them  and  sucks  profits  from  the  big  produc- 
ers of  brown  paper  bags,  like  St.  Regis.  Its  profitability  for 
1983  was  among  the  group's  worst.  Contrast  this  with 
Sonoco  Products,  a  big  producer  of  plastic  bags.  Its  12- 
month  profitability  climbed  from  14.2%  in  1983  to  17.4% 
last  year.  Tyco  Laboratories  hasn't  capitalized  on  the  plas- 
tic bag  business.  But  it  is  a  leading  producer  of  soft  plastic 
containers,  one  of  the  industry's  most  promising  products. 

As  for  glass  containers,  the  faster  companies  moved  to 
cut  capacity,  the  better  they  did.  Owens-Illinois,  the  na- 


tion's largest  glassmaker,  shut  4  of  its  22  plants  in  the  last 
24  months,  reviving  its  return  on  equity  from  an  anemic 
2.6%  in  1983  to  12.4%  last  year.  As  it  de-emphasized  glass, 
the  company  has  been  turning  its  attention  elsewhere. 

Brockway,  in  contrast,  has  been  much  slower  to  cut 
excess  capacity.  That  explains  why  it  lost  money  last  year. 
It  didn't  help  that  the  company  was  the  major  seller  of 
bottles  to  Philip  Morris'  Miller  Brewing,  which  has  stead- 
ily lost  market  share  to  Anheuser-Busch. 

While  glass  continued  its  trend  downward,  the  can  busi- 
ness began  to  show  signs  of  life.  The  use  of  metal  contain- 
ers is  up  about  5%,  thanks  mostly  to  improved  demand 
from  brewers  and  soft-drink  bottlers.  "It  appears  the  con- 
sumer likes  cans  better,"  says  Richard  Palm,  an  analyst 
with  Merrill  Lynch.  Why?  "They  are  easier  to  ship,  they 
take  up  less  space  and  they  don't  break." 

Even  American  Can,  which  ranks  near  the  bottom  with 
a  five-year  average  return  on  equity  of  4.4%,  did  well  last 
year.  Though  part  of  the  improvement  can  be  attributed  to 
its  plastic  container  business,  its  installation  of  more  cost- 
efficient  equipment,  along  with  its  development  of  the 
lead-free  solderless  can,  also  played  a  big  role. 

Aside  from  paper  bags,  the  other  news  from  the  paper 
packaging  business  was  good.  This  strength  helped  Jeffer-   I 
son  Smurfit,  a  new  entry  on  the  Forbes  Yardsticks,  earn  its  j 
high  profitability  rating.  But  look  closely  at  the  company's 
debt/equity  ratio  of  1.7.  This  is  well  above  the  industry  i 
average  and  adds  significantly  to  the  risks  of  doing  busi- 
ness. Jefferson,  the  U.S.  arm  of  an  Irish  paper  packager,  had  I 
its  first  public  offering  in  the  U.S.  late  in  1983. 

As  the  economy  strengthened,  prices  for  paper  boxes  , 
went  up  accordingly.  Those  boxes  helped  Federal  Paper  i 
Board  pack  in  a  20.8%  return  on  equity  in  the  most  recent  || 
12  months,  well  above  its  long-term  average.  Mead  Corp. 
and  Temple-Inland  have  the  same  trend  to  thank  for  their 
strong  profitability  comparisons.  ■ 
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For  the  first  half  of  last 
pear,  the  strong  economy 
tielped  paper  companies 
post  impressive 
performances.  Then  the 
lollar  took  off,  and  the 
industry's  profits  began 
to  sink. 


IF 

■1  or  most  paper  companies  1984  was  a  very  good 
A  year.  Part  of  the  reason  is  that  this  basic  industry  is 
benefiting  from  important  changes  elsewhere  in  the  econ- 
omy. The  proliferation  of  personal  computers  boosts  de- 
mand for  uncoated  white  paper.  The  growth  of  direct  mail 
shopping  does  the  same  for  coated  catalog  stock. 

The  bottom  line  is  that  20  of  the  24  companies  in  this 
group  showed  increased  operating  earnings  for  the  most 
recent  12  months.  But  in  terms  of  profitability,  results  are 
less  impressive.  Over  half  these  companies — including 
stars  like  James  River  and  Fort  Howard — failed  to  match 
their  long-term  return-on-equity  averages. 

Even  some  of  the  apparently  good  numbers  can  be  de- 
ceiving. Federal  Paper  Board  turned  in  a  424%  earnings 
gain.  But  the  company  was  recovering  from  an  unusually 
poor  performance  in  1983.  Also,  Federal  has  an  unusually 
high  debt/equity  ratio.  This  penalizes  the  company's  re- 
turn on  total  capital. 

What  penalized  nearly  every  paper  company  last  year 
was  the  strong  dollar.  "It  created  two  scissors  cutting 
profitability,"  says  Bruce  Kirk,  an  analyst  with  Goldman, 
Sachs.  "Not  only  did  a  high  currency  value  make  it  tough- 
er to  expert,  but  the  paper  companies  had  foreigners  nip- 
ping at  their  heels  in  the  domestic  market  as  well." 

More  than  half  of  all  the  market  pulp  produced  in  the 
U.S.  is  sold  outside  the  country.  When  it  comes  to  liner- 
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The  strong  dollar  created 
two  scissors  cutting 
profitability.  It  made  it 
harder  to  export  and 
brought  foreigners  into 
the  domestic  market. 


board,  the  figure  is  far  less,  but  exports  still  amount  to  up 
to  15%  of  total  domestic  production.  When  the  value  of 
the  dollar  increased,  foreign  sales  went  down.  In  recent 
years  Weyerhaeuser  exported  more  than  22%  of  its  pulp. 
Last  year  that  figure  dropped  to  18%.  That  is  one  of  the 
ipajor  reasons  the  company's  profits  dropped  approximate- 
ly 22%  below  its  five-year  average. 

But  something  else  happened.  Price  competition  at 
home  got  more  aggressive,  further  eroding  profitability. 
Consider  the  situation  in  the  market  for  printing  and 
writing  papers.  In  1983  foreigners  had  a  mere  6%  of  this 
business  in  the  U.S.  But  by  the  second  quarter  of  last  year, 
that  figure  had  jumped  to  over  10%. 

Now  look  at  what  happened  to  prices:  Uncoated  print- 
ing and  writing  paper  sold  for  up  to  $800  a  ton  in  1983,  but 
some  could  be  bought  for  less  than  $700  last  year.  This 


pushed  down  profits  at  major  producers  like  International 
Paper  and  Champion  International,  both  of  which  turned 
in  among  the  poorest  performances  in  the  group. 

Because  magazine  publishers  like  their  supplies  close  to 
home,  companies  supplying  coated  stock  were  less  affect- 
ed by  the  dollar's  climb.  Westvaco,  Bowater  and  Consoli- 
dated Papers  are  all  big  in  this  market.  Each  company 
showed  at  least  50%  year-to-year  increases  in  earnings. 
The  gains  place  them  near  the  top  of  the  group  rankings. 
Coated  paper  also  helped  St.  Regis,  though  it's  difficult  to 
tell  that  from  the  Yardstick  data.  The  Forbes  data  include 
several  nonrecurring  writeoffs,  among  them  $55  million  in 
costs  earmarked  for  the  company's  recent  merger  with 
Champion  International. 

This  deal  makes  Champion  one  of  the  biggest  forest 
products  companies  in  the  nation,  and  it  could  have  pro- 
found implications.  Andrew  Sigler,  Champion's  chairman, 
had  long  been  a  proponent  of  building  rather  than  buying 
mills.  But  he  reversed  his  philosophy  when  he  paid  $1.3 
billion  for  St.  Regis. 

Georgia-Pacific  has  no  new  operations  on  its  drawing 
boards,  either.  Instead,  last  spring  the  company  paid  $365 
million  for  St.  Regis'  first-class  unbleached  paper  mill  in 
Monticello,  N.Y.  G-P  began  a  restructuring  program  two 
years  ago,  focusing  on  its  core  building  products  and  paper  j 
businesses.  With  last  year's  fat  earnings  increase  as  well  as 
profitability  gains,  the  strategy  seems  to  be  working.  Now 
planned  asset  sales  could  reduce  the  company's  exposure 
to  expensive  variable-rate  debt,  lightening  the  load  for  a  , 
climb  further  up  the  Yardstick  rankings. 

Some  of  the  current  moves  at  Champion  and  G-P,  inn 
fact,  may  be  an  attempt  to  emulate  the  strategy  of  fames  • 
River  Corp.,  the  industry's  longtime  maverick.  It  has  | 
steadily  boosted  profits  by  snapping  up  poorly  managed . 
mills  and  making  them  run  right.  Even  though  discount- « 
ing  hurt  profits  last  year,  the  firm's  25%  return  on  equity  u 
was  nearly  double  the  industry  average.  On  a  five-year/, 
basis,  James  River's  profitability  averages  35.4%,  29th  1, 
among  the  1,000  companies  ranked  in  this  issue.  ■ 
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Record-breaking  mergers  may  make  for  nice 
headlines,  but  they  don't  do  much  for  profits. 
Unfortunately,  neither  do  falling  prices  and 
refinery  overcapacity. 


With  too  much  oil  chasing  too  few  buyers,  it  was 
not  a  good  year  for  the  petroleum  industry.  Of  the 
43  companies  in  this  Yardstick  only  Holly  Corp.  and 
Coastal  Corp.  beat  their  five-year  profitability  averages. 

It  didn't  help  that  there  was  little  money  to  be  made  in 
downstream  operations.  The  problem?  Overcapacity, 
which  hit  everywhere  from  tankers  to  refineries  to  the 
corner  service  station.  "The  situation  was  not  managed 
well,"  explains  Barry  Good,  a  managing  director  at  Morgan 
Stanley,  who  doesn't  expect  the  situation  to  improve  soon. 
"Watching  surplus  disappear  would  be  similar  to  watching 
the  grass  grow,"  says  Good. 


Not  that  there  wasn't  excitement  in  this  industry.  Lots 
of  thrills  came  from  mergers  and  acquisitions.  But  any 
enjoyment  that  shareholders  at  Mobil,  Texaco  and  Chev- 
ron felt  as  these  companies  made  takeover  headlines  is 
now  tinged  with  disappointment.  All  three  acquirers  re- 
ported below-average  profitability  for  1984. 

What  went  wrong?  Mobil's  purchase  of  Superior  has 
diluted  earnings,  since  the  cost  of  the  acquisition  was 
higher  than  its  income.  At  Chevron  and  Texaco  there 
hasn't  been  any  dilution.  Instead,  the  trouble  comes  in 
trying  to  make  the  acquisitions  work.  But  who  said  absorb- 
ing $10  billion-plus  companies  like  Gulf  or  Getty  is  easy? 
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U.S.  Steel's  1982  takeover  of  Marathon  Oil  is  a  definite 
bright  light,  although  hardly  electrifying.  Marathon  re- 
versed the  slide  in  its  domestic  petroleum  reserves  by 
purchasing  Husky  Oil's  U.S.  properties,  but  the  company 
didn't  provide  enough  of  a  push  to  get  U.S.  Steel,  its  parent, 
back  into  the  black  for  the  past  12  months. 

For  a  quick  lesson  on  the  right  way  to  purchase  reserves, 
take  a  look  at  top  performer  Exxon.  Instead  of  paying  a 
bundle  for  another  oil  company,  Exxon,  the  most  profit- 
able of  the  multinationals,  managed  a  quiet  $2.5  billion 
stock  repurchase  plan. 

The  same  success  story  can  be  heard  from  Standard  Oil 
of  Ohio,  which  turned  in  a  top  performance  by,  in  effect, 
purchasing  reserves  from  shareholders,  rather  than  paying 
through  the  nose  on  the  open  market.  Atlantic  Richfield 
also  benefited  from  a  25-million-share  repurchase  plan 
launched  last  August,  although  it  can't  be  seen  in  this 
year's  profits.  The  company  financed  the  repurchase  by 
selling  most  of  its  metal  division,  which  helped  generate 
nearly  $800  million  in  writedowns,  dragging  Arco's  annual 
earnings  down  to  6.5%. 

It's  no  secret  the  refineries  are  in  bad  shape.  Look  at 
Charter:  Its  impressive  five-year  return  on  equity  belies 
the  fact  that  problems  with  single-premium  deferred  an- 
nuities and  refinery  overcapacity  forced  the  company  to 


file  for  bankruptcy  last  April. 
Crown  Central  Petroleum  also  re- 
ported a  deficit  last  year,  largely 
because  of  its  troubled  refinery  op- 
erations near  Houston. 

Problems  in  refining  and  mar- 
keting exacted  their  toll  on  Amer- 
ada Hess,  too.  It  posted  a  $30  mil- 
lion loss  in  the  second  quarter, 
causing  a  56%  drop  in  operating  earnings.  That  devastated 
profitability.  Return  on  equity  for  the  most  recent  12 
months  was  9.2%,  less  than  half  the  company's  five-year 
average. 

Given  that  Coastal  Corp.  owns  four  refineries,  you 
would  expect  it  to  be  hard  hit  by  problems  in  downstream 
operations.  So  it  was,  but  the  company  remained  one  of 
two  that  beat  its  five-year  average  profitability.  Why?  That 
63-cents-a-share  gain  reaped  from  its  takeover  tussle  with 
Houston  Natural  Gas  came  in  very  handy. 

Until  recently,  Tesoro  Petroleum's  Kenai  refinery,  one 
of  the  company's  strongest  operations,  remained  immune 
to  price  competition:  The  plant  serves  Alaska,  where  cus- 
tomers have  few  alternatives.  But  now  pricing  problems 
have  even  spread  north,  which  hurts  Tesoro's  profitability. 
Last  year  the  company's  return  on  equity  fell  to  2.7%.  ■ 


Petroleum 


Yardsticks  of  management  performance 


Profitability 


Growth 


Return  on  equity 


Sales 


Earnings  per  share 


Company 


%in 
— segment — 
sales/profits 


rank 


5-year 
average 


latest 

12 

months 


debt/ 

equity 

ratio 


net 

profit 

margin 


rank 


latest 
5-year        12 
average     months 


rank 


latest 
5-year        12 
average      months 


predictability 


Murphy  Oil 
Amerada  Hess 
Cabot 

Ashland  Oil 
Louisiana  Land 


48/  80 
72/100 
89/133 


11 
12 
13 
14 
15 


21.9% 

21.5 

21.5 

20.3 

19.9 


10.0% 

9.2 
14.4 

def 
15.0 


0.3 

0.7 
0.4 
0.5 
0.8 


5.5% 

2.5 

4.1 

1.2 

7.8 


16 
29 
18 
33 
14 


16.1% 
11.1 
15.7 
9.5 
17.0 


-15.2% 

5.5 
12.5 

5.1 
11.1 


5 

24 
14 

29 

25 


21.0% 
-7.0 
4.7 
-22.4 

-7.1 


-32.3% 
20.7 
51.0 
P-D 
17.4 


average 

low 
very  low 

low 

low 


Standard  Oil  Indiana 

MAPCO 

Unocal 

Pacific  Resources 

Shell  Oil 


64/  85 
88/  86 

82/  94 


16 
17 
18 
19 
20 


19.6 
19.3 
19.3 
19.0 
18.9 


17.5 

12.2 

14.0 

def 

15.3 


0.3 
0.8 
0.3 

1.0 
0.4 


6.8 
2.4 
6.2 
0.7 
8.3 


22 
2 

30 
4 

25 


13.5 
29.8 
11.1 
27.9 
12.0 


-0.4 
4.7 
6.8 

26.6 
4.9 


11 

26 
9 

22 

7 


10.1 
-11.9 
12.5 
-4.0 
13.5 


21.0 
36.8 
7.5 
P-D 
14.2 


average 
average 
average 
very  low 
high 


Sun  Company 
Southland 
Tenneco 
Holly  Corp 
American  Petrofina 


89/  95 

27/     8 
27/  54 

85/  93 


21 

22 
23 
24 
25 


18.2 
17.4 
16.7 
16.7 
16.3 


8.9 
14.8 
11.8 
41.3 


04 
1.0 
0.8 
0.0 
0.5 


3.1 
1.5 
5.0 
7.1 
2.7 


21 

7 

31 

12 

24 


14.3 
22.5 
10.6 
18.3 
12.3 


2.6 

50.1 

3.1 

-7.4 
0.5 


20 
8 
18 
19 
16 


0.5 

-12.3 

3.5 

-0.9 

1.4 

-5.8 

1.0 

346.3 

2.8 

9.0 

very  low 
very  high 
very  low 
very  low 
very  low 


Crown  Central 
Coastal  Corp 
Quaker  State  Oil 
Kerr-McGee 
Union  Pacific 


78/  26 
80/  84 
79/  86 
52/  33 


26 
27 
28 
29 
30 


16.0 
15.4 
14.1 
13.3 
13.2 


def 
18.7 
10.8 

6.8 

7.7 


0.8 
1.3 
0.3 
0.4 
0.5 


0.2 
1.6 
4.1 
3.4 
3.6 


9 
20 

27 

28 

8 


20.0 
14.4 
11.5 

11.4 
20.7 


2.6 
8.5 
2.4 
-1.0 
-0.6 


30 

13 
17 
23 


-42.7 

NM 

6.5 

2.3 

-4.6 


P-D 
30.2 

-11.4 
-32.7 
-19.0 


low 

NM 
average 
very  low 

low 


Diamond  Shamrock  67/  58 

DWG  30/  46 

Natl  Distillers  31/  23 

DEKALB  AgResearch  25/  59 

Penn  Central  36/  46 

United  States  Steel  52/NM 


31 
32 
33 
34 
35 
36 


11.3 
11.1 
10.6 
10.4 
9.1 
def 


1.5 
1.9 
6.4 
8.2 
1.9 
def 


0.7 
2.0 
0.3 
0.4 
0.2 
1.3 


def 
0.5 
2.6 
2.4 
0.8 
def 


15 
23 
36 
34 
1 
32 


16.5 
13.2 
6.5 
8.2 
34.6 
10.0 


27.1 
107.0 
88.2 
13.1 
0.4 
11.5 


2 

27 
28 


NM 
28.5 
-12.7 
-17.0 

NM 

NM 


P-D 

-93.4 

47.4 

121.5 

-52.1 

D-D 


NM 

high 

average 

average 

NM 

NM 


Medians 


19.1 


9.6 


0.5 


2.9 


15.6 


5.0 


1.2 


-6.7 


Industry  medians 


18.9 


10.7 


0.4 


3.1 


15.4 


4.6 


1.2 


-6.3 


All-industry  medians 


15.1 


13.4 


0.4 


3.7 


10.2 


11.5 


-0.6 


15.8 


DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit  PD:  Segment  profit,  total  deficit.  E:  Estimated.  D-D:  Deficit  to  deficit  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit  def:  Deficit.  NA:  Not 
available  NE:  Negative  equity.  NM:  Not  meaningful.  For  further  explanation,  see  p.  46.  Sources  Media  General  Financial  SeiTices.  Inc.  Forbes 


188 


FORBES,  JANUARY  14,  1985 


These  leading  manufacturers 

have  joined  our  Industrial  Evolution. 

The  list  keeps  growing  because  of 

our  people,  incentives,  and  infrastructure. 

There's  still  room  for  you. 


AMP  INC. /ABBOTT  LABORATORIES/AEROFLEX  LABORATORIES,  INC. /AIR  PRODUCTS  AND  CHEMICALS,  INC. /ALBERTO-CULVER  CO./ 

ALLEGHENY  INTERNATIONAL,  INC.  /THE  ALLEN  GROUP  INC.  /ALLIED  CORP  /ALTAMA  DELTA  CORP  /ALTRON  INC.  /AMERICAN 

CYANAMD  CO. /AMERICAN  HEALTH  PRODUCTS  CO.  INC. /AMERICAN  HOME  PRODUCTS  CORP /AMERICAN  HOSPITAL  SUPPLY 

CORP /AMERICAN  PETROFEMA,  INC. /APPLIED  MAGNETICS  CORE /ASSOCIATED  MATERIALS,  INC.  /AVON  PRODUCTS,  INC./BOC, 

INC./BANCTEC,  INC./C.R.  BARD,  INC./BAUSCH  &  LOMB,  INC. /BAXTER  TRAVENOL  LABORATORIES,  INC. /BEATRICE  FOODS  CO./ 

BECTON  DICKINSON  AND  CO.  /BELL  &  HOWELL  CO.  /BLOCK  DRUG  COMPANY,  INC.  /BOEHRINGER EMGELHEEvl  INT'L  GmbH/ 

BOEHRINGER  MANNHEIM  GmbH/BORDEN,  INC.  /BORG-WARNER  CORE  /BOURNS  INC.  /BRADBURY  COMPANY  INC.  /BRISTOL-MYERS 

CO.  /BRITISH  AMERICAN  TOBACCO  CO.  /BROWN  BOVERI  KENT  LTD.  /BROWN-FORMAN  DISTILLERS  CORE  /CPC  INTERNATIONAL 

INC.  /CAMPBELL  SOUP  CO.  /CARTER-WALLACE,  INC.  /CENTRAL  SOYA  COMPANY  INC.  /CHAMPION  INTERNATIONAL  CORE  /CHANEL 

EMC.  /CHECKPOEMT  SYSTEMS,  INC.  /CHESEBROUGH-POND'S  EMC.  /CIRCUIT-WISE,  EC.  /THE  CLOROX  CO.  /THE  COCA-COLA  CO.  / 

COIN  ACCEPTORS,  INC.  /COLGATE-PALMOLIVE  CO.  /COLUMBIA  DATA  PRODUCTS,  EC.  /COMBE  EC.  /CONAGRA  EC  /CONCEPT, 

EC. /CONSOLIDATED  FOOD  CORR/CONTEMENTAL  GRAEM  CO.  /THE  CONTINENTAL  GROUP  EMC. /COOPER  LABORATORY, 

EC. /CROWN  CORK  &  SEAL  CO.,  EC/DABKO  EMDUSTRIES,  EMC. /DATAPRODUCTS  CORE/DENNEY-RAYBURN  CO. /DIGITAL  EQUIPMENT 

CORE/DUPONT  (E.L)  DE  NEMOURS  &  CO.  EMC. /DUAL-LITE,  EMC./DWYER  EMSTRUMENTS,  EMC./EASCO  CORE/ECHLEM  EMC./ 

ECONOMICS  LABORATORY,  EMC.  /ELECTRO  BIOLOGY,  EMC.  /ELECTRONICS  CORP  OF  AMERICA/EMERSON  ELECTRIC  CO.  /EMULEX 

CORE/FERREROEMTERNATIONALS.A/FILTERTEK,  EMC. /FORD  MOTOR  CO. /FOREST  LABORATORIES,  EMC./H.B.  FULLER  CO./ 

GENERAL  ELECTRIC  CO.  /GENERAL  FOODS  CORP  /GENERAL  MILLS,  EMC.  /GENERAL  SIGNAL  CORP  /GTE  PRODUCTS  CORP  / 

GIBRALTAR  EMDUSTRIES/GILLETTE  CO. mi.  GOLDSCHMIDT  AG. /GOULD  EMC. /W.R.  GRACE  &  CO. /GRANGER  ASSOCIATES/GROW 

GROUP  EMC. /GULF  OE.  CORP  /GULF  +  WESTERN  EMDUSTRIES,  EMC. /H.J.  HEEMZ  CO. /HERCULES  EMC. /HEWLETT-PACKARD/ 

E  HOFFMANN-LA  ROCHE  &  CO.  AG/HONEYWELL  EMC.  /HOWELL  EMSTRUMENTS,  EMC.  /EMFOTRON  SYSTEMS  CORE  /EMLAND  CONTAEMER 

CORE  /EMSEXO  CORE  /EMTEL  CORP  /EMTERNATIONAL  DATA  SCIENCES,  EMC.  /ITT  CORE  /EMFEMET,  EMC.  JOHNSON  &  JOHNSON/KEY 

PHARMACEUTICALS,  EMC.  /KEvIBERLY-CLARK  CORP/LAZARE  KAPLAN  EMTERNATIONAL  EMC.  /LIGHTALARMS  ELECTRONICS  CORE /ELI 

LEXY  AND  CO.  /LOCTITE  CORE  /M/A-COM/MDB  SYSTEMS,  EMC.  /MATOENFORM,  EMC.  /MANHATTAN  EMDUSTRIES,  EMC.  /MARTEM 

MARETTA  CORE /MASCO  CORE /MATSUSHITA  ELECTRIC  EMDUSTRIAL  CO.,  LTD./McDERMOTT  EMC./McQUAY  EMC. /MEDTRONIC,  EMC./ 

THE  MENTHOLATUM  CO. ,  EMC.  /MEMTEC  CORE  /MERCK  &  CO. ,  EMC.  /MICOM  SYSTEMS,  EMC.  /MEXIPORE  CORP  /MITEL  CORE  / 

MITSUBISHI  CORR/MITSUI&  CO.  USA,  EMC.  /MOHAWK  DATA  SCIENCES  CORP  /MOTOROLA,  EMC./NCH  CORE /NABISCO  BRANDS,  EMC./ 

NASHUA  CORE /NATIONAL  CAN  CORP /NATIONAL  PATENT  DEVELOPMENT  CORP /NATIONAL  SERVICE  EMDUSTRJES,  EMC. /NATIONAL 

STEEL  CORP /NESTLE,  S.A/NmONZEONCO.  LTD.  /NORTH  AMERICAN  PfflLLIPS  CORP  /NORTHWEST  EMDUSTRIES,  EMC./NYPROEC/ 

OMARK  EMDUSTRIES,  EC./OPTISCHEWERKEG.  RODENSTOCK/ORION  RESEARCH,  EMC./OWENS-ILLEMOIS,  EMC./OXEvlETRK,  EMC./ 

PALL  CORP  /PARADYNE  CORP /PARKER  HANMFEM  CORE/PELTON  COMPANY  EMC. /PEPSICO,  EC./PERKEM-ELMER  CORE /PFIZER  EMC./ 

R.  E.  PHELON  CO. ,  EMC.  /PHEJJPS  PETROLEUM  CO.  /PHILLIPS-VAN  HEUSEN  CORP  /PITTWAY  CORP  /PORTA  SYSTEMS  CORE  /PPJME 

COMPUTER,  EMC.  /PROCTER  &  GAMBLE  CO.  /RCA  CORE  /RALSTON  PUREMA  CO.  /RAYCHEM  CORP  /REVLON,  EMC.  /REXNORD  EMC.  /R.J. 

REYNOLDS  EMDUSTRIES,  EMC. /REYNOLDS  METALS  CO./RHEEM  MFG.  CO./RICHARDSON-VICKS  EMC. /AH.  ROBEMS  COMPANY  EMC./SCM 

CORP/SPS  TECHNOLOGIES/SANDOZ  AG/SARTORIUS  GmbH/SCHERING-PLOUGH  CORR/SCHMTO  LABORATORIES,  EMC. /JOSEPH  E. 

SEAGRAM  &  SONS,  EMC./G.D.  SEARLE  &  CO./SENSORMATIC  ELECTRONICS  CORE /SEVEN-UP  EMTERNATIONAL,  EMC./SMITHKLINE- 

BECKMAN  CORP  /SOHIO  CHEMICALS  &  INDUSTRIAL  PRODUCTS  CO.  /SONOCO  PRODUCTS  CO.  /SOPROLAIT  EMC.  /SQUIBB  CORP  / 

STANDARD  MOTOR  PRODUCTS,  EMC. /STAUFFER  CHEMICAL  CO./STERLEMG  DRUG,  EMC./STIEFEL  LABORATORIES,  EMC. /STRIDE-RITE 

CORE /SUN  COMPANY,  EMC. /SUN  ELECTRIC  CORP /SUPERIOR  INDUSTRIES  EMTERNATIONAL/SYNTEX  LABORATORIES,  EMC. /SYSTEMS 

ENGEMEEREMGMFG.  CORP/TELEDYNE,  EMC.ATELEVEDEO,  EMC. /TELLABS,  EMC. /THOMAS  &BETTS  CORP /TI-CARO,  EMC./TE 

INDUSTRIES,  CMC.  /THE  TEVIBERLAND  CO.  /TORK,  EMC.  /TRANSAMERICA  DELAVAL  EMC.  ATYLER  CORE  /UNITED  TECHNOLOGIES  CORE  / 

THE  UPJOHN  COWAN  DORN  CO. MNELAND  CHEMICAL  CO. /WALLACE  EMTL  SE.VERSMTHS,  EMC. /WANG  LABORATORIES,  EMC.  / 

WARNACO,  EMC. /WARNER  COMMUNICATIONS  EMC. /WARNER-LAMBERT  CO.  AVEST  CO./WESTEMGHOUSE  ELECTRIC  CORE  / 

WHEATON  DMDUSTRIES/WHEELABRATOR-FRYE,  EMC. /WHITE  CONSOLIDATED  INDUSTRIES,  EMC. /WOLVERINE  WORLD  WIDE,  EMC.  / 

WORTHEMGTON  INDUSTRIES,  EMC.  /ZALE  CORE  t .  t    ...       „„„.-. 

List  valid  as  of  12/3/84. 

To  find  out  more,  call  (800)  223-0699;  in  New  York  State,  (212)  245-1200,  or  our  regional  offices  in  Atlanta,  Boston,  Chicago,  Dallas,  Los  Angeles 
or  San  Francisco.  Write:  Puerto  Rico  Industrial  Development,  Dept.FB-33,  1290  Avenue  of  the  Americas,  New  York,  NY10104. 
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PUBLISHING 


Changing  technology 
is  a  boon  to  publishers. 
But  selling  computer 
ads  in  magazines  is 
a  more  profitable 
way  to  enjoy  these 
advances  than  developing 
expensive  new  ways 
to  deliver  information. 


The  numbers  are  terrific  for  the  publishing  indus- 
try, and  appropriately  so:  Many  of  these  companies' 
gains  came  from  their  ability  to  supply  more  and  more 
numbers,  and  other  information,  through  the  expanded 
use  of  electronic  databases. 

Sales  gains  nearly  equaled  the  industry's  five-year  aver- 
age of  13.9%.  But  profitability  climbed,  and  so  did  mar- 
gins, even  though  the  sector's  median  debt-to-equity  ratio 
rose.  Most  impressive,  though,  is  the  median  earnings  gain 
of  27.3%.  That's  more  than  twice  the  five-year  average. 

A  key  reason  for  these  stellar  numbers  is  the  industry's 
unusual  ability  to  repackage  information  for  easy  access 
by  computers.  But  when  publishers  try  to  develop  new 
technologies,  trouble  often  develops. 

Consider  what  happened  when,  in  the  early  1980s,  a 
number  of  media  companies,  including  Time,  Knight- 
Ridder,  Cox  and  CBS,  entered  into  a  new  medium,  which 
would  allow  a  consumer  to  summon  information,  his 
checkbook  balance  or  games  through  his  television  set. 

As  Forbes  noted  in  its  industry  review  two  years  ago, 
the  whiz-bang  technology  sounded  great,  but  to  succeed, 
those  services  would  have  to  attract  both  viewers  and 
advertisers.  But  most  of  the  media  companies  couldn't 
attract  enough  viewers  to  cover  the  high  cost  of  the  tech- 
nology. Survivors,  like  Knight-Ridder,  have  scaled  back. 

Thomas  Murphy,  chairman  of  Capital  Cities  Communi- 
cations, expresses  the  thought  of  most  publishers.  "I'm 
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Dow  Jones 
Dun  &.  Bradstreet 
Deluxe  Check 
Washington  Post 
McGraw-Hill 

86/  70 
88/  87 

1  32.7% 

2  31.6 
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4  22.7 
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0.0 
0.0 
0.0 
0.0 

13.2% 

11.1 

12.4 

7.8 

9.8 

1 

8 

9 

14 

13 

18.8% 

14.8 

14.7 

11.0 

11.1 

13.5% 
15.3 

9.4 
12.6 

7.9 

2 

4 

3 

12 

10 

19.7% 
18.1 
19.2 
9.3 
13.8 

22.6% 
144.6 
17.9 
29.5 
13.9 

very  high 
very  high 
very  high 
average 
very  high 

Capital  Cities 

Gannett 

New  York  Times 

Interpublic  Group 

Times  Mirror 

60/  45 

77/  79 

82/  82 

6            22.7 

21.1 

20.6 
22.8 

20.6 
20.6 

0.3 
0.3 
0.2 
0.1 
0.5 

15.0 

11.3 

7.2 

4.3 

8.1 

5 

3 

6 

11 

12 

16.2 
17.6 
16.1 
13.5 
11.6 

22.4 
12.8 
14.0 
10.7 
14.5 

7 
11 

1 
17 
14 

17.0 

11.5 

28.7 

0.4 

4.7 

25.0 
12.9 
37.0 
33.9 
34.4 

very  high 
very  high 
very  high 
very  low 
average 

DD:  Segment  deficit,  total  deficit  DP:  Segment  deflt  it,  I     il  pr.  Bl    P!  >:   eg  iei  i  profit,  total  deficit.  E:  Estimated.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not 
available  NE:  Negative  equity  NM:  Not  meaningful.  For  further  explanation,  ...  p  46  Sources:  Media  General  Financial  Services,  Inc.  Forbes 
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THE  FUEL-EFFICIENT  MD-80. 
YOU'LL  LOVE  WHAT  IT  DOES  FOR  YOUR  FIGURES. 


All  around  the  world,  airlines  and 
investors  are  making  MD-80  jetliners 
their  choice.  The  reason?  They  know 
they  can  count  on  the  MD-80  family 
where  it  counts  most— the  bottom  line. 

MD-80s  descend  from  a  long  line  of 
twin-engine  airliners  that  have  held  their 
value  for  airlines  and  investors  through 
years  of  service. 

The  sleek  MD-80  airframe  is  matched 
with  advanced  Pratt  &  Whitney  engines 
to  fly  passengers  farther  on  less  fuel  than 
the  ordinary  airplanes  it  is  replacing. 
Its  digital  flight  guidance  and  control 
system  helps  reduce  pilot  workload  and 


Jumpsuit  by  Simpson  Safety  Equipment  Inc. 

01984,  McDonnell  Oouglas  Corporation 


keeps  a  fuel-saving  electronic  hand  on 
the  throttles.  The  cabin  ventilation  system 
is  engineered  to  save  fuel  by  reducing 
the  engine  power  needed  to  keep  cabin 
air  fresh  and  clean. 

Although  the  MD-80  cuts  down  on  fuel 
consumption,  it  doesn't  cut  down  on 
comfort.  Passengers  praise  its  wide  seats 
and  aisle,  as  well  as  its  quiet  cabin.  Surveys 
show  that  passengers  prefer  the  MD-80 
family  of  aircraft  by  more  than  three  to 
one  over  its  competitors. 

The  MD-80  family.  We're  not  surprised 
that  airlines  and  investors  make  it  their 
choice.  After  all,  it  figures.  / 


TTie  Peoples  Choice:  The  MD-80  from  Long  Beach. 


"Unlike  'image1 
advertisers,  computer 
companies  must 
include  a  fair  amount  of 
detailed  copy  in  their 
advertisements.  That 
means  print  ads." 


cautious  about  investing  a  lot  of  money  into  technology 
'that's  still  looking  for  a  way  to  support  itself,"  he  explains. 

While  the  new  technology  still  has  to  prove  itself,  data- 
bases— the  computerized  storage  of  information — seem  to 
be  a  surer  bet.  Business  is  the  primary  market,  and  so  far  its 
need  to  obtain  more  information  faster  continues  unsated. 

Dun  &  Bradstreet,  the  grandfather  in  the  field,  took 
another  giant  step  toward  consolidating  its  leadership  po- 
sition last  August  when  it  acquired  A.C.  Nielsen  Co.,  best 
known  for  its  television  ratings,  but  really  a  full-scale 
consumer  research  firm.  That  acquisition  explains  D&B's 
144.6%  gain  in  earnings. 


McGraw-Hill,  which  derives  30%  of  its  revenues  from 
electronic  information  distribution,  reorganized  late  last 
year  to  make  its  database  information  more  responsive  to 
the  market.  McGraw-Hill  thinks  40%  of  its  revenues  will 
come  from  its  databases  in  the  1990s.  That  prospect  is 
pleasing,  since  the  delivery  of  electronic  information  is 
more  profitable  than  print. 

Dow  Jones,  which  saw  third-quarter  earnings  fall  6%, 
briefly  worried  Wall  Street.  When  officials  announced  that 
earnings  would  be  off,  its  stock  dropped  16%.  Still,  Dow 
Jones  led  the  publishing  industry  last  year  as  it  has  every 
year  since  1978.  One  of  its  hot  new  products:  a  profitable 
News/Retrieval  service,  which  carries  28  databases  and 
serves  150,000  clients. 

Even  firms  that  are  not  investing  in  the  computerized 
data  benefit  from  the  boom  in  computers.  "Computer, 
office  equipment  and  other  similar  companies  have  fat 
advertising  budgets,"  explains  Merrill  Lynch  analyst  Peter 
Falco.  "Unlike  the  'image'  advertisers,  such  as  the  fast- 
food  companies,  these  businesses  must  include  a  fair 
amount  of  detailed  copy  in  their  advertisements.  That 
means  print  ads." 

Time  Inc.,  the  nation's  leading  magazine  publisher,  is  a 
good  example  of  the  trend.  In  1984  the  magazine  sector 
contributed  an  estimated  41%  of  operating  income,  com- 
pared with  its  31%  contribution  in  1983.  The  timing  could 
not  have  been  better.  The  success  that  Time  had  with  its 
magazines  offset  the  difficulty  it  had  with  HBO,  its  cable 
subsidiary. 

Among  newspaper  publishers,  the  New  York  Times  moved 
up  two  spaces  to  eighth  this  year.  The  reason:  better 
margins  and  substantially  reduced  long-term  debt.  The 
Washington  Post  moved  up  a  notch,  too.  It  benefits  from 
minimal  competition  in  the  nation's  capital. 

Gannett  turned  in  another  solid  year  and  remained  in 
seventh  place,  despite  continued  losses  at  USA  Today. 
Without  this  national  newspaper,  noted  for  its  short  arti- 
cles and  innovative  use  of  color,  earnings  would  have  been 
about  20%  higher.  Still,  Gannett's  11.3%  net  margins  are 
well  above  the  industry  norm.  ■ 


Publishing 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%in 
— segment — 
Company                  sales/profits 

latest 
5-year         12 
rank        average       months 

debt/ 

equity 

ratio 

net 

profit 

margin 

latest 
5-year        12 
rank      average     months 

latest 
5-year         12 
rank       average      months 

predictability 

Meredith                         73/  57 

Media  General               73/  82 

Knight-Ridder 

American  Greetings 

Scott  &  Fetzer               40/  28 

11  18.5%         18.0% 

12  17.6             15.7 

13  16.7             16.7 

14  16.7             17.9 

15  16.5             18.8 

0.3 
0.3 
0.1 
0.3 
0.3 

8.5% 

7.1 

8.1 

7.3 

5.1 

17          10.2%          3.8% 
7          15.5              9.7 

15          10.9            13.8 
2           18.2            13.7 

19            2.8            11.9 

6           17.6%          4.1% 
8           14.5              8.8 

13            8.0           19.1 
5           18.0           30.6 

15             1.8            32.0 

very  high 
very  high 
very  high 

high 
very  low 

R  R  Donnelley 

Harcourt  Brace               78/  68 
Tribune                           71/  87 
Macmillan                      70/  70 
Time  Inc                        56/  26 

16  16.3             18.1 

17  13.9            18.1 

18  J1.9             13.1 

19  4.7             19.4 
NA            23.0 

0.0 
0.6 
0.3 
0.5 
0.5 

7.4 
4.2 
4.4 
5.8 
4.3 

10           14.3            15.7 
18            9.0            13.0 
16          10.2            12.5 
20          -6.9            20.5 
4           17.0$          13.6 

9           14.2            16.0 

16             0.7          235.5 

18          -5.4             6.2 

NM           33.2 

NA            76.6 

very  high 
very  low 
very  low 

NM 
NA 

Medians 

19.2            20.6 

0.3 

7.6 

13.9            13.3 

12.6            27.3 

All-industry  medians 

15.1             13.4 

0.4 

3.7 

10.2            11.5 

-0.6            15.8 

DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit  PD:  Segment  profit,  total  deficit.  E:  Estimated.  D-D:  Deficit  to  deficit.  DP:  Deficit  to  profit  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not 
available.  NE:  Negative  equity.  NM:  Not  meaningful.  JFour-year  growth  For  further  explanation,  see  p.  46.                                                        Sources  Media  General  Financial  Sen-ices.  Inc..  Forbes 

192 


FORBES,  JANUARY  14,  1985 


Making  good  on  the  promises 
of  telecommunications. 
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While  others  reflect 
on  the  future  of 
telecommunications, 
Centel  is  building 
networks  that  work 
today. 


We've  come  a  long  way  from  our 
days  as  Central  Telephone  & 
Utilities.  Today,  Centel  is  a  bil- 
lion dollar  telecommunications 
corporation.  But  over  the  years, 
our  corporate  strategy  has 
remained  the  same.  To  develop 
communication  networks  for 
now.  And  for  the  future. 

Centel  currently  operates 
local  digital  telephone  networks 
in  ten  states.  And  we're  invest- 
ing in  the  future  of  cellular 
mobile  telephones. 

We  also  design  and  service 
networks  that  capitalize  on  the 
latest  advances  in  business  com- 
munications technology.  Those 
that  combine  voice  and  data  in 
the  most  cost  effective  way. 


Through  Centel  Cable  Tele- 
vision we  provide  services  to 
more  than  230  thousand  cus- 
tomers. And  Centel  is  an 
innovator  in  the  industry  with 
Videopath,  the  nation's  first 
two-way  switched  network  con- 
necting regional  cable  televi- 
sion companies. 

While  others  may  create 
only  expectations,  Centel  con- 
tinues to  create  networks  that 
make  good  on  the  promises  of 
telecommunications. 

To  find  out  how,  write  for  our 
Annual  Report:  Centel  Corpora- 
tion, Vice  President  Investor 
Relations,  Dept.  0,  5725  N.  East 
River  Road,  Chicago,  IL  60631. 


CENTEL 


©Centel,  1984 


*  * 


RETAILERS- 
GENERAL 

A  newcomer  heads  this  industry,  pushing  last 
year's  leader,  R.H.  Macy,  down  a  notch.  But  look  at 
the  numbers  closely,  and  you  won't  feel  sorry  for 
the  big  New  York  chain. 


iisa 


As  it  happens,  the  number  one  firm  among  depart- 
ment stores,  Lucky  Stores,  is  only  one-quarter  a 
department  store  chain.  And  right  now  its  department 
store  operations  are  losing  money. 

Lucky,  which  does  business  in  the  West,  Midwest  and 
South,  is  primarily  a  food  retailer.  That  accounts  for  its 
1.3%  margins — very  low  for  a  department  store  but  terrific 
for  a  supermarketer.  Food  also  is  the  main  reason  for  the 
diversified  company's  current  earnings  growth.  Custom- 


ers at  its  Gemco  retail  stores  are  staying  away  from  big- 
ticket  goods,  and  this  caused  earnings  to  disappear  during 
the  fall  quarter  of  1983. 

In  1984,  however,  Lucky  didn't  even  appear  on  the 
Forbes  department  store  roster.  But  now  its  arrival  pushes 
1983's  number  one  entrant — R.H.  Macy — to  second  place. 
Macy's  12-month  return  on  equity  dropped  from  22.3%  to 
19.9%  in  1984.  But  there  the  bad  news  ends.  Macy's 
margin,  at  5.5%,  still  tops  the  list,  perched  loftily  above 


Retailers — general 


Yardsticks  of  management  performance 
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5-year 
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12 
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rank 


latest 
5-year        12 
average      months 


predictability 


Department  stores 

Lucky  Stores  25/  24 

R  H  Macy 

Mercantile  Stores 

Dillard  Dept  Stores 

May  Dept  Stores  71/  72 


22.3% 

20.4 

16.1 

16.0 

15.6 


16.8% 

19.9 

16.2 

21.0 

17.6 


0.6 
0.2 
0.3 
0.6 
0.5 


1.3% 
5.5 
5.1 
4.0 

4.4 


6 
4 
7 
1 
11 


12.1% 
13.5 
11.6 
21.2 
9.5 


8.1% 
15.2 
10.6 
30.6 
14.8 


11 

2 
3 
1 

7 


1.7% 
21.1 
16.8 
32.2 

9.3 


-15.8% 

6.4 

13.3 

36.6 

21.3 


low 
very  high 
high 
high 
high 


Federated  Dept  Scores  71/  87 

Allied  Stores 

I  C  Penney  87/NA 

Assoc  Dry  Goods  65/  72 

Strawbridge 


6 
7 
8 
9 
10 


14.5 
12.7 
12.4 
11.6 
11.3 


12.9 
13.4 
13.5 
13.7 
14.0 


0.3 
0.8 
0.5 
0.5 
0.8 


3.9 

3.5 
3.9 
3.1 
3.8 


9 
5 

14 
2 

10 


10.0 
12.5 

1.8 
19.7 

9.8 


10.3 

9.9 

12.9 

13.1 

14.7 


6.2 
11.6 
15.9 
13.0 


-2.5 
7.3 
15.3 
13.8 
24.1 


average 

average 

high 

very  high 

high 


Carson  Pirie  Scott 
Carter  Hawley 
Sears,  Roebuck 
Alexander's 


39/  33 
66/  51 
69/  53 


11 

12 
13 
14 


10.6 

10.3 

10.2 

1.4 


5.6 

14.2 

14.4 

6.3 


0.8 
0.7 
0.8 
1.0 


1.8 
1.9 
3.6 
0.8 


3 

8 

12 

13 


18.3 
10.5 

7.7 
3.5 


23.6 
29.2 
12.8 

1.2 


12 
13 
10 


-5.3 

-8.9 

3.8 

NM 


^42.4 
83.1 
18.0 

-13.6 


low 

average 

low 

NM 


Medians 


12.6 


14.1 


0.6 


3.7 


11.1 


13.0 


9.1 


13.6 
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194 


FORBES,  JANUARY  14,  1985 


the  3.7%  subgroup  median.  Macy's  debt-to-equity  ratio  is 
a  mere  0.2.  That  is  one-third  the  subgroup  average  and  the 
lowest  of  any  department  store  on  this  list. 

Even  as  Macy's  seems  to  have  found  the  key  to  solidly 
successful  selling,  Sears,  Roebuck,  which  ranks  near  the 
bottom  of  its  subgroup,  is  trying  to  find  the  way  back.  But 
the  nation's  biggest  retailer  is  so  heavily  into  financial 
services  that  barely  half  its  profits  come  from  retail  oper- 
ations. Still,  in  terms  of  sales  Sears  remains  very  much  a 
merchant:  More  than  two-thirds  of  its  revenues  comes  in 
through  the  cash  register. 

There  are  signs  of  a  turnaround  in  the  making.  Although 
Sears'  five-year  return  on  equity  is  10.2%,  its  12-month 
returns  were  somewhat  better,  14.4%,  up  from  13.3%  last 
year.  Were  the  firms  ranked  on  that  basis,  Sears  would 
have  come  in  sixth  among  the  14  companies  shown. 
Margins  also  were  up  slightly,  from  3.5%  to  3.6%.  That 
may  not  seem  like  much,  but  on  $25  billion  of  retail  sales, 
one-tenth  of  a  percentage  point  means  $25  million  on  the 
bottom  line. 

The  department  stores  posted  a  median  12-month  re- 
turn on  equity  of  14.1%,  which  was  slightly  better  than 
1983's  13.6%.  Discount  and  variety  stores,  on  the  other 
hand,  had  a  very  productive  12  months  relative  to  1983. 
Their  profitability  bounced  from  12.9%  over  five  years  to 
14.6%  during  the  most  recent  12  months. 

At  the  top  of  the  discount  and  variety  store  subgroup, 
once  again,  Wal-Mart  beats  out  the  competition  in  virtual- 
ly every  important  way.  Its  35.6%  five-year  return  bests 
number  two  SCOA  by  7.4%  and  number  three  Ames  by 
12.1%.  Wal-Mart's  margins  are  also  the  best  on  the  list, 
while  its  debt-to-equity  ratio  is  beaten  only  by  firms  that 
have  substantially  lower  overall  returns. 

Ames  Department  Stores  is  a  newcomer  and  one  of  the 


smaller  companies  ranked  in  this  issue.  But  size  didn't 
hold  it  back.  Ames,  a  northeastern  chain,  has  succeeded  by 
buying  up  stores  from  such  bankrupt  companies  as  W.T. 
Grant  and  Kings. 

The  returns  for  number  six  entrant,  Heck's,  require  a  bit 
of  explanation.  While  the  firm's  five-year  return  on  equity 
is  a  healthy  15.1%,  its  12-month  return  was  a  paltry  3.4%, 
the  worst  of  all  the  profitable  companies  on  the  list.  The 
reason  is  largely  geographic.  More  than  one-third  of  the 
chain's  126  stores  are  based  in  West  Virginia,  a  state  with 
the  highest  unemployment  rate  in  the  nation.  At  the  same 
time,  Heck's  has  embarked  on  an  expensive  remodeling 
program,  which  also  penalizes  earnings. 

The  opposite  relationship  between  five-year  and  12- 
month  figures  exists  at  F.W.  Woolworth.  With  its  Woolco 
stores  closed,  Woolworth  pushed  profitability  for  the  most 
recent  1 2  months  up  to  1 2.2% ,  compared  with  4%  over  the 
five-year  period.  True,  this  is  down  from  the  chain's  14.1% 
returns  in  1983,  but  that  is  primarily  the  result  of  the 
strong  dollar.  It  hurt  Woolworth's  overseas  operations, 
and,  unfortunately,  these  contribute  about  35%  of  the 
company's  total  profits. 

One  other  interesting  note  about  the  discount  and  vari- 
ety stores:  It  would  appear  that  consistency  seems  to  breed 
success.  The  top  four  companies  on  the  list — Wal-Mart, 
SCOA,  Ames  and  Stop  &  Shop — all  had  earnings  predicta- 
bility that  Forbes  measures  to  be  high.  But  go  further 
down  the  list  to  companies  that  have  not  had  such  impres- 
sive returns  over  the  last  five  years,  and  the  earnings 
predictability  measure  is  either  not  material — for  firms 
with  deficits  in  recent  years — or,  at  best,  average.  Only 
Associated  Dry  Goods,  with  a  13.7%  return  in  1984, 
breaks  that  pattern.  It  sports  the  only  "very  high"  earnings 
predictability  measure  on  the  list.  B^ 
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1  35.6% 

2  28.2 

3  23.5 

4  18.3 

5  18.2 

33.3% 

20.5 

23.8 

19.3 

16.4 

0.5 
0.8 
0.4 
0.8 
0.5 

4.1% 

3.2 

3.1 

1.8 

3.5 

1 

8 

4 

11 

3 

39.5% 
10.5 
18.5 
9.0 
18.8 

40.9% 

15.3 

58.0 

19.6 

17.6 

2 
8 
6 
3 
10 

40.6% 

12.6 

20.0 

28.0 

-0.5 

43.0% 

16.7 

53.5 

21.6 

13.0 

high 
high 
high 
high 
very  low 

Heck's                           87/  84 

Zayre                             73/  62 
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RETAILERS- 
SPECIALTY 
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The  averages  make  it  look  as  if  progress  is  steady  and 
smooth  for  these  companies.  But  look  closely  at  the 
subgroups.  Some  are  doing  much  better  than  others. 


Specialty  retailing  is  on  a  very  steady  path.  The 
median  five-year  return  on  equity  of  these  37  compa- 
nies is  16.1%.  The  figure  for  the  most  recent  12  months  is 
a  remarkably  similar  16.2%.  But  such  numbers  mask 
considerable  change.  There  are  six  subgroups  in  these 
Yardsticks,  and  five  of  them  experienced  fairly  dramatic 
swings  from  their  five-year  averages  in  1984. 

Catalog  showrooms  show  the  most  volatility.  Median 
return  on  equity  at  these  companies  dropped  from  14.8% 
over  five  years  to  8.2%  last  year.  The  jewelry  subgroup  had 
12-month  profitability  of  only  8.4%,  down  from  a  five-year 
average  of  13.5%.  Similar  gyrations  also  afflicted  apparel 
retailers.  Their  return  on  equity  for  1984  was  16.1%,  down 
from  a  19.6%  return  for  the  five-year  period.  Companies 
that  sell  furniture,   appliances  and  building  materials, 


meanwhile,  beat  their  long-term  average  by  a  comfortable 
margin.  The  shoe  subgroup  also  improved  its  historic 
performance  by  a  few  percentage  points. 

Shoe  company  figures,  however,  need  some  explanation. 
Genesco  is  the  only  one  of  the  four  companies  represented 
to  post  an  improvement  over  its  five-year  numbers  last 
year.  But  its  returns  were  so  much  above  average  that  they 
pulled  the  rest  of  the  industry  up,  too — from  14.9%  to 
16.6%.  To  compound  the  confusion,  Genesco's  perfor- 
mance also  is  a  bit  misleading:  While  the  diversified  com- 
pany is  undoubtedly  turning  around,  large  losses  have  left 
it  with  little  equity.  This  produces  a  high  profitability 
measure  that  is  misleading. 

Look  at  the  numbers  this  way,  and  you  will  probably 
conclude  that  the  furniture,  appliance  and  building  mate- 
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Yardsticks  of  management  performance 
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rials  retailers  did  the  best  of  the  lot  last  year.  No  surprise 
here.  There  was  a  thriving  housing  market  in  1984,  fueled 
by  lower  mortgage  rates.  It  helped  these  firms  consider- 
ably. At  the  head  of  the  pack,  as  you  might  expect,  are 
three  companies  with  minimal  diversification:  Price  Co., 
Payless  Cashways  and  Lowe's  Cos. 

But — as  the  earnings  predictability  measures  indicate — 
these  businesses  are  somewhat  cyclical.  The  award  for 
most  consistent  high-ranking  performance  clearly  goes  to 
the  drugs  chains.  They  enjoy  a  glittering  five-year  return 
on  equity  of  20.1%. 

The  steady  addition  of  new  markets  for  many  of  these 
chains  contributes  to  their  success  and  stability.  These 
companies  also  usually  have  fat  earnings  growth  rates. 
Interestingly,  the  firm  at  the  bottom  of  the  list — Sherwin- 
Williams — just  happens  to  be  the  most  highly  diversified. 


It  acquired  Gray  Drug  Stores  in  1981  partly  to  offset  the 
cyclicity  of  its  paint  and  chemicals  businesses. 

At  the  other  end  of  the  spectrum  were  the  jewelry 
companies — all  three  of  which  saw  returns  on  equity  drop 
below  their  five-year  averages.  Although  Gordon  and  Zale 
posted  better  returns  than  in  1983,  none  of  these  compa- 
nies has  been  able  to  hold  gains  booked  during  the  years  of 
high  inflation,  when  jewelry  was  purchased  as  a  hedge 
against  rising  prices. 

The  same  relationship  between  jewelry  sales  and  infla- 
tion also  has  hurt  the  three  catalog  showroom  firms  in- 
cluded here.  Jewelry  is  a  major  part  of  their  business,  even 
though  they  are  diversifying  rapidly.  Service  Merchandise, 
for  example,  has  subsidiaries  that  sell  building  materials 
and  computers.  Still,  neither  it  nor  Best  Products  matched 
five-year  profitability  levels.  ■ 
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SERVICES 

Some  of  the  most 
profitable  companies 
around  are  in  this 
industry.  But  read 
the  numbers  carefully. 
The  best  current 
performers  aren't  always 
at  the  top  of  the  list. 


Nearly  ail  of  the  38  companies 
in  this  group  are  in  growing, 
healthy  sectors  of  the  economy. 
No  smokestacks  and  creaking  ma- 
chinery here.  These  firms  don't 
make  anything.  Instead,  they  sell 
qualities  like  speed  and  conve- 
nience, just  the  stuff  likely  to  com- 
mand a  premium  in  today's  world. 

But  when  it  comes  to  individual  market  sectors,  the  four 
categories  have  little  in  common.  What  does  fast  food  have 
to  do  with  data  processing?  These  numbers  make  the  most 
sense  when  you  consider  each  subgroup  individually. 

Look  at  the  fast  food  chains,  and  you'll  quickly  see  that 
Church's  Fried  Chicken  may  soon  lose  its  first-place  posi- 
tion based  on  five-year  profitability.  Indeed,  Church's  ac- 
tually lost  ground  in  terms  of  earnings  per  share  in  the  last 
year.  That's  reflected  in  the  fact  that  Church's  12-month 
return  on  equity  drags  in  nearly  at  the  bottom  of  the  list. 

As  for  the  others,  Wendy's  experienced  improvements 
over  last  year's  profitability,  while  McDonald's,  Jerrico, 
Denny's  and  Pillsbury  saw  returns  fall.  Add  all  this  togeth- 
er, and  industry  medians  for  the  12-month  period  came  in 
at  16.3%,  compared  with  five-year  returns  of  20.6%. 

The  only  other  number  that  stands  out  in  fast  foods  is 
one  that  has  become  an  annual  tradition  on  the  Forbes 
Yardsticks:  McDonald's  margins — this  year  at  11.4% — 
tower  above  every  company's  in  the  subgroup.  The  chain, 
which  claims  to  have  sold  its  50  billionth  hamburger  a  few 
months  ago,  still  has  unrivaled  operating  efficiencies. 

In  the  food  distributors  subgroup,  Allegheny  Beverage's 
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27.1%  five-year  return  on  equity  gives  it  a  paper-thin 
victory  over  Super  Valu  Stores.  In  addition,  Allegheny's 
debt-to-equity  ratio  of  3.0  also  places  it  in  the  subgroup's 
top  spot — this  figure  is  five  times  the  industry  median 
debt-to-equity  ratio  of  0.6.  This  is  not  to  question  Alleghe- 
ny's performance.  But  lots  of  debt  penalizes  return  on  total 
capital,  and  its  phenomenal  earnings  growth  of  26.3%  may 
not  be  sustainable  given  the  firm's  considerable  leverage. 

Super  Valu,  the  nation's  largest  food  wholesaler,  has  a 
debt  burden  slightly  below  the  industry  average.  Its  12- 
month  return  on  equity  also  easily  outstrips  that  of  any 
competitors.  Just  as  Allegheny  earned  its  returns  with 
debt-financed  expansion,  Super  Valu  seems  to  have  pulled 
up  its  returns  by  expanding  into  nonwholesale  operations. 
While  Super  Valu  took  in  84%  of  its  sales  from  wholesal- 
ing, it  brought  in  only  74%  of  earnings  from  that  sector. 
The  remainder  came  from  fast-growing  retail  operations 
like  its  Cub  superwarehouse  food  stores. 

The  first  two  pure  plays  in  this  industry  are  Sysco  and 
Fleming  Cos.  Both  have  similarly  impressive  12-month 
returns — 17.6%  and  17.8%,  respectively.  In  addition,  both 
have  solid  five-year  and  12-month  earnings  growth  rates 
and  high  grades  for  predictability.  This  indicates  that  their 
earnings  growth  has  been  solid  and  steady  over  time. 

Next  on  the  list  is  Saga  Corp.  Even  though  this  national 


food-service  company  posted  the  sixth-best  five-year  re- 
turn on  equity  of  the  1 7  companies  shown  here,  it  had  the 
third-highest  12-month  return:  23.5%,  up  from  22.3%  in 
1983.  A  five-year  earnings-per-share  growth  of  38.7%  also 
indicates  that  Saga  has  been  gaining  on  the  other  firms  in 
this  group.  Note:  Back  in  1979  Saga  barely  made  a  profit. 
Starting  from  a  small  base  boosts  its  long-term  average. 

Also  look  at  Farm  House  Foods'  unbelievable  12-month 
earnings  growth,  which  is  just  that — unbelievable.  The 
firm  nearly  lost  money  in  1983,  so  from  a  small  base 
almost  any  gain  seems  impressive. 

In  the  industrial  services  category,  for  once,  the  number 
one  company  is  clearly  on  top  for  both  its  five-year  and  12- 
month  profitability.  ServiceMaster  Industries,  which 
manages  the  cleaning  and  maintenance  of  health  care 
facilities,  ranks  19th  among  the  1,000  firms  rated  in  this 
issue  in  terms  of  long-term  profitability.  Impressively,  it 
managed  to  top  its  40.8%  five-year  return  on  equity  with  a 
12-month  return  of  49.5%.  As  might  be  expected,  Service- 
Master is  being  helped  by  economy  moves  in  the  health 
care  industry.  When  hospitals  need  to  save  money,  one  of 
their  first  moves  is  often  to  try  to  cut  cleaning  bills 
by  bringing  in  professional  management. 

Two  other  pure  plays  in  this  sector,  PHH  and  Gelco,  do 
similar  things.  Both  companies  manage  and  lease  vehicle 
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185th  Consecutive  Quarterly  Dividend 


Peoples  Energy 
Corporation 


26V$  Per  Common  Share 

Payable  January  15, 1985  to  Stockholders 
of  Record  December  19, 1984 
Declared:  December  5,  1984 


Subsidiary  Companies  ■ 


The  Peoples  Gas  Light  and  Coke  Company 
North  Shore  Gas  Company 

NYSE  &MSE  ticker  symbol  PGL. 

Write  for  our  Annual  Report. 
P.O.  Box  22,  Chicago,  IL  60690 


m|  Not  many  budgets  can  withstand  a  $2,000  contribution  to 

|1^^     an  IRA  without  feeling  a  real  pinch.  That's  why  Twentieth 
A  11V     Century  Investors  offers  a  plan  called  Automatic  Monthly 

Investment.  It  lets  you  divide 
that  $2,000  chunk  (or  any 
lower  amount  you  choose)  into 
affordable  monthly  contributions  that  can  make 
your  IRA  practically  painless.  You  can  start  with 
as  little  as  $25,  and  choose  any  amount — large 
or  small — for  your  monthly  investment.  Plan 
for  a  secure  retirement  without  pinching  your 
budget,  by  investing  in  a  mutual  fund  with  an 
outstanding  long-term  record — Twentieth  Century  Investors.  It  couldn't  hurt 
to  do  it  today. 


painless  way 
to  open 
an  IRA 


For  complete  information,  write  or  call  for  our  free  IRA  Information  Kit.  In  it 
you'll  find  a  prospectus  on  the  five  mutual  funds  in  Twentieth  Century's  IRA 
program.  Please  read  the  prospectus  carefully  before  investing. 

No-load  Mutual  Funds  for  BRA,  KEOGH  and  403(B)  Accounts 


Please  send  a  free  prospectus  to: 

Name 


Address . 
City 


State . 


P.O.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 
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fleets.  PHH  has  a  far  better  profitabil- 
ity, and  a  key  reason  is  Gelco's  high 
debt/equity  ratio  of  6.7 — unusual  in  a 
group  where  three  of  the  top  five  firms 
have  no  debt.  As  a  result,  its  already 
low  12-month  return  on  equity  is  arti- 
ficially high,  buoyed  as  it  is  by  bor- 
rowed money. 

Another  firm  that  may  not  have 
truly  earned  its  exalted  place  on  the 
list  is  Tyco.  To  be  sure,  its  numbers  are 
eye-catching;  five-year  return  on  equi- 
ty of  27.6%  and  a  12-month  return  on 
equity  of  20.3%.  But  Tyco  brought  in 
only  9%  of  its  profits  from  service- 
oriented  businesses.  It  is  a  successful 
company.  But  its  successes  have  really 
come  in  selling  electronic  compo- 
nents, not  in  running  fire  protection 
safety  systems. 

The  other  fire  protection  safety  sys- 
tem company,  Figgie  International, 
did  not  do  as  well.  In  ninth  place,  with 
a  five-year  return  of  16.3%,  Figgie's 
earnings  per  share  over  the  latest  12 
months  dropped  by  6.4%. 

Among  the  office  service  compa- 
nies, the  top  firm  is  Kelly  Services.  It 
earned  its  place  with  exemplary  re- 
turns in  1984,  aided  by  rapid  sales  and 
earnings  growth.  The  company,  which 
brings  in  its  revenues  and  profits  from 
providing  temporary  employees, 
earned  a  25 . 1  %  return  on  equity  for  the 
last  five  years  and  an  even  more  im- 
pressive 28.3%  return  in  the  most 
recent  12  months.  Although  long- 
term  sales  and  earnings  growth  have 
not  been  supersonic  (11%  and  5.2%, 
respectively),  these  growth  figures 
really  took  off  last  year.  Kelly's  sales 
increased  by  47.1%,  while  earnings 
grew  at  a  66.7%  clip. 

All  this  becomes  even  more  star- 
tling when  you  look  at  Kelly's  debt-to- 
equity  ratio.  It  is  the  only  firm  in  its 
particular  subgroup  to  do  business 
without  a  penny  of  debt.  In  fact,  it  is 
one  of  only  four  service  companies  in 
this  segment  that  have  avoided  bor- 
rowing completely.  The  other  three 
are  in  industrial  services. 

The  number  two  company  in  this 
subgroup,  Automatic  Data  Processing, 
is  a  top  supplier  in  the  rapidly  growing 
market  for  data  processing  services.  Its 
results  show  that  it  is  in  a  high-de- 
mand business.  ADP  turned  in  a  solid 
17.1%  return  on  equity  over  the  last  12 
months  and  a  20.6%  return  over  the 
last  five  years.  It  achieved  this  with  a 
debt-to-equity  ratio  of  0.1,  half  the 
industry  median.  But  where  ADP  real- 
ly shines  is  in  its  margins.  Return  on 
sales  is  a  hefty  8.4%,  third  place  on  the 
list  after  Waste  Management  and 
McDonald's,  and  better  than  double 
the  industry  median.  ■ 
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Capture  the  goose  that  lays  the 
golden  egg. 

In  South  Carolina. 

Unique  technical  training 
centers,  abundant  energy,  major 
market  access  and  good 
transportation  all  help  South 
Carolina  maintain  a  high  level  of 
productivity. 

Ours  are  among  the  lowest 
work  stoppage  and  business  failure 
rates  in  America. 


Our  goose  that  lays  the  golden 
egg  is  not  only  rare,  but  reliable. 
And  her  eggs  are  solid  gold  —  not 
just  empty7  promises. 

South  Carolina.  Where  the 
rare  bird 
thrives. 


Carolina 


198-iSCSDB 


7%~* 


3» 


Director,  South  Carolina  State  Development  Board, 
P.O.  Box927,  Suite 300C,  Columbia,  S.C  29202,  (803)  758-3145,  TWX 810-666-2628. 


SUPERMARKETS 


How  does  this  industry 
deal  with  lackluster 
growth?  Two  popular 
ploys:  larger  stores  with 
lots  of  nonfood  items 
and  playing  tough  with 
labor  unions. 


The  population  is  growing  slowly.  People  are  eating 
out  more.  And  the  only  way  to  grow  is  by  taking 
market  share  out  of  someone  else's  hide.  This  explains 
why  supermarkets  and  convenience  stores  failed  to  come 
close  to  their  five-year  profitability  averages  last  year. 

But  it  also  explains  the  trends  to  follow  in  1985:  aggres- 
sive expansion  into  the  Sunbelt,  the  opening  of  bigger 
stores  and  a  tough  stance  with  unions.  Labor  costs,  for 
example,  account  for  about  70%  of  a  grocer's  operating 
expenses.  With  profit  margins  down  (they  fell  from  1.3% 
in  1983  to  1%  last  year),  stores  will  be  looking  for  conces- 
sions. Kroger  and  Great  Atlantic  &  Pacific  were  two  of  the 
national  chains  to  win  givebacks  last  year. 

Just  about  all  the  major  supermarket  chains  have  expan- 
sion pushes  on,  and,  not  surprisingly,  their  targets  are  in 
the  Sunbelt,  the  fastest-growing  part  of  the  nation.  The 
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Supermarkets 
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available  NE:  Negative  equity  NM;  Not  meaningful  For  further  explanation,  see  p  46.  Sources  Media  General  Financial  Services,  Inc.;  Forbe 
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stores  they  are  opening  will  be  bigger,  too.  Five  years  ago 
the  average  supermarket  had  about  25,000  square  feet  of 
floor  space.  But  today  the  trend  is  toward  super-supermar- 
kets. The  average  store  is  almost  33,000  square  feet — more 
than  three-quarters  of  an  acre — and  growing. 

Consider  Albertson's.  It  plans  to  open  about  25  new 
outlets  by  year-end,  and  all  but  one  will  be  a  superstore. 
These  fall  into  two  categories:  a  combination  food-phar- 
macy or  a  warehouse,  where  customers  pick  the  products 
out  of  a  manufacturer's  shipping  box  and  often  pay  for 
their  own  shopping  bags.  American  Stores,  Supermarkets 
General  and  Safeway  all  have  superstore  expansions 
planned,  as  well.  The  idea  is  to  have  customers  buy  every- 
thing under  one  roof  and  to  boost  margins.  The  larger 
stores  carry  more  nonfood  items,  which  have  higher  mark- 
ups than  groceries. 

Another  way  the  chains  are  looking  to  increase  their  net 
is  by  closing  unprofitable  stores.  Safeway,  the  nation's 
largest  supermarket  chain,  is  typical.  It  opened  about  160 
stores  last  year  but  closed  about  85. 

National  Convenience  Stores  ranks  first  in  its  subgroup,  a 
new  one  this  year.  The  Houston-based  firm  operates  more 
than  1,000  outlets — with  names  like  Shop  N  Go  and 
Colonial — in  11  southern  states.  But  it  places  relatively 
high-priced,  fast-moving  items,  such  as  fast  food  and  health 


and  beauty  aids,  up  front.  Groceries  are  on  the  backshelves 
and  account  for  only  5%  of  sales.  That  helps  explain  why 
National's  margins  are  higher  than  the  group  median. 

Southland,  the  largest  convenience  store  chain  with  its 
7,000  7-Elevens,  is  having  trouble.  Its  12-month  profitabil- 
ity is  well  below  the  five-year  average,  in  part  because  of 
the  1983  acquisition  of  Citgo  Petroleum.  These  operations 
now  account  for  18%  of  sales  but  just  8%  of  profits.  Circle 
K,  by  contrast,  posted  the  most  impressive  year-to-year 
gains  among  the  convenience  stores.  But  this  time  an 
acquisition  helped  out.  Last  year  it  bought  UtoteM,  a 
convenience  store  chain  with  1,000  outlets. 

Among  regional  supermarkets,  the  best  gains  tend  to 
come  at  firms  that  are  moving  to  increase  their  nonfood 
sales.  Big  V,  for  example,  operates  more  than  30  Shop-Rite 
supermarkets,  mostly  in  the  mid-Hudson  Valley  area  of 
New  York  State.  The  company  moved  up  a  notch,  to 
fourth  place,  in  this  year's  profitability  rankings.  Nonfood 
sales  have  increased  steadily  since  1981  and  now  account 
for  over  10%  of  total  revenues. 

Cullum,  which  operates  supermarkets  and  drugstores  in 
Texas,  the  Midwest  and  California,  moved  from  sixth  to 
fifth.  The  reasons  for  that  gain  are  typical:  The  Dallas- 
based  company  has  been  expanding  its  general  merchan- 
dise lines  and  closing  smaller,  less  profitable  stores.  ■ 
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Waldbaum 

Marsh  Supermarkets 

Nash  Finch                    42/  37 

Perm  Traffic 

Smart  &  Final  Iris 

11 
12 
13 
14 
15 

15.3% 

14.7 

14.2 

12.2 

11.4 

11.4% 

5.2 
12.8 

9.7 

17.5 

0.9 
1.2 
0.4 
0.7 
0.2 

0.9% 

0.3 

1.0 

1.2 

0.3 

11 
14 
16 
15 
19 

10.9% 
8.9 
8.3 
8.6 
6.0 

8.1% 

1.8 

6.0 

12.1 

-16.1 

8 

17 
13 
15 
20 

18.0% 
-11.5 
5.3 

-2.4 
-17.1 

-19.4% 
-45.5 
1.7 
-20.5 
135.3 

high' 
very  low 

high 
very  low 

low 

Godfrey 

Arden  Group 

First  Natl  Supermkts 

Pueblo  International     85/  82 

Pacific  Gamble              35/  19 

16 
17 
18 
19 
20 

11.1 
9.8 
9.5 
9.1 

8.7 

7.8 
11.4 

def 
10.5 

2.4 

0.7 
1.1 
2.3 
0.9 
0.9 

0.3 
0.5 
def 
0.7 
0.4 

13 

23 

22 

8 

18 

9.5 
1.1 
1.4 
11.4 
6.1 

6.6 
-6.9 
5.3 
9.7 
8.5 

19 
1 

16 
18 

-14.0 
42.8 
NM 
^.5 

-13.2 

27.9 
100.0 

P-D 
128.3 
-65.0 

average 

low 

NM 

Low 

very  high 

Shopwell                        81/  82 
Fisher  Foods 
Foodarama  Supermkts 
Borman's 

21 

22 
23 
24 

8.5 
7.1 
1.7 
def 

0.9 
def 
def 

def 

1.0 
0.5 
0.6 
1.2 

0.4 
0.1 
0.0 
def 

4 
26 
21 
20 

12.9 

-20.5 

2.6 

4.3 

10.1 
1.6 
0.5 
1.8 

3 

30.0 

NM 
NM 
NM 

-88.5 
D-D 
P-D 
P-D 

average 

NM 
NM 
NM 

Pantry  Pride 

Allied  Supermkts          69/NA 

Delchamps 

25 
26 

def 
def 

NA 

9.6 

0.2 

18.2 

0.3 
0.2 
0.4 

0.7 
def 

1.4 

25 
24 

-17.4 
-3.6 

NA 

-18.2 

10.0 

9.2 

NM 
NM 
NA 

5.3 
D-Z 

12.5 

NM 
NM 
NA 

Medians 

13.2 

10.5 

0.7 

0.7 

9.2 

6.6 

-0.7 

1.7 

Convenience  stores 

Natl  Convenience 

General  Host                 70/  68 

Southland                      64/  85 

Circle  K 

Munford                        86/  75 

1 

2 
3 
4 
5 

28.9% 

17.9 

17.4 

16.7 

14.5 

24.1% 

9.7 

14.8 

32.2 
15.4 

2.1 
1.4 
1.0 
1.1 
0.5 

2.3% 

2.8 

1.5 

2.1 

1.9 

2 
5 
1 
3 

4 

20.5% 
-2.7 
22.5 
16.4 

8.7 

28.3% 
28.0 
50.1 
59.6 
5.0 

1 
2 

17.6% 

NM 

13.5 

NM 
NM 

22.5% 
-27.0 
-0.9 
38.8 
23.5 

very  high 

NM 
very  high 

NM 
NM 

Medians 

17.4 

15.4 

1.1 

2.1 

16.4 

28.3 

NM 

22.5 

Industry  medians 

15.9 

13.3 

0.7 

1.0 

10.2 

8.1 

3.0 

3.6 

All-industry  medians 

15.1 

13.4 

0.4 

3.7 

10.2 

11.5 

-0.6 

15.8 

DD:  Segment  deficit,  total  deficit  DP:  Segr 
available.  NE:  Negative  equity.  NM:  Not  me 

nent  deficit,  total  profit  PD:  Segment 
iningful.  For  further  explanation,  see  p 

profit,  total  d 
46. 

eficit.  E:  Estir 

lated.  D-D 

Deficit  to  deficit.  D-P:  De 

ficit  to  profit.  P-D:  Profit  to  deficit,  de 
Sources:  Media  General  Financial  Sen 

:  Deficit.  NA;  Not 
'ices,  Inc .  Forbes 
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SURFACE 
TRANSPORTATION 


The  nation's  largest  truckers  are  still  in  low  gear.  Sure, 
they're  nearly  all  posting  revenue  gains,  but  heavy 
discounting  is  hurting  profits.  The  rate  wars  have  even 
started  to  affect  the  railroads. 


The  nation's  largest  trucking  group,  IU  Interna- 
tional, is  at  the  top  of  the  profitability  Yardstick  for 
truckers.  But  not  because  of  its  performance  in  1984.  It 
squeaked  in  on  the  strength  of  its  previous  five  years. 

During  the  past  12  months  IU's  return  on  equity  was  the 
lowest  of  the  nine  truckers  on  our  tables,  barely  one-third 
of  the  industry  median.  This  dismal  showing  is  the  result, 
in  part,  of  simply  being  big:  When  IU  merged  its  two  long- 
haul  subsidiaries  in  an  effort  to  gain  the  efficiencies  of  a 
larger  system,  the  consolidation  was  costly.  The  firm  also 
shocked  Wall  Street  with  an  $1 1.7  million  writeoff  in  the 
third  quarter,  the  result  of  an  accounting  error.  All  this 
caused  earnings  to  drop  60%  in  the  latest  12  months. 


Otherwise,  the  economic  recovery  produced  a  strong 
rise  in  trucking  traffic.  For  every  firm  except  Arkansas 
Best,  12-month  sales  growth  outpaced  average  increases 
during  the  previous  five  years.  Because  of  industrywide 
discounting,  those  volume  increases  didn't  translate  into 
significantly  better  profitability.  Indeed,  for  more  than  half 
the  companies,  profitability  in  the  latest  12  months  has 
been  lower  than  their  five-year  averages. 

"It's  been  a  trying  year,"  says  William  Legg,  a  trucking 
analyst  at  Alex.  Brown  &  Sons.  "The  combination  of 
aggressive  pricing  and  a  successful  pricing  strategy  by 
shippers  forced  freight  rates  down  to  a  point  where  they 
were  lower  than  the  year  before."  Legg  figures  rates  were, 
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Railroads 

Chicago  &  NW 
American  Standard 
Norfolk  Southern 
Union  Pacific 
Burlington  Northern 


35/  23 


43/  57 


24.3% 

18.4 

14.lt 

13.2 

12.6t 


14.2% 
14.0 
11.4 
7.7 
14.0 


1.2 
0.6 
0.2 
0.5 
0.7 


3.9% 
2.9 
11.3 
3.6 
9.2 


4.8% 
-0.9 

5.8 
20.7 
11.7 


7.4% 
50.7 
13.6 
-0.6 

82.8 


NM 

-17.1% 

-4-7* 

-4.6 

3.9* 


115.0% 

30.9 

38.3 
-19.0 

34.4 


NM 

average 

low 

low 

average 


Santa  Fe  Southern 

CSX 

IC  Industries 

GATX 

Medians 


74/  28 
78/  71 
24/  15 
40/DD 


11.5t 

ll.lt 

7.9 

6.1 


8.2 
10.8 
11.0 

def 


0.3 
0.5 
1.0 
2.9 


12.4 
4.7 
2.5 
def 


3.2* 
8.7 
5.2 
2.9 


11.7 

55.7 

1.7 

1.5 


2.8* 
6.4 
-8.9 

NM 


-38.1 
23.7 

152.8 
P-D 


very  low 
low 
low 

NM 


12.6 


11.0 


0.6 


3.9 


5.2 


11.7 


-4.7 


30.9 


DD:  Segment  deficit,  mi  I  ,  -3;  profit  PD:  Segment  profit,  total  deficit  E:  Estimated  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit  def:  Deficit.  NA:  Not 

available  NE  Negative  equ  average.  tFour-year  growth  For  further  explanation,  see  p.  46.  Sources  Media  General  Financial  Services,  Inc.;  Forbes 
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Efficiency 
Rating. . . 

The  new  BAe  800  delivers  big  business-jet  range 
at  a  midsize  price. 

No  other  business  jet  marketed  today  offers  an 
efficiency  rating  as  high  as  the  BAe  800's  com- 
bination of  3400-mile  range,  reliability,  cabin  size 
and  costs.  You  get  by  far  the  most  for  your  money, 
since  you  spend  millions  less  to  buy  and  fly  it. 

Reliability  and  durability  are  built  into  this 
airplane,  which  holds  to  the  airliner  standards  and 
engineering  integrity  of  its  best-selling  prede- 
cessor, the  Series  700... standards  derived  from 
BAe's  experience  building  subsonic  and  super- 
sonic transports  for  the  world's  major  airlines. 


the  most  efficient  business  jet  in  the  world. 

For  ground  support,  BAe  maintains  a  $46  million 
Spares  &  Support  Center  linked  to  17  Approved 
Service  Centers  at  16  strategically  located  air- 
ports across  North  America.  Our  technical/ 
support  team  works  on  a  24-hour,  365-day  basis, 
as  it  has  for  30  years. 

For  additional  information  on  this  outstanding 
business  jet,  call  your  nearest  BAe  regional  office. 

Or  write  Kenneth  C.  Spinney,  Vice  President- 
Corporate  Marketing  at  British  Aerospace,  Inc., 
P.O.  Box  17414,  Dulles  International  Airport, 
Washington,  DC  20041. 


A 


British  Aerospace,  Inc.  Offices  in  North  America: 

Washington,  DC  703/435-9100  •  Wilmington,  DE  302/322-8000  •  New  York  516/981-8000  •  Chicago  312/299-7000 

Houston  713/644-8000  •  Los  Angeles  714/756-0146  •  Montreal  514/636-8484  •  Mexico  City  525/596-29-39 


on  average,  4%  under  1983  levels,  even  after  a  3.5%  rise  in 
list  prices  put  through  in  September. 

Since  deregulation  five  years  ago,  the  large  publicly 
owned  common  carriers  have  been  scrambling  for  market 
share.  In  the  latest  12  months  Ryder  System  posted  rev- 
enue gains  of  nearly  37%,  Yellow  Freight  enjoyed  a  27% 
rise  and  Consolidated  Freightways  saw  sales  rise  23%. 

Longtime  profit  leader  Roadway  Services  still  has  no 
debt,  and  it  now  boasts  more  than  $400  million  in  cash  as 
well.  This  helped  Roadway  maintain  its  high  margins  of 
7.9%,  more  than  double  the  industry  median.  In  the  mean- 
time, as  many  as  400  carriers,  mostly  smaller  and  less 
efficient  operators,  have  been  trampled,  driven  from  the 
business  by  the  battle  among  the  giants. 

The  severe  competition  on  the  highways  is  even  holding 
down  railroad  rates.  More  than  half  the  lines  in  this 
subgroup,  including  profit  leader  Chicago  &  North  West- 
ern, were  unable  to  beat  their  five-year  retum-on-equity 
averages  in  the  latest  12  months.  The  exceptions  generally 
have  been  firms  largely  dependent  on  hauling  coal,  such  as 
Burlington  Northern.  It  was  a  beneficiary  of  coal  stockpil- 
ing by  utilities  in  anticipation  of  a  mine  workers'  strike 
that  never  came. 

Despite  the  pressure  on  rates,  only  three  of  the  nine  rails 
in  the  table  reported  declines  in  earnings  in  the  past  12 
months.  Most  managed  sizable  increases,  averaging  about 
31%.  The  subgroup's  11.7%  median  sales  gain  also  was 
more  than  double  the  5.2%  five-year  growth  average. 


Growth  in  rail  traffic  is  already 
slowing  as  the  economic  recovery 
matures,  so  profit  increases  this 
year  may  be  more  modest. 

On  another  front,  the  U.S.  De- 
partment of  Transportation  nar- 
rowed its  list  of  prospective  bid- 
ders for  Conrail  to  3  from  15:  Al- 
leghany Corp.,  Marriott  and 
Norfolk  Southern.  If  Norfolk  Southern  succeeds,  the  merg- 
er could  have  a  significant  effect  on  rail  competition  in 
eastern  markets.  CSX,  among  others,  is  lobbying  Washing- 
ton in  an  effort  to  head  off  such  a  combination. 

Looming  ahead  for  truckers  is  the  expiration  of  the 
International  Brotherhood  of  Teamsters'  contract  at  the 
end  of  March.  The  trucking  companies  want  better  work 
rules  and,  perhaps,  a  new  hiring  policy  that  would  bring  in 
new  workers  at  lower  wages.  The  Teamsters  want  job 
security,  more  money  and  the  elimination  of  nonunion 
operations  at  unionized  carriers. 

This  last  item  is  a  particularly  sensitive  point.  Several 
large  companies,  including  Consolidated  Freightways, 
have  created  nonunion  divisions  to  help  them  remain 
competitive  with  a  raft  of  independent  regional  firms. 
These  fledgling  carriers  typically  use  nonunion  labor  and 
can  enjoy  cost  advantages  of  up  to  40%.  That's  why  they 
are  a  major  threat  to  the  unions,  as  well  as  to  their  larger 
competitors.  ■ 
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Truckers 

IU  International             55/  28 
Roadway  Services 
Ryder  System 
Consol  Freightways 
Leaseway  Trans 

1  21.1%          5.3% 

2  20.9            18.6 

3  19.8            20.6 

4  19.4            13.1 

5  17.5             12.2 

0.7 
0.0 
1.3 
0.1 
0.9 

2.2% 

7.9 

4.2 

4.8 

2.9 

8  -4.3%        16.5% 
7            3.9            16.9 

2  15.3           36.9 

9  -4.4           23.0 

3  7.7            13.6 

6          -6.0%      -59.6% 

1  11.4             6.5 

2  6.5           39.3 

3  1.4            15.2 
5          -5.0             6.9 

very  low 
high 
high 

very  low 
low 

Yellow  Freight 

Dorsey                           26/  12 

Arkansas  Best                78/  50 

RLC 

6  11.3             17.7 

7  10.7            10.1 

8  5.9            17.3 

9  2.8            16.3 

0.2 
0.4 
0.9 
2.3 

4.5 
2.3 
1.4 
2.1 

4  6.2            26.6 

5  4.9           17.5 
1          16.4             9.6 

6  4.0            22.6 

4          -2.9            19.2 
NM          -25.4 
NM          100.8 

7        -25.4          144.1 

very  low 

NM 
NM 
high 

Medians 

17.5             16.3 

0.7 

2.9 

4.9            17.5 

-5.0            15.2 

Other 

BRAE                             88/108 
McLean  Inds 

Alexander  &  Baldv,  in    67/  67 
Greyhound                    42/  28 
Transwaylntl                80/  67 

1  19.7%          8.8% 

2  15.6            16.7 

3  15.0            16.4 

4  13.8              8.9 

5  12.1            13.2 

2.9 
1.8 
0.5 
0.3 
0.4 

0.9% 
3.4 
12.3 
4.2 
1.9 

1  146.2%        24.2% 

2  12.9            20.0 

5  5.8              7.8 
7        -10.0           -9.3 

6  -2.4           14.9 

1  52.0%        90.3% 
NM             8.7 

2  14.5           31.7 

3  4.0         -11.8 

4  -14.3          151.7 

very  low 

NM 

low 
very  low 
average 

Chromalloy  Amer         27/DD 
American  President 
Sea-Land 

0.5              def 
NA           28.9 
NA             8.9 

0.9 
0.9 

0.7 

def 
3.5 
2.1 

8       -11.1             2.1 

3  11.5           24.4 

4  6.7$            9.4 

NM            D-D 
NM          500.0  + 
NA             NA 

NM 
NM 
NA 

Medians 

14.4            11.1 

0.8 

2.7 

6.2            12.2 

NM            31.7 

Industry  medians 

13.5             12.7 

0.7 

3.4 

5.5            15.7 

-5.5            23.7 

All-industry  medians 

15.1             13.4 

0.4 

3.7 

10.2            11.5 

-0.6            15.8 

DD:  Segmeni  deficit,  total  deficit  DP:  Segment  deficit,  total  profit  PD.  Segment  profit,  total  deficit  E:  Estimated.  D-D:  Deficit  to  deficit  DP:  Deficit  to  profit  P-D:  Profit  to  deficit  def:  Deficit  NA:  Not 
available  NE:  Negative  equity  N.\l:  Not  meaningful  JFour  year  growth.  For  further  explanation,  see  p.  46.                                                    Sources  Media  General  Financial  Services,  Inc.  Forbes 
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\  The  Knockout  Deal  That 

H     Defied  One  Of  The  Toughest 

\     Markets  In  History. 

i. 

1         Cassius  Clay,  the  overwhelming 
•  underdog,  beats  Sonny  Liston  and  takes 
the  heavyweight  championship  title  in 
1964.  They  said  it  couldn't  be  done.  The 
U.  S.  Hockey  Team,  counted  out  at  the 
beginning  of  the  1980  Olympics,  raise 
their  sticks  high  at  the  end— world  cham- 
!•  •   *  pions.  They  said  it  couldn't  be  done. 
'  "       In  sports  you  always  hear,  'It  can't  be 
'   done.'  And  then,  a  super  athlete  or  a 
super  team  comes  along  and  does  the 
impossible. 

In  finance  the  impossible  is  usually  just 
,     •   that— impossible.  But  in  the  face  of 
extremely  difficult  market  conditions, 
First  Boston  helped  engineer  one  of  the 
most  successful  demergers  in  the  history 
of  finance  for  the  Bowater  Group. 

It  was  spring  of  1984.  The  market 
was  jumpy  and  uncertain.  Interest  rates 
were  rising,  the  Dow  Jones  was  declining. 
There  was  a  general  cutback  in  initial 
■  public  offerings  and  the  prices  of  paper 
stocks  had  peaked.  Other  deals  just 
weren't  getting  done.  But  legal  and 
regulatory  proceedings  effectively  dic- 
tated market  timing  for  the  Bowater  new 


successfully  marketed  and  sold  a  7,310,913 


Incorporated,  the  North  American 
member  of  a  forward-thinking  .group  of 
multinational  companies.  This  $131.6 
million  offering  is  the  largest  U.  S.  initial 
public  offering  so  far  this  year.  In  fact,  it  is 
one  of  the  largest  ever  done  for  an  indus- 
trial corporation. 

The  initial  public  offering  for  Bowater 
Incorporated  was  just  one  cornerstone  of 
an  intricate  trans-Atlantic  financial  engi- 
neering plan  for  Bowater.  First  Boston, 
working  with  the  progressive  Bowater 
management  and  a  U.  K.  merchant  bank, 
was  able  to  handle  each  step  in  the  proc- 
ess flawlessly— from  the  creation  and  list- 
ing of  a  new  enterprise,  to  the  purchases 
and  sales  of  assets,  through  to  the  spin- 
off7 of  the  North  AmericairCompany  and 
the  recapitalization  of  its  former  parent. 
The  final  result:  unlocked  values  for 
Bowater's  shareholders. 

One  knockout  deal,  spanning  two 
continents,  once  again  illustrated  First 
Boston's  strength  under  adverse  market 
conditions. 

To  get  the  entire  First  Boston  team 
working  for  your  company,  call  Robert 
Cooney  or  James  Davin,  Managing 
Directors,  Equity  Underwriting,  at  head- 
quarters in  New  York  City,  212-909-2000. 

Another  Reason  Why  First 
Boston  Is  Getting  The  Call  In  198! 


} 


TELECOMMUNICATIONS 


It  is  now  one  year  after 
the  AT&T  divestiture. 
But  don't  think  the 
commotion  is  over. 
Nearly  all  of  these 
companies  are 
struggling  to  deal  with 
increased  competition. 


B_.rAT.Tw,  supposed  to  „  com. 
petition.  Consumers  would  benefit  from  lower 
prices,  based  on  true  cost  of  service.  Telecommunications 
companies  would  benefit  from  the  freedom  to  enter  new, 
fast-growing  segments  of  the  market. 

That  was  the  theory.  But  reality  has  been  very  different. 
Consumers  aren't  sure  about  whom  they  now  call  for 
telephone  service  or  repairs.  They  are  also  confused  about 
how  to  get  the  most  economical  long-distance  service. 

But  while  the  public  is  merely  bothered  by  divestiture, 
many  of  the  companies  in  this  industry  seem  bewitched 
and  bewildered  by  the  marketplace.  Postpartum  profitabil- 
ity is  disappointing.  Of  the  16  communications  carriers  for 
which  five-year  return-on-equity  figures  are  available, 
only  3  managed  to  do  better  than  their  averages  during  the 
latest  12  months. 

This  is  a  direct  result  of  heightened  competition,  which 
has  led  to  increased  marketing  costs.  For  the  first  time 
consumers  have  a  real  choice  about  whom  they  want  to 
provide  long-distance  service.  They  are  also  realizing  that 
they  can  buv  their  phones  outright,  instead  of  renting. 

To  gain  a  piece  of  the  changing  pie  (or  in  some  cases  to 
keep  what  they  have),  all  the  phone  companies  have 
launched  aggressive,  and  expensive,  advertising  and  mar- 
keting  campaigns.    Cliff   Robertson,    the   pitchman  for 
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AT&T  Long  Distance,  seems  to  be  on  television  more 
often  than  Johnny  Carson. 

MCI  provides  an  excellent  example  of  the  current  tur- 
moil. In  1981  the  company,  based  in  Washington,  D.C., 
had  only  1.5%  of  the  long-distance  market.  It  now  has 
about  5% .  But  growth  is  becoming  harder  and  more  expen- 
sive. That's  why  its  solid  long-term  profitability  figure  is 
testimony  to  past  success  rather  than  to  current  good 
times.  Last  year  the  company  dropped  monthly  fees,  low- 
ered prices  and  introduced  volume  discounts  in  an  effort  to 
stay  competitive.  Sales  kept  growing,  but  profits  were  off 
substantially. 

It's  not  surprising  that  AT&T  has  been  hurt  as  well. 
How  much:  The  effect  is  impossible  to  measure  because 
comparisons  with  historical  data  make  little  sense.  The 
giant  company  is  struggling  to  reduce  its  work  force  and  to 
make  its  manufacturing  facilities  more  efficient.  Equally 
important  is  the  marketing  challenge  it  faces.  To  benefit 
from  its  new  freedom  AT  NT  must  develop  new  products 
and  a  sales  organization  that  can  confront  IBM.  Neither  is 
an  easy  task. 

It  is  also  too  soon  to  make  many  meaningful  compari- 
sons among  AT&T's  offspring  The  seven  spunoff  operat- 
ing companies  have  been  on  their  own  for  only  one  year, 
and  no  data  arc  available  to  track  their  historical  perfor- 
mance. Still,  it  is  interesting  to  note  that  during  the  first 
nine  months  of  1984  these  companies  matched  or  exceed- 
ed predivestiture  estimates. 

The  AT&T  offspring  recently  won  an  important  legal 
victory.  In  December  they  were  granted  the  right  to  enter 
several  new  fields,  if  the  diversifications  aren't  funded  by 
customers  of  their  regulated  businesses.  In  terms  of  their 
domestic  operations,  Nynex,  Pacific  Telesis,  Bell  Atlantic 
and  BellSouth  can  now  sell,  lease  and  service  office  equip- 
ment. Nynex,  Pacific  Telesis,  U.S.  West  and  Ameritech 
were  also  authorized  to  enter  certain  foreign  ventures, 


including  consulting  and  data  processing. 

Despite  the  bold  plans  of  these  new  companies,  most 
independent  telephone  companies  failed  to  match  five- 
year  profitability  averages  during  the  most  recent  12 
months.  GTE  is  one  of  the  exceptions.  It  owns  the  largest 
non-Bell-related  phone  company,  it  serves  nearly  12  mil- 
lion customers,  and  it  registered  solid  gains  in  1984.  Much 
of  the  gain  comes  from  strong  profits  at  its  local  operating 
companies.  Sprint,  the  long-distance  service  GTE  acquired 
from  Southern  Pacific,  is  losing  money. 

Telecommunications  manufacturers  have  been  shaken 
by  divestiture,  too.  IBM  bought  Rolm  to  expand  its  pres- 
ence in  the  market  for  sophisticated  switching  gear.  But 
there  arc  two  very  different  stories  at  ITT  and  Motorola, 
old-line  equipment  companies  ITT's  communications 
earnings  are  depressed,  in  part  because  the  company  is 
spending  heavily  to  launch  its  new  System  12  digital 
switch.  At  Motorola  profit  comparisons  are  impressive. 

Much  of  Motorola's  gain  stems  from  the  booming  de- 
mand for  cellular  radio-telephones.  That  piece  of  its  busi- 
ness accounted  for  a  250%  increase  in  operating  profits  at 
Motorola's  communications  division,  which  provides 
about  one-third  of  the  company's  $4  billion  in  sales.  Since 
Motorola  both  manufactures  and  installs  cellular  phones, 
it  is  doubly  blessed  by  the  boom  in  the  number  of  people 
who  want  to  make  calls  from  their  cars  while  they  sit  in 
traffic  jams. 

M/A-Com,  which  is  enjoying  an  earnings  turnaround, 
posted  fat  profit  gains  as  well.  The  price  of  cable  used  to 
wire  home  television  for  pay-channel  services  stabilized, 
and  the  company  is  a  major  supplier  in  this  market. 
Increased  demand  for  wire  and  cable  also  helped  Anixter 
Brothers.  As  a  major  distributor  of  these  products,  it  has 
had  a  much  longer  customer  list  since  the  breakup  of 
AT&T — and  having  more  prospects  nearly  always  leads  to 
more  sales.  ■ 
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TEXTILES 


For  many  textile  firms,  1984  was  a  record 
year.  But  the  industry's  recovery  began  to 
unravel  in  the  final  quarter.  Put  the  blame  on 
swollen  inventories  and  rising  imports. 


HP 


Textilemakers  finished  one  of  their  best  years  in  a 
long  time,  but  industry  executives  aren't  euphoric. 
Instead  they  are  deeply  worried  about  the  future.  Foreign 
competition  and  bulging  inventories  sent  the  industry  into 
a  tailspin  at  the  end  of  1984. 

"We've  seen  a  tremendous  decline  in  the  last  three 
months,"  says  Harold  Kingsmore,  chief  executive  of  Avon- 
dale  Mills.  "And,  unfortunately,  the  fourth  quarter  is 
carrying  over  into  the  new  year." 

Most  textile  firms  posted  such  huge  gains  in  the  begin- 
ning of  1984  that  these  more  than  offset  the  declines  in  the 
second  half  of  the  year,  when  business  virtually  collapsed. 
At  West  Point-Pepperell,  for  instance,  earnings  in  the 
quarter  ended  Nov.  24  dropped  55%  because  of  a  $4.6 
million  loss  on  apparel  fabrics.  Still,  many  companies, 
including  profit-leader  Collins  &  Aikman,  had  record  12- 
month  earnings.  Nine  of  the  1 1  companies  in  this  sector 
bested  their  five-year  profitability  averages,  often  doing  so 
by  wide  margins. 

The  industry's  big  gains  led  to  a  record  $1.72  billion 


worth  of  capital  spending.  That's  a  21%  increase  over 
1983,  and  the  goal  is  to  become  more  competitive.  Still, 
cheap  imports  flooding  into  the  U.S.  from  such  sources  as 
China  and  Hong  Kong  are  a  nagging  worry. 

In  the  middle  of  last  year  the  Reagan  Administration 
delayed  for  nearly  two  months  imposing  new,  tougher 
import  curbs  on  some  products.  That  allowed  an  estimat- 
ed $500  million  of  foreign  goods  to  come  into  the  country 
in  time  for  the  Christmas  selling  season.  "Every  ship  in 
the  world  was  on  its  way  to  the  U.S.  with  textile  prod- 
ucts," says  Kingsmore.  "These  inventories  won't  get 
flushed  out  until  the  spring  of  1985."  Not  surprisingly,  he 
doesn't  think  earnings  at  most  companies  will  be  strong 
next  year. 

The  industry  response  is  political.  Right  now  textile- 
makers  are  lobbying  Congress  and  the  Administration  for 
protectionist  legislation,  but  they  don't  expect  much  suc- 
cess. "They  talk  about  it  a  lot,"  says  Alfred  Crimmins, 
president  of  Collins  &.  Aikman,  "but  I  don't  see  any  action 
forthcoming."  ■ 
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THRIFT 
INSTITUTIONS 


Aside  from  the  spectacular  disaster  at  Financial  Corp.  of 
America,  these  firms  are  doing  quite  nicely.  Adjustable  rate 
mortgages  make  up  a  good  portion  of  the  market.  So  it  was 
damn  the  rising  interest  rates,  full  speed  ahead. 


It  wasn't  long  ago  that  these  companies  were  the 
economy's  basket  cases,  written  off  by  critics  and  in 
need  of  emergency  aid  from  regulators.  But  just  when  the 
future  looked  darkest,  thrifts  sprang  back  to  life. 

The  industry  is  still  wobbly,  of  course.  After  two  years  of 
profitability,  median  five-year  return  on  equity  is  a  paltry 
4.1%.  This  is  a  far  cry  from  1982,  when  the  entire  sector 
ran  deeply  in  the  red.  A  good  indication  of  that  trouble  is 
the  welter  of  "not  meaningful"  designations  in  the  earn- 
ings growth  column.  Forbes  doesn't  calculate  this  figure 
when  the  period  includes  negative  numbers. 

A  few  years  ago  S&Ls  often  paid  at  least  2%  more  for 
funds  than  their  loan  portfolios  yielded.  But  now  many 
institutions  have  switched  the  majority  of  their  loan  port- 
folios into  adjustable-rate  mortgages,  which  help  immu- 
nize profit  margins  from  interest-rate  hikes. 

Look  at  Great  Western.  Its  current  10.4%  profitability  is 
nearly  triple  its  five-year  average.  How  come?  For  one 
thing,  GW  now  has  50%  of  its  portfolio  in  variable-rate  or 
short-term  loans,  up  from  25%  one  year  ago.  Home  Feder- 


al, meanwhile,  benefited  from  savvy  diversification.  Home 
gets  a  third  of  its  earnings  from  a  well-run  southern  Cali- 
fornia real  estate  development  program. 

Bad  news  continues  to  dominate  the  headlines.  The 
biggest  story  of  1984  was  the  trouble  at  Financial  Corp.  of 
America,  where  bigger  used  to  be  better.  Now  the  SEC  has 
quashed  the  firm's  questionable  accounting  practices, 
forcing  it  to  restate  earnings.  Even  so,  FCA  still  suffers 
from  one  of  the  industry's  worst  records  of  bad  loans. 

FCA  also  carries  mostly  fixed-rate  loans — fine  when 
interest  rates  are  stable  or  declining,  but  a  drag  on  earnings 
when  rates  are  on  the  rise.  California  Federal,  another  poor 
performer,  suffered  from  a  similar  problem.  But  with 
smaller  loan  losses,  the  pain  was  less  severe. 

Statistical  anomalies  can  skew  results.  Why  did  H.F. 
Ahmanson  show  a  41.6%  earnings  decline,  even  though 
46%  of  its  loan  portfolio  is  in  adjustable-rate  obligations? 
Analyst  Jonathan  Gray  of  Sanford  C.  Bernstein  notes  that 
most  1983  profits  were  nonrecurring  items,  so  compari- 
sons may  be  misleading.  ■ 
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0.4 

3.7 

10.2 

11.5 

-0.6            15.8 

D-D:  Deficit  to  deficit.  DP:  Deficit  to  profit  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not 
p.  46. 

available.  NE 

Negative  eqi 

ity.  NM:  Not  meaningful.  tFour-year  a 
Sour 

verage  JFour-year  growth.  For  further 
ces.  Media  General  Financial  Services 

explanation,  see 
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There's  one  area  where  many  truck 
manuiacturers  should  be  a  little  more 
responsible.  Advertising.  It's  changed 
from  a  forum  of  ideas  to  a  sideshow  of 
carnival  barkers.  All  claiming  superiority 
over  the  others,  and  providing  their  own' 
facts  to  prove  it. 

At  Mack®,  we  cast  a  suspicious  eye  at 
everybody's  advertising.  Especially  our 
own.  Because  if  a  company  falls  victim  to 
its  own  rhetoric,  the  industry  suffers. 


Two  years  ago,  we  made  a  strong 
statement:  "What  America  needs  is  less 
bull  and  more  Bulldog."™  In  that  ad  we 
talked  about  product  integrity.  Not 
incredible  mileage  or  outrageous 
market  gains.  When  the  ad  ran,  the 
industry  sat  up  and  took  notice.  We  had 
hoped  they  would  also  take  an  example 

The  ad  renewed  our  pledge  to  build 
an  honest  product.  And  to  talk  about  it 
that  way.  Even  at  the  risk  of  not  being 


What  America  needs  is  less  bull 


everything  to  everybody.  And  tooting 
our  own  horn  too  conservatively.  That's 
why  you'll  never  see  wild  claims  or 
subjective  test  results  in  Mack  advertis- 
ing. Today's  truck  buyer  knows  when 
something  sounds  too  good  to  be  true,  it 
usually  is.  And  short-term  gains  aren't 
worth  risking  long-term  credibility  in  the 
marketplace. 

Look.  We  can't  stop  others  from 
stretching  the  facts  to  reach  their  sales 


[nd  more  Bulldog. 


goals.  But  we  can  keep  that  attitude  from 
finding  its  way  into  our  own  communica- 
tions. Because  we  know  that  bending  the 
truth  to  win  somebody's  business  is  the 
surest  way  to  lose  their  trust. 

Mack  is  a  registered  trademark  of  Mack  Trucks,  Inc. 
©  1 985  Mack  Trucks,  Inc. 


Mack 

TRUCKS 


TOBACCO 

Sure,  health  fears 
are  reducing  the 
number  of  cigarettes 
sold,  but  it  is  still  a 
very  good  business. 
Just  ask  all  the  big 
diversified  companies 
in  this  industry. 
Tobacco  is  their  most 
lucrative  venture. 


It  would  seem  there  is  still  hardly 
anything  more  profitable  than 
manufacturing  cigarettes.  The  big 
four  in  the  business — R.J.  Reyn- 
olds, Philip  Morris,  American 
Brands  and  Loews — are  all  heavily 
diversified,  yet  each  shows  a  far 
higher  percentage  of  profits  than 
sales  from  its  tobacco  operations. 
Loews,  for  example,  brought  in  59%  of  earnings  from 
tobacco  on  only  28%  of  its  sales. 

Of  the  four,  Reynolds  seems  to  have  prospered  the  most 
relative  to  1983.  In  that  year  its  return  on  equity  was 
16.1%,  compared  with  prime  competitor  Philip  Morris' 
23.7%.  Last  year  Reynolds  picked  up  nearly  three  points, 
to  19%,  while  PM  improved  by  only  one  point,  to  24.7%. 
As  a  partial  result,  Reynolds  vaulted  from  fourth  place  to 
first  in  this  Yardstick. 

That  position  may  be  somewhat  shaky.  Unlike  some 
other  industries,  where  there  is  one  big  leader  and  a  bunch 
of  followers,  in  tobacco  the  top  four  Yardstick  positions 
are  separated  by  about  three  percentage  points.  A  change 
in  12-month  returns  can  alter  the  rankings. 

Despite  its  move  up,  Reynolds  suffered  a  substantial 
decline  in  sales  growth  last  year,  a  5.4%  increase  as  op- 
posed to  a  15.2%  increase  over  the  last  four  years.  Even 
though  cigarette  consumption  is  declining,  these  numbers 
were  probably  influenced  by  a  surge  of  purchases  to  beat 
the  1983  doubling  of  the  federal  excise  tax. 

The  amazing  profitability  of  tobacco  companies  doesn't 
end  after  the  top  four  firms  in  this  list.  Take  Dibrell 
Brothers,  which  processes  leaf  tobacco.  It  managed  a  re- 
turn on  equity  last  year  of  32.5%  and  carries  a  debt-to- 
equity  ratio  of  only  0.2 — hardly  a  laggard  performance. 

The  same  holds  for  two  of  the  other  three  firms  that 
make  up  the  second  half  of  this  list.  Standard  Commercial 
Tobacco  and  Universal  Leaf  Tobacco  are  in  businesses 
similar  to  Dibrell  and  boast  five-year  profitability  averages 
of  close  to  19%,  with  little  debt.  Culbro  Corp.,  much  more 
a  distributor  than  a  manufacturer,  had  the  lowest  12- 
month  return,  10.4%.  But  even  Culbro  did  better  than  in 
1983,  when  its  return  on  equity  was  a  mere  7.2%.  ■ 


Tobacco 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%in 
— segment — 
Company                  sales/profits 

latest 
5-year         12 
rank       average      months 

debt/ 

equity 

ratio 

net 

profit 
margin 

rank 

5-year 
average 

latest 

12 

months 

5-year 
rank      average 

latest 

12 

months 

predictabilit 

R  I  Reynolds                  44/  71 
Philip  Morris                 75/  88 
American  Brands           37/  57 
Loews                             28/  59 

1  24.6%t       19.0% 

2  23.9            24.7 

3  22.2            19.4 

4  21.4            19.2 

0.3 
0.6 
0.3 
0.3 

8.1% 

9.5 

8.8 

7.7 

1 
2 
8 
4 

15.2%* 
13.8 

4.8 

7.5 

5.4% 
1.1 
1.2 
5.6 

5  9.4%  % 
3           15.9 

6  8.6 
2          16.5 

13.4% 

17.3 

6.1 

12.0 

high 

very  high 

average 

high 

Std  Commercial 
Universal  Leaf               67/  79 
Culbro                           72/  62 
Dibrell  Brothers 

5  19.1             14.7 

6  19.0            19.3 

7  10.4 

8  16.2           32.5 

0.3 
0.1 
0.4 
0.2 

1.7 
3.8 
1.3 
3.3 

3 

7 
5 
6 

12.4 
6.0 
7.3 
6.8 

0.9 

5.3 

80.8 

-3.1 

7            8.6 

4           12.7 

NM 

1          22.0 

14.7 
17.9 
55.3 
81.1 

low 

very  high 

NM 

high 

Medians 

19.3 

0.3 

5.7 

7.4 

3.3 

11.1 

16.0 

All-industry  medians 

13.4 

0.4 

3.7 

10.2 

11.5 

-0.6 

15.8 

DD:  Segment  deficit,  total  defic  '   OP:  Segi 
available  NE:  Negative  equity.  NM  Not  mei 

icil,  total  profit  PD.  Segment  [ 
iningful.  fFour-year  avej-age.  tVour-yea 

■rofit,  total  d 
r  growth  Fo 

ific  i  E:  Estin 
further  expl 

lated  D-D: 
ination,  se< 

Deficit  to  deficit  D-P:  De 
■  p.  46.                       Sow 

ficit  to  profit  P-D:  Profit  to  deficit  def 
ces:  Media  General  Financial  Sennces 

Deficit  NA:  Not 
Inc.  Forbes 
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WHO'S 
WHERE  IN 
GROWTH? 

How  the  1,000  top 
U.S.  corporations  stack 
up  in  sales  and  earnings 
growth  over  the 
past  5  years  and  the 
past  12  months. 


By  the  laws  of  nature,  let  alone  economics,  daz- 
zling growth  is  a  sometime  thing.  Historically, 
sales  and  earnings  increases  that  put  a  company  near 
the  top  of  the  growth  list  in  the  Report  on  American 
Industry  are  just  too  hot  not  to  cool  down. 

Take  Apple  Computer.  It  has  been  doubling,  tripling 
or  even  quadrupling  earnings  and  sales  annually  ever 
since  it  was  formed  in  1977.  Apple  was  first  in  earnings 
growth  for  1982,  fifth  the  next  year,  and,  among  the 
1,000  top  U.S.  corporations  covered  in  this  year's  Re- 
port on  American  Industry,  it  stands  first  in  five-year 
sales  growth  and  second  in  earnings  growth. 

But  that  isn't  the  whole  story.  Look  at  the  latest  12- 
month  figures,  where  Apple,  locked  in  a  head-to-head 
battle  with  IBM  in  personal  computers,  shows  a  de- 
crease in  annual  earnings  for  the  first  time  in  its  brief 
and  spectacular  history.  Other  famous  growth  compa- 
nies that  have  long  ranked  high  in  the  ratings  are  in  the 
same  situation:  First  Boston,  ranked  third  in  five-year 
growth  but  down  for  the  year;  Nike,  the  footwear  com- 
pany, sixth  on  the  list  in  five-year  earnings  but  down 
sharply  for  the  last  12  months;  Federal  Express; 
SEDCO,  the  offshore  driller  to  be  acquired  by  Schlum- 
berger.  Of  the  top  ten  companies  in  earnings  growth,  in 
fact,  nine  fell  off  from  their  historical  averages  in  the 
latest  12  months. 

By  contrast,  look  at  Toys  "R"  Us.  The  toy  retailer  was 
32nd  in  earnings  growth  last  year  and  31st  this  year, 
ahead  of  the  five-yeai  base.  That's  stable  growth. 

Number  one  Jefferson  Smurfit  Corp.,  a  78% -owned 
U.S.  subsidiary  of  Jefferson  Smurfit  Group  of  Ireland, 
has  grown  through  ion.  It  has  rapidly  bought  up 

companies  in  the  U.S.  board  and  packaging  indus- 


try, notably  the  $200  million-a-year  operations  of  Dia- 
mond International. 

Some  of  the  most  interesting  companies  are  not  at 
the  top  of  the  list  at  all.  They  are  turnarounds  such  as 
Levitz  Furniture  and  A.E.  Staley,  which  had  good  earn- 
ings growth  last  year  after  years  of  stagnation.  The 
publishing  conglomerate  Harcourt  Brace  Jovanovich  re- 
organized and  relocated  to  San  Diego,  Orlando  and 
Cleveland  from  high-rent  Manhattan,  sharply  slashing 
its  overhead  and  increasing  its  earnings. 

RCA,  meanwhile,  bit  the  bullet  on  its  moneylosing 
videodisk-player  business  early  in  the  year  and,  even 
after  a  pretax  writedown  of  $175  million,  managed  an 
earnings  increase.  Its  old  competitor  in  TV  sets,  Zenith 
Electronics,  turned  around  strongly  on  increased  sales 
of  color  TVs  and  new  products  in  cable  and  desktop 
computers.  Chrysler  Corp.'s  turnaround  started  in 
1983,  so  its  five-year  average  is  not  meaningful,  but 
Chrysler's  earnings  in  the  latest  12  months  were  up  a 
spectacular  351%. 

As  for  the  companies  that  peaked  and  started  down, 
was  last  year  a  watershed  or  merely  an  aberration?  It's 
instructive  to  compare  this  year's  growth  list  with  that 
of  a  decade  ago.  Not  a  single  company  in  the  top  50  in 
growth  for  the  year  1974  remains  there  today.  The 
closest  any  of  them  came,  in  fact,  is  McDonald's  rank- 
ing of  133rd  this  year;  ten  years  ago  it  was  20th.  Others 
are  even  further  down  the  list  now— Fairchild  Indus- 
tries stood  11th  then  and  is  648th  now — or  worse: 
Charter,  fifth  in  1974,  is  in  bankruptcy. 

It's  a  nice  lesson  in  humility.  Getting  to  the  top  of  the 
list  in  growth  is  hard  enough.  Staying  there  is  well-nigh 
impossible.  ■ 
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Who's  where  in  growth 


Earnings  per 

share 

Sale; 

Earnings  per 

share 

Sales 

5-year 

atest  12 

5-year 

latest  12 

5-year 

latest  12 

5-year 

latest  12 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average 

months 

Jefferson  Smurfit 

1 

139.4% 

98.2% 

10 

56.4% 

22.1% 

Zayre 

64 

23.7% 

34.3% 

394 

13.2% 

22.6% 

Apple  Computet 

2 

112.5 

-18.0 

1 

154.3 

54.2 

Allied  Bancshares 

65 

23.7 

11.2 

18 

45.4 

34.4 

First  Boston 

3 

98.8 

-28.4 

17 

47.2 

26.8 

CFS  Continental 

66 

23.6 

19.3 

496 

11.0 

17.0 

G  C  Murphy 

4 

87.7 

20.9 

770 

3.7 

8.4 

Browning-Ferris  Inds 

67 

23.6 

8.3 

212 

17.8 

18.6 

Price  Co 

5 

80.9 

86.8 

5 

83.8 

80.3 

Merrill  Lynch 

68 

23.5 

-95.9 

48 

31.4 

-1.0 

NIKE 

6 

69.6 

-56.1 

8 

65.5 

6.1 

ServiceMaster  Inds 

69 

23.4 

19.8 

139 

20.7 

22.1 

SEDCO 

7 

63.4 

-13.8 

596 

8.8 

-8.9 

G  Heileman  Brewing 

70 

23.0 

-8.6 

93 

24.6 

8.0 

Limited 

8 

62.4 

38.0 

32 

35.9 

17.1 

Marriott 

71 

23.0 

19.5 

171 

19.2 

22.5 

First  Executive 

9 

61.2 

18.3 

3 

94.9 

-1.4 

Portland  General  Elec 

72 

22.8 

46.0 

301 

15.2 

20.4 

Student  Loan  Marketing 

10 

60.1 

40.9 

7 

70.9 

37.7 

Phibro-Salomon 

73 

22.5 

1.2 

99 

23.7 

0.9 

Financial  Corp  of  Amer 

11 

56.9 

P-D 

4 

88.6 

136.1 

Sysco 

74 

22.3 

13.3 

176 

18.9 

19.0 

Zapata 

12 

55.9 

-47.8 

929 

-3.0 

-4.9 

Standard  Oil  Ohio 

75 

22.1 

-7.5 

211 

17.9 

1.5 

Sherwin-Williams 

13 

55.7 

24.4 

403 

13.0 

5.4 

Anheuser-Busch  Cos 

76 

22.0 

14.1 

140 

20.6 

11.7 

BRAE 

14 

52.0 

90.3 

2 

146.2 

24.2 

Rite  Aid 

77 

22.0 

33.6 

327 

14.5 

5.4 

Subaru  of  America 

15 

49.0 

21.0 

161 

19.8 

8.1 

Dibrell  Brothers 

78 

22.0 

81.1 

668 

6.8 

-3.1 

Humana 

16 

47.0 

20.2 

123 

21.2 

11.1 

PHH  Group 

79 

22.0 

4.9 

43 

32.9 

-4.7 

Wang  Laboratories 

17 

44.4 

27.2 

14 

51.6 

41.4 

Todd  Shipyards 

80 

21.7 

12.4 

467 

11.5 

-12.3 

Arden  Group 

18 

42.8 

100.0 

857 

1.1 

-6.9 

Food  Lion 

81 

21.4 

27.5 

49 

31.2 

23.9 

Comdisco 

19 

42.4 

-41.0 

72 

26.8 

2.8 

Warnaco 

82 

21.3 

-1.5 

755 

4.1 

11.9 

Rolm 

20 

42.4 

2.1 

11 

55.7 

43.2 

R  H  Macy 

83 

21.1 

6.4 

378 

13.5 

15.2 

Donaldson, Lufkin  &  Jen 

21 

41.8 

6.5 

97 

23.8 

23.5 

Murphy  Oil 

84 

21.0 

-32.3 

263 

16.1 

-15.2 

Valero  Energy 

22 

41.1 

P-D 

574 

9.3 

13.1 

Bindley  Western  Ind 

85 

20.9 

8.5 

146 

20.3 

14.7 

Wal-Mart  Stores 

23 

40.6 

43.0 

28 

39.5 

40.9 

Giant  Food 

86 

20.8 

12.4 

399 

13.1 

6.6 

State  Street  Boston 

24 

40.5 

-8.6 

128 

21.1 

4.1 

Eastern  Gas  &  Fuel 

87 

20.7 

51.0 

385 

13.4 

8.7 

Saga 

25 

38.7 

13.3 

453 

11.7 

16.3 

Dean  Foods 

88 

20.7 

23.5 

324 

14.6 

11.5 

Federal  Express 

26 

37.8 

-5.0 

19 

44.9 

43.8 

Hewlett-Packard 

89 

20.6 

53.3 

115 

21.9 

28.3 

VF 

27 

37.3 

7.6 

215 

17.6 

7.3 

EG&G 

90 

20.4 

20.8 

290 

15.4 

19.0 

Brunswick 

28 

36.9 

230.2 

894 

-0.6 

21.6 

Rose's  Stores 

91 

20.4 

15.5 

512 

10.5 

17.2 

Citizens  &  Southern  Ga 

29 

36.3 

19.1 

243 

16.6 

17.4 

Jerrico 

92 

20.1 

4.8 

307 

15.0 

8.5 

General  Cinema 

30 

34.6 

-25.4 

560 

9.6 

3.7 

Ames  Department  Stores 

93 

20.0 

53.5 

189 

18.5 

58.0 

Toys  "R"Us 

31 

34.4 

40.5 

53 

30.2 

29.5 

United  States  Shoe 

94 

20.0 

-5.9 

441 

12.0 

16.5 

Tandy 

32 

33.5 

-4.8 

183 

18.6 

8.2 

Texas  Commerce  Bancshrs 

95 

20.0 

2.6 

67 

27.4 

19.8 

Natl  Medical  Enterprises 

33 

32.4 

17.4 

13 

54.8 

15.5 

Outboard  Marine 

96 

20.0 

33.6 

816 

2.5 

16.9 

Dillard  Dept  Stores 

34 

32.2 

36.6 

124 

21.2 

30.6 

Morton  Thiokol 

97 

19.8 

23.6 

367 

13.7 

13.3 

Texas  Oil  &  Gas 

35 

31.9 

17.0 

101 

23.1 

11.6 

Dow  Jones 

98 

19.7 

22.6 

177 

18.8 

13.5 

Cooper  Tire  &  Rubber 

36 

31.1 

-49.0 

405 

13.0 

19.3 

Advanced  Micro  Devices 

99 

19.6 

276.7 

77 

26.2 

97.0 

Bruno's 

37 

30.8 

20.4 

226 

17.2 

21.7 

Hannaford  Bros 

100 

19.6 

2.0 

519 

10.3 

10.0 

Oxford  Industries 

38 

30.3 

-10.7 

199 

18.2 

10.2 

Anixter  Bros 

101 

19.5 

13.9 

103 

23.0 

14.8 

Shopwell 

39 

30.0 

-88.5 

411 

12.9 

10.1 

Republic  New  York 

102 

19.5 

-0.5 

37 

34.6 

4.6 

Global  Marine 

40 

29.7 

P-D 

40 

33.4 

-11.3 

Payless  Cashways 

103 

19.4 

0.0 

68 

27.1 

11.1 

Hospital  Corp  of  Amer 

41 

29.1 

20.9 

26 

39.8 

6.7 

Walgreen 

104 

19.4 

21.9 

316 

14.7 

16.3 

Turner  Construction 

42 

28.8 

3.5 

312 

14.8 

-9.9 

Deluxe  Check  Printers 

105 

19.2 

17.9 

318 

14.7 

9.4 

New  York  Times 

43 

28.7 

37.0 

261 

16.1 

14.0 

Bankers  Trust  New  York 

106 

19.1 

17.2 

247 

16.5 

17.2 

DWG 

44 

28.5 

-93.4 

391 

13.2 

107.0 

Collins  &  Aikman 

107 

19.1 

74.4 

602 

8.6 

29.8 

Perini 

45 

28.4 

-42.0 

217 

17.5 

-6.1 

Schlumberger  Limited 

108 

19.0 

0.8 

235 

16.9 

4.3 

Stop  &  Shop  Cos 

46 

28.0 

21.6 

584 

9.0 

19.6 

James  River  Corp  of  Va 

109 

18.8 

13.6 

16 

50.5 

27.8 

Pulte  Home 

47 

27.3 

-51.1 

60 

28.8 

15.1 

Nordstrom 

110 

18.7 

8.9 

120 

21.5 

25.5 

Trust  Co  of  Georgia 

48 

27.0 

27.8 

130 

21.0 

15.9 

Seagram 

111 

18.3 

52.1 

803 

2.8 

3.5 

American  Stores 

49 

26.8 

28.0 

24 

41.3 

15.3 

Dun  &  Bradstreet 

112 

18.1 

144.6 

315 

14.8 

15.3 

Prime  Computer 

50 

26.8 

55.4 

25 

40.9 

25.0 

Marine  Midland  Banks 

112 

18.1 

-0.6 

213 

17.7 

18.8 

Waste  Management 

51 

26.7 

7.9 

54 

30.1 

16.9 

Fischbach 

114 

18.1 

-52.6 

273 

15.7 

-19.9 

Brown-Forman 

52 

26.4 

-23.5 

190 

18.5 

54.0 

American  Greetings 

115 

18.0 

30.6 

200 

18.2 

13.7 

Allegheny  Beverage 

53 

26.3 

-4.0 

23 

41.7 

23.3 

Waldbaum 

115 

18.0 

-19.4 

501 

10.9 

8.1 

Beverly  Enterprises 

54 

25.7 

18.2 

12 

55.3 

29.0 

Midlantic  Banks 

117 

17.9 

0.0 

92 

24.7 

42.3 

First  Atlanta 

55 

25.7 

17.7 

195 

18.3 

30.6 

G  D  Searle 

118 

17.9 

1.0 

819 

2.5 

0.9 

Bergen  Brunswig 

56 

25.1 

-3.3 

79 

26.1 

20.1 

Wyman-Gordon 

119 

17.8 

2.8 

830 

2.1 

5.1 

Big  Bear 

57 

25.0 

-0.6 

444 

12.0 

6.1 

Abbott  Laboratories 

120 

17.8 

18.5 

299 

15.2 

7.4 

E  F  Hutton  Group 

58 

24.7 

-75.2 

46 

31.7 

16.0 

Purolator  Courier 

121 

17.7 

-39.6 

364 

13.8 

14.0 

MEI 

59 

24.5 

15.5 

88 

25.1 

19.4 

Barnett  Banks  of  Fla 

122 

17.7 

18.0 

47 

31.6 

34.3 

Amer  Medical  Intl 

60 

24.5 

1.9 

42 

33.1 

11.5 

Pay  Less  Drug  Stores  NW 

123 

17.6 

29.8 

129 

21.1 

8.2 

Gap  Stores 

61 

24.4 

-13.3 

398 

13.1 

11.7 

Natl  Convenience  Stores 

124 

17.6 

22.5 

143 

20.5 

28.3 

E-Systems 

62 

24.3 

14.7 

134 

20.9 

0.0 

Meredith 

125 

17.6 

4.1 

528 

10.2 

3.8 

FoxMeyer 

63 

24.1 

5.3 

22 

42.1 

43.5 

SONAT 

126 

17.3 

-1.5 

113 

21.9 

0.1 
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Sale; 

1 

Earnings  per 

share 

Sales 

5-year 

atest  12 

5-year 

latest  12 

5-year 

latest  12 

5-year   lat 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average  tr 

Baxter  Traveno!  Labs 

127 

17.2% 

-15.2% 

421 

12.6% 

0.2% 

Thrifty  Corp 

190 

13.4% 

23.9% 

564 

9.5% 

Amer  International  Grp 

128 

17.1 

-14.4 

302 

15.2 

7.9 

Albertson's 

191 

13.3 

17.7 

372 

13.6 

H  J  Heinz 

129 

17.1 

15.8 

419 

12.7 

7.0 

Dover 

192 

13.3 

33.3 

317 

14.7      : 

Capital  Cities  Commun 

130 

17.0 

25.0 

259 

16.2 

22.4 

General  Mills 

193 

13.2 

-10.6 

450 

11.7 

Fleet  Financial  Group 

131 

17.0 

10.4 

192 

18.4 

30.0 

Blount 

194 

13.2 

32.1 

368 

13.7 

Mercantile  Stores 

132 

16.8 

13.3 

461 

11.6 

10.6 

General  Re 

195 

13.2 

-39.3 

275 

15.7 

McDonald's 

133 

16.7 

15.1 

414 

12.8 

12.4 

Melville 

196 

13.0 

19.2 

216 

17.5 
22.8 

Hartmarx 

134 

16.7 

20.7 

520 

10.3 

12.7 

Bank  of  New  York 

197 

13.0 

10.2 

104 

Hershey  Foods 

135 

16.7 

11.7 

295 

15.3 

10.4 

Pioneer  Hi-Bred  Intl 

198 

13.0 

58.4 

340 

14.3 

Loews 

136 

16.5 

12.0 

645 

7.5 

5.6 

Strawbridge  &  Clothier 

198 

13.0 

24.1 

555 

9.8 

Sovran  Financial 

137 

16.5 

5.8 

223 

17.3 

9.6 

Banc  One 

200 

12.9 

18.1 

39 

33.6 

Primark 

138 

16.1 

216.5 

353 

14.0 

21.3 

Consolidated  Foods 

201 

12.9 

13.3 

453 

11.7 

Transco  Energy 

139 

16.1 

16.8 

43 

32.9 

-4.5 

Nabisco  Brands 

202 

12.9 

8.4 

705 

5.6 

Guardian  Industries 

140 

16.0 

7.3 

219 

17.4 

13.4 

Wisconsin  Power  &  Light 

203 

12.8 

-0.8 

423 

12.5 

Philip  Morris 

141 

15.9 

17.3 

363 

13.8 

1.1 

Rohm  &  Haas 

204 

12.8 

31.7 

641 

7.5 

Associated  Dry  Goods 

142 

15.9 

13.8 

164 

19.7 

13.1 

United  Illuminating 

205 

12.8 

-2.7 

267 

16.0 

Bank  of  Boston 

143 

15.8 

-16.3 

188 

18.5 

16.5 

Universal  Leaf  Tobacco 

206 

12.7 

17.9 

694 

6.0 

Revco  D  S 

144 

15.8 

15.6 

205 

18.0 

22.4 

SCOA  Industries 

207 

12.6 

16.7 

513 

10.5 

M/A-Com 

145 

15.7 

25.0 

15 

51.0 

20.6 

Natl  Service  Industries 

208 

12.6 

11.1 

603 

8.6 

SmithKline  Beckman 

146 

15.7 

4.8 

106 

22.8 

0.4 

American  Home  Products 

209 

12.6 

11.6 

548 

9.9 

PNC  Financial 

147 

15.5 

9.8 

125 

21.2 

14.6 

Southern  Company 

210 

12.6 

28.2 

350 

14.0 

Cox  Communications 

148 

15.5 

19.7 

107 

22.5 

21.3 

Unocal 

211 

12.5 

7.5 

491 

11.1 

McCormick 

149 

15.5 

104.9 

346 

14.2 

4.1 

Sun  Banks 

212 

12.5 

8.9 

64 

27.8        (i 

Brown  Group 

150 

15.4 

6.3 

610 

8.4 

6.1 

RepublicBank 

213 

12.4 

-25.4 

95 

24.1       :; 

Auto  Data  Processing 

151 

15.4 

14.7 

137 

20.7 

17.9 

Atlantic  Richfield 

214 

12.2 

-55.6 

266 

16.0 

Consolidated  Edison 

152 

15.3 

11.1 

366 

13.7 

5.0 

Northeast  Utilities 

215 

12.1 

23.8 

208 

17.9 

Berkshire  Hathaway 

153 

15.1 

21.6 

804 

2.8 

21.0 

Wisconsin  Elec  Power 

216 

12.0 

16.1 

365 

13.8 

First  Natl  State  Bancorp 

154 

15.1 

41.3 

109 

22.3 

9.2 

Rockwell  International 

217 

12.0 

29.0 

666 

6.9 

Fort  Howard  Paper 

155 

15.1 

11.5 

149 

20.1 

104.6 

Williams  Cos 

218 

12.0 

500.0  + 

745 

4.5      21 

Shawmut 

156 

15.1 

38.7 

96 

24.0 

12.1 

Service  Merchandise 

219 

12.0 

22.3 

122 

21.3 

Wachovia 

157 

15.1 

22.8 

142 

20.6 

13.8 

Avery  International 

220 

12.0 

41.7 

551 

9.8 

United  Virginia  Bankshrs 

158 

14.9 

6.9 

224 

17.2 

16.3 

Digital  Equipment 

221 

12.0 

85.4 

81 

25.8        ; 

Mitchell  Energy  &  Dev 

159 

14.9 

-18.6 

62 

28.5 

-5.1 

Ball  Corp 

222 

12.0 

16.8 

383 

13.4 

Fleming  Cos 

160 

14.8 

17.0 

254 

16.3 

15.8 

Rykoff-Sexton 

223 

11.9 

45.2 

651 

7.2        ! 

Super  Valu  Stores 

160 

14.8 

7.5 

343 

14.2 

16.1 

First  Union 

224 

11.8 

15.7 

84 

25.4 

Supermarkets  General 

162 

14.8 

3.6 

477 

11.3 

7.9 

BayBanks 

225 

11.8 

3.2 

187 

18.6        : 

Weis  Markets 

163 

14.8 

14.2 

486 

11.1 

11.1 

Mellon  Bank 

226 

11.7 

-13.2 

76 

26.4        : 

Chemical  New  York 

164 

14.7 

9.5 

244 

16.6 

15.4 

Pioneer 

227 

11.7 

95.7 

350 

14.0 

Phillips- Van  Heusen 

164 

14.7 

27.1 

623 

8.1 

14.9 

J  C  Penney 

228 

11.6 

15.3 

838 

1.8 

Grumman 

166 

14.7 

52.8 

572 

9.3 

15.2 

Cluett,  Peabody 

229 

11.5 

19.9 

613 

8.3 

ConAgra 

167 

14.6 

0.7 

33 

35.6 

64.4 

Gannett 

229 

11.5 

12.9 

214 

17.6 

Alexander  &  Baldwin 

168 

14.5 

31.7 

700 

5.8 

7.8 

Shaklee 

231 

11.4 

-62.7 

343 

14.2      - 

Media  General 

168 

14.5 

8.8 

285 

15.5 

9.7 

Roadway  Services 

232 

11.4 

6.5 

763 

3.9 

A  H  Robins 

170 

14.3 

-41.4 

586 

8.9 

11.3 

NCNB 

233 

11.3 

8.2 

83 

25.4 

CBT 

171 

14.2 

0.6 

111 

22.2 

32.7 

First  Wisconsin 

234 

11.3 

-7.6 

533 

10.1 

Archer  Daniels  Midland 

172 

14.2 

-7.0 

195 

18.3 

4.3 

Figgie  Intl  Holdings 

235 

11.3 

-6.4 

855 

1.1 

R  R  Donnelley  &  Sons 

173 

14.2 

16.0 

335 

14.3 

15.7 

Pfizer 

236 

11.3 

15.7 

577 

9.2 

Kansas  City  Power  &  Lt 

174 

14.1 

17.7 

484 

11.2 

8.0 

New  England  Elec  System 

237 

11.2 

6.4 

442 

12.0 

Bristol-Myers 

175 

14.1 

15.9 

556 

9.8 

7.4 

Bank  of  New  England 

238 

11.2 

4.8 

41 

33.4 

Wendy's  International 

176 

14.1 

26.3 

52 

30.4 

32.7 

Norstar  Bancorp 

239 

11.1 

1.5 

58 

29.6 

Amer  Hospital  Supply 

177 

14.1 

3.3 

360 

13.9 

4.9 

Kellogg 

240 

11.1 

1.6 

644 

7.5 

Springs  Industries 

178 

14.0 

28.9 

734 

4.8 

9.5 

Rohr  Industries 

240 

11.1 

33.7 

390 

13.3 

Core-Stales  Financial 

179 

14.0 

9.4 

346 

14.2 

27.6 

Curtice-Burns 

242 

11.0 

19.6 

312 

14.8 

San  Diego  Gas  &  Elec 

180 

14.0 

12.1 

127 

21.1 

5.4 

IBM 

243 

11.0 

21.2 

359 

13.9 

Sandes         ociates 

181 

13.9 

10.3 

38 

33.9 

29.1 

Chesebrough-Pond's 

244 

11.0 

-5.1 

469 

11.5 

MCorp 

182 

13.9 

-14.3 

45 

32.7 

23.1 

Carnation 

245 

11.0 

8.6 

704 

5.6 

Alleghen 

183 

13.8 

4.6 

267 

16.0 

-1.6 

Northern  States  Power 

246 

10.9 

7.7 

437 

12.3 

McGravs 

1    134 

13.8 

13.9 

487 

11.1 

7.9 

Oklahoma  Gas  &  Electric 

247 

10.9 

-1.5 

378 

13.5 

Cullurn  Companies 

4.2 

455 

11.7 

10.6 

Equifax 

248 

10.9 

7.3 

592 

8.8 

Shell  Oil 

13.5 

14.2 

443 

12.0 

4.9 

Houston  Natural  Gas 

249 

10.9 

-8.8 

270 

15.9 

Questar 

-5.1 

286 

15.4 

24.4 

Texas  Utilities 

250 

10.8 

14.1 

186 

18.6 

Southland 

-09 

108 

22.5 

50.1 

Ohio  Edison 

251 

10.8 

23.7 

430 

12.4 

Flowers  Industries 

1    189 

1 

13.4 

12.9 

416 

12.7 

14.6 

Maryland  National 

252 

10.8 

16.8 

245 

16.5 

D-D:  Deficit  to  deficit.  D-P:  D 

ii 

leflcii 

\'A:  Not  a\ 

ailable. 

Sot 

irces.  Media  General  Financ 

iai  Sen 

>ices,  Inc.;  Fc  ] 

218 


FORBES,  JANUARY  14,  19? 


Matchless 
insurance  services 


competitors... 
frank Mall. 

Frank  B.  Hall,  the  high-perfor- 
mance corporate  protector 
helps  companies  like  yours 
the  world  over  play  to  win  in 
the  fiercely  competitive  busi- 
ness arena.  We'll  handle  your 
insurance  requirements  cost 
effectively.  And  offer  you  the 
most  advanced  risk  manage- 
ment programs  available  any- 
where. 

Serious  competitors  come 
to  Frank  B.  Hall  because  we're 
tough  and  thoroughly  profes- 
sional. We  protect  your  human 
and  financial  resources,  giving 
you  the  strength  to  succeed  in 
your  marketplace. 

Frank  B.  Hall.  For  all  forms 
of  business  protection.  Insur- 
ance placement.  Reinsurance. 
E  &  S  lines.  Employee  benefits 
consulting.  Claims  manage- 
ment. Environmental  risk  man- 
agement. And  special  21st 
century  products  for  virtually 
every  major  industry. 

The  pressure  is  on.  Compe- 
tition is  mounting.  But  there's 
an  insurance  services  compa- 
ny built  to  stick  with  you  while 
you  play  to  win.  Frank  B.  Hall, 
risk  management  services  for 
serious  competitors,  like  you. 


FRANK    B.    H  ALL    &    C  0.   I 


The  Gulfstream  III. 


Apparently,  the  return 
more  than  justifies 
the  investment. 


It  is  no  secret  that  buying  a  new  business  jet 
represents  a  substantial  investment. 

It  is  also  no  secret  that  for  the  last  two  or  three 
years,  many  corporate  commitments  for  new  air- 
planes have  been  tabled  until  the  economic  picture 
became  a  little  clearer. 

That  is  easy  to  understand. 

Investing  in  a  new  airplane  is  no  different  than 
investing  in  a  new  production  facility,  a  new  data 
processing  system,  a  new  product  development 
program,  or  a  new  anything  else. 

You  don't  do  it  unless  you  see  it  as  a  way  to  help 
improve  the  bottom  line. 

And  until  you  think  the  time  is  right. 

With  that  in  mind,  it  is  interesting  to  reflect  on 
the  fact  that  we  delivered  the  first  Gulfstream  III 
in  1980,  and  have  continued  to  write  contracts  for 
this  remarkable  airplane  that  now  total  over  150. 

We  even  increased  our  rate  of  production  to 
meet  the  demand. 

All  this  leads  us  to  conclude  that  businessmen 
who  think  about  things  like  bottom  lines  and 
returns  on  investment  have  satisfied  themselves 
that  the  Gulfstream  III  is  going  to  earn  its  keep. 

It  also  suggests  that  an  investment  in  the 
Gulfstream  III  is  apparently  considered  a  prudent 
application  of  corporate  resources  just  about 
any  time. 

Certainly  no  other  long  range  executive  jet  cur- 
rently in  production  approaches  the  level  of  accep- 
tance the  Gulfstream  III  enjoys  among  the  world's 
most  successful  companies. 

For  instance,  among  the  five  largest  U.S.  indus- 
trial corporations  ranked  by  Fortune  Magazine 
there  are  8  Gulfstream  Ills  in  service  or  on  order. 

Not  every  company  that  owns  and  operates  a 
Gulfstream  III  is  an  industrial  giant,  however. 

Another  33  are  being  operated  or  are  on  order 
by  nine  major  U.S.  banks,  financial  service  and 
insurance  companies;  six  aerospace  corporations; 
three  of  America's  best  known  retailing  concerns; 
six  of  the  world's  most  influential  publishing  orga- 
nizations; and  8  companies  whose  packaged  goods 
products  are  household  names. 

The  point  is  that  investments  being  made  in 
the  Gulfstream  III  cut  across  a  wide  range  of 
enterprises. 

Their  sizes  vary.  Their  business  objectives  and 
strategies  are  diverse.  Their  financial  management 
philosophies  differ.  Certainly  their  requirements 


for  air  travel  are  not  the  same. 

Still,  they  have  two  things  in  common. 

One  is  that  they  keep  a  watchful  eye  on  the 
bottom  line. 

They  do  that  because  they  want  to  stay  in 
business. 

The  other  is  that  they  operate  Gulfstream  Ills. 
That,  they  don't  have  to  do. 

There  is  no  lack  of  available  business  aircraft, 
in  all  sizes  and  price  ranges,  and  all  of  them  do 
exactly  the  same  thing:  fly  people  from  one.  place 
to  another. 

So  why  has  the  Gulfstream  III  been  virtually 
the  only  executive  jet  transport  that  forward  look- 
ing corporations — and  governments,  too — have 
continued  to  acquire  at  a  steady  pace  during  these 
uncertain  times? 

The  answer  has  to  be  the  Gulfstream  III  itself. 

It  is  universally  regarded  as  a  superlative  product 
with  superior  performance.  It  is  capable  of  flying 
8  passengers  and  baggage  over  4,700  statute  miles 
non-stop  in  about  8.5  hours.  Still,  it  can  fly  short 
trips  into  and  out  of  smaller  airports  just  like  smaller 
jets.  No  other  business  jet  is  so  versatile. 

It  is  big,  roomy,  comfortable.  No  other  business 
jet  flying  today  has  a  cabin  equal  in  size  or  environ- 
ment to  the  one  in  the  Gulfstream  III. 

It  is  supremely  reliable,  utterly  dependable.  The 
ability  of  Gulfstream  executive  jets  to  go  and  keep 
going  with  only  routine  maintenance  is  almost  leg- 
endary. They've  proven  it  in  more  than  2  million 
flight  hours,  operating  into  every  corner  of  the 
world.  No  other  business  jet  is  so  experienced. 

It  is  simply  an  airplane  that  does  everything  well. 

Superior  quality. 

Superior  performance. 

Those  are  the  characteristics  you  look  for  in 
any  good  investment. 

Those  are  the  characteristics  you  find  in  the 
Gulfstream  III. 

Let's  talk  more  about  it.  Get  in  touch  with 
Henry  M.  Stumpf,  Jr.,  Senior  Vice  President, 
Gulfstream  Marketing. 

His  number:  (912)  964-3274. 

His  address:  Gulfstream  Aerospace  Corpora- 
tion, P.O.  Box  2206,  Savannah,  Georgia  31402 
U.S.A. 

Is  the  timing  right? 

There  never  has  been       IV  J 
a  bad  time  to  make  a  ^AW 

good  investment.  Gulfstream 

Aerospace 


©Gulfstream  Aerospace  Corporation.  Member  GAMA 


Without  us,  the  home  of  free  speech  could  lose  the  power  of  speech  J  | 
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In  short,  it's  a  network  tough  enough  to  make  sure  the  home  of 
free  speech  never  loses  the  power  of  speech.  It's  what  you  get  when 
you  team  New  England  determination  with  New  york  foresight. 

NYNEX  is  the  parent  company  of  New  York  Telephone  and  New 
England  Telephone,  plus  subsidiaries  that  offer  mobile  services, 
directory  publishing  and  business  communication  equipment. 

For  information,  call  (800)  441-1919.  In  Utah,  call  (800)  453-900 
Or  write  T.  Parra,  Dir.  Investor  Relations,  NYNEX,  Box  2945,  NY,  NY  10185. 


Tough  demands  breed  tough  minds* 
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latest  12 

5-year 

atest  12 

5-year 

atest  12 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average 

months 

Ralston  Purina 

253 

10.8% 

3.9% 

877 

0.4% 

2.2% 

Cleveland  Electric 

315 

8.6% 

14.6% 

497 

10.9% 

-0.8% 

H  H  Robertson 

254 

10.7 

-30.7 

624 

8.1 

3.1 

Federal  Paper  Board 

315 

8.6 

424.1 

618 

8.2 

14.8 

Dayton  Power  &  Light 

255 

10.7 

-16.8 

388 

13.3 

9.5 

Holiday  Inns 

318 

8.6 

8.6 

667 

6.8 

12.9 

So  California  Edison 

255 

10.7 

3.9 

305 

15.0 

9.4 

Winn-Dixie  Stores 

319 

8.6 

6.3 

535 

10.1 

4.3 

Procter  &  Gamble 

257 

10.6 

-4.9 

587 

8.9 

5.0 

Std  Commercial  Tobacco 

320 

8.6 

14.7 

432 

12.4 

0.9 

Engelhard 

258 

10.6 

-30.3 

611 

8.3 

5.1 

Kentucky  Utilities 

321 

8.4 

13.5 

464 

11.6 

6.9 

Universal  Foods 

258 

10.6 

-41.2 

340 

14.3 

11.2 

GEICO 

322 

8.4 

18.4 

717 

5.2 

11.9 

Kaxnan 

260 

10.5 

39.8 

467 

11.5 

19.6 

Irving  Bank 

323 

8.3 

9.2 

220 

17.4 

10.6 

Citicorp 

261 

10.5 

-6.8 

206 

18.0 

15.9 

Nalco  Chemical 

324 

8.3 

23.7 

697 

6.0 

8.1 

Security  Pacific 

262 

10.5 

6.1 

135 

20.8 

16.5 

Big  V  Supermarkets 

325 

8.2 

-65.0 

428 

12.4 

0.2 

Capital  Holding 

263 

10.4 

5.8 

55 

29.9 

14.3 

Longs  Drug  Stores 

326 

8.1 

13.0 

408 

12.9 

8.7 

Amer  District  Telegraph 

264 

10.4 

-52.6 

447 

11.8 

4.1 

Public  Service  Indiana 

327 

8.1 

-50.8 

548 

9.9 

6.6 

Montana  Power 

264 

10.4 

-36.3 

522 

10.3 

3.9 

Mercantile  Bancorp 

328 

8.1 

7.5 

322 

14.6 

7.9 

J  P  Morgan 

266 

10.4 

7.7 

145 

20.3 

4.1 

Central  Illinois  Light 

329 

8.0 

-5.4 

523 

10.3 

3.5 

Clorox 

267 

10.3 

3.1 

869 

0.7 

7.9 

Westinghouse  Electric 

330 

8.0 

25.4 

620 

8.2 

4.5 

Torchmark 

267 

10.3 

26.9 

71 

26.9 

14.4 

Knight-Ridder  Newspapers 

331 

8.0 

19.1 

502 

10.9 

13.8 

Kansas  Power  &  Light 

269 

10.3 

22.8 

169 

19.3 

151.1 

Manufacturers  Hanover 

331 

8.0 

-14.2 

109 

22.3 

17.3 

Whirlpool 

270 

10.3 

11.2 

760 

3.9. 

23.1 

Gillette 

333 

8.0 

10.3 

739 

4.6 

3.2 

Super  Food  Services 

271 

10.3 

13.4 

465 

11.6 

5.4 

Commonwealth  Edison 

334 

7.9 

-3.2 

354 

14.0 

8.4 

Johnson  &  Johnson 

272 

10.3 

-5.7 

481 

11.2 

2.8 

IPALCO  Enterprises 

334 

7.9 

2.2 

680 

6.4 

8.2 

Consol  Natural  Gas 

273 

10.2 

16.9 

249 

16.4 

10.0 

AMP 

336 

7.9 

44.4 

458 

11.7 

29.9 

Intl  Multifoods 

273 

10.2 

-27.6 

795 

3.1 

3.6 

Raytheon 

337 

7.7 

-23.6 

395 

13.1 

12.2 

Rochester  Gas  &  Elec 

275 

10.2 

14.6 

258 

16.2 

7.3 

Sonoco  Products 

338 

7.6 

33.9 

420 

12.6 

12.6 

Gerber  Products 

276 

10.1 

14.8 

581 

9.1 

10.5 

Wisconsin  Public  Service 

339 

7.5 

9.9 

350 

14.0 

5.8 

Washington  Gas  Light 

277 

10.1 

20.0 

174 

19.0 

11.8 

Kellwood 

340 

7.5 

9.3 

792 

3.1 

8.2 

Standard  Oil  Indiana 

278 

10.1 

21.0 

378 

13.5 

-0.4 

Worthington  Industries 

341 

7.5 

43.7 

179 

18.8 

36.3 

Iowa-Illinois  Gas  &  El 

279 

10.1 

-10.9 

418 

12.7 

16.2 

Texas  American  Bancshrs 

342 

7.5 

-2.7 

79 

26.1 

16.4 

General  Electric 

280 

10.0 

12.2 

687 

6.2 

2.1 

Reading  &  Bates 

343 

7.4 

-88.8 

130 

21.0 

-16.6 

Freeport-McMoran 

281 

10.0 

67.1 

165 

19.6 

6.4 

Entex 

344 

7.3 

0.7 

227 

17.1 

9.9 

Ruddick 

282 

10.0 

12.9 

659 

7.0 

34.9 

Baltimore  Gas  &  Elec 

345 

7.3 

23.8 

424 

12.5 

8.1 

Control  Data 

283 

10.0 

-68.6 

517 

10.4 

10.9 

Raychem 

346 

7.3 

-4.5 

182 

18.7 

8.1 

Pillsbury 

284 

9.7 

17.6 

253 

16.4 

12.0 

Colgate-Palmolive 

347 

7.2 

-2.1 

815 

2.6 

1.4 

West  Point-Pepperell 

285 

9.7 

5.9 

712 

5.4 

10.5 

Pacific  Gas  &  Electric 

348 

7.1 

8.1 

319 

14.7 

8.3 

Amer  Natural  Resources 

286 

9.6 

10.0 

298 

15.3 

8.8 

McDermott  International 

349 

7.1 

-58.2 

843 

1.7 

-7.0 

PacifiCorp 

287 

9.6 

10.5 

114 

21.9 

11.8 

Sterling  Drug 

350 

6.8 

6.9 

648 

7.3 

0.0 

Chase  Manhattan 

288 

9.5 

-14.1 

279 

15.6 

10.1 

Merck 

351 

6.8 

8.6 

547 

9.9 

8.5 

R  J  Reynolds  Industries 

289 

9.4 

13.4 

302 

15.2 

5.4 

Ryder  System 

352 

6.5 

39.3 

293 

15.3 

36.9 

Morrison-Knudsen 

290 

9.4 

7.5 

156 

19.9 

-5.8 

Quaker  State  Oil 

353 

6.5 

-11.4 

471 

1.1.5 

2.4 

Lowe's  Companies 

291 

9.3 

36.5 

541 

10.0 

26.7 

Campbell  Soup 

354 

6.5 

15.8 

520 

10.3 

11.1 

May  Department  Stores 

292 

9.3 

21.3 

567 

9.5 

14.8 

Marsh  &  McLennan  Cos 

354 

6.5 

-32.1 

238 

16.8 

12.2 

Washington  Post 

293 

9.3 

29.5 

494 

11.0 

12.6 

Rorer  Group 

354 

6.5 

7.2 

264 

16.1 

16.9 

Farmers  Group 

294 

9.2 

14.6 

300 

15.2 

14.8 

CSX 

357 

6.4 

23.7 

598 

8.7 

55.7 

Potomac  Electric  Power 

294 

9.2 

20.9 

474 

11.4 

1.5 

Duquesne  Light 

358 

6.4 

15.3 

663 

7.0 

10.6 

Exxon 

296 

9.2 

22.9 

642 

7.5 

7.1 

Central  &  South  West 

359 

6.4 

18.1 

277 

15.7 

7.2 

Brooklyn  Union  Gas 

297 

9.1 

2.9 

166 

19.6 

10.4 

Centel 

360 

6.3 

7.4 

320 

14.7 

10.5 

Borden 

298 

9.1 

11.7 

856 

1.1 

9.8 

So  New  England  Tel 

361 

6.3 

4.9 

424 

12.5 

6.6 

Pacific  Lighting 

298 

9.1 

-33.5 

112 

21.9 

0.8 

Philadelphia  Electric 

362 

6.2 

5.7 

356 

13.9 

12.0 

Eli  Lilly 

300 

9.0 

13.5 

523 

10.3 

2.8 

Allied  Stores 

363 

6.2 

7.3 

426 

12.5 

9.9 

Ametek 

301 

9.0 

35.2 

698 

5.9 

17.7 

American  General 

364 

6.2 

-5.2 

239 

16.8 

33.5 

McDonnell  Douglas 

302 

8.9 

23.7 

357 

13.9 

14.1 

Coca-Cola 

364 

6.2 

14.5 

592 

8.8 

5.8 

Niagara  Mohawk  Power 

302 

8.9 

9.1 

271 

15.8 

7.2 

Piedmont  Aviation 

366 

6.2 

190.6 

59 

29.1 

42.6 

Emerson  Electric 

304 

8.9 

15.4 

544 

10.0 

20.2 

Utah  Power  &  Light 

367 

6.1 

-9.9 

311 

14.8 

12.5 

Teledyne 

305 

8.8 

28.9 

771 

3.7 

19.5 

Arkla 

368 

6.1 

-23.1 

150 

20.0 

3.4 

Federated  Dept  Stores 

306 

8.8 

-2.5 

541 

10.0 

10.3 

Duke  Power 

368 

6.1 

8.0 

430 

12.4 

10.8 

Southwestern  Public  Svc 

307 

8.8 

8.9 

283 

15.5 

11.1 

United  Technologies 

370 

6.0 

27.1 

222 

17.3 

10.7 

Denny's 
Harvey  Hubbell 

308 

8.8 

0.7 

328 

14.4 

10.5 

Public  Service  Colorado 

371 

5.9 

20.2 

206 

18.0 

4.7 

309 

8.7 

31.9 

594 

8.8 

10.1 

First  Chicago 

372 

5.9 

-70.1 

286 

15.4 

14.9 

Masco 

310 

8.7 

22.2 

504 

10.8 

6.9 

Illinois  Power 

373 

5.8 

12.1 

370 

13.7 

1.5 

Hanover  Insurance  Cos 

311 

8.7 

^15.9 

558 

9.7 

10.4 

Orange  &  Rockland  Utils 

373 

5.8 

8.4 

314 

14.8 

5.0 

Commonwealth  Energy 

312 

8.7 

24.1 

373 

13.6 

12.3 

Union  Electric 

373 

5.8 

2.6 

589 

8.9 

4.7 

Genuine  Parts 

312 

8.7 

13.2 

422 

12.6 

11.7 

Provident  Life  &  Ace 

376 

5.8 

30.9 

710 

5.4 

22.6 

National  Fuel  Gas 

314 

8.7 

69.4 

333 

14.3 

9.2 

Southeast  Banking 

377 

5.8 

4.1 

119 

21.6 

18.3 

American  Brands 

315 

8.6 

6.1 

734 

4.8 

1.2 

Emhart 

378 

5.7 

16.3 

759 

3.9 

9.1 

D-D:  Deficit  to  deficit  DP:  Deficit  to  profit.  P-D:  Profit  to  deficit.  NA:  Not  available. 


Sources:  Media  General  Financial  Services,  Inc .  Forbes 


FORBES,  JANUARY  14,  1985 


223 


Who's  where  in 

growth 
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i 

n 
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Earnings  per 

share 

Sales 

Earnings  per 

share 

Sale; 

5-year 

atest  12 

5-year 

atest  12 

5-year 

latest  12 

5-year 

latest  12 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average 

months 

[0 

Central  Hudson  Gas  &  £1 

379 

5.7% 

13.9% 

178 

18.8% 

8.8% 

Church's  Fried  Chicken 

442 

3.3% 

-10.0% 

620 

8.2% 

16.7% 

0 

Central  Illinois  Pub  Sv 

380 

5.6 

-13.2 

499 

10.9 

-2.6 

Tyson  Foods 

442 

3.3 

64.1 

234 

16.9 

24.3 

if 

First  Bank  System 

381 

5.6 

-8.4 

137 

20.7 

20.2 

Intl  Flavors  &  Frag 

444 

3.3 

3.3 

753 

4.2 

2.6 

fel 

Motorola 

382 

5.6 

88.1 

381 

13.5 

31.1 

Monsanto 

445 

3.3 

43.2 

772 

3.7 

11.0 

hi 

Gulf  States  Utilities 

383 

5.5 

-3.3 

304 

15.1 

7.8 

Florida  Progress 

446 

3.2 

4.2 

401 

13.0 

1.9 

Id 

Hilton  Hotels 

384 

5.4 

-11.6 

652 

7.2 

0.8 

PPG  Industries 

447 

3.2 

47.1 

730 

4.9 

16.4 

[no 

Jack  Eckerd 

385 

5.4 

18.8 

279 

15.6 

12.8 

Johnson  Controls 

448 

3.2 

12.9 

329 

14.4 

7.7 

IC 

Delmarva  Power  &  Light 

386 

5.4 

11.2 

435 

12.3 

7.9 

Wm  Wrigley  Jr 

449 

3.1 

9.5 

708 

5.4 

2.0 

llil 

Borg-Warner 

387 

5.4 

16.9 

637 

7.8 

14.6 

North  American  Philips 

450 

3.1 

38.9 

480 

11.3 

19.0 

CPC 

Nash  Finch 

388 

5.3 

1.7 

615 

8.3 

6.0 

Dexter 

451 

3.1 

1.7 

646 

7.4 

15.1 

Sol 

Amer  National  Insurance 

389 

5.3 

0.3 

728 

4.9 

-1.3 

Honeywell 

451 

3.1 

28.0 

548 

9.9 

5.4 

lit 

Kelly  Services 

390 

5.2 

66.7 

492 

11.0 

47.1 

Safeway  Stores 

453 

3.0 

-0.9 

611 

8.3 

5.3 

DSL 

Toledo  Edison 

391 

5.2 

6.2 

600 

8.7 

5.8 

Long  Island  Lighting 

454 

3.0 

7.5 

289 

15.4 

12.5 

k 

ENSERCH 

392 

5.2 

-30.5 

236 

16.9 

-0.8 

Detroit  Edison 

455 

3.0 

3.7 

632 

7.9 

8.3 

la 

Perkin-Elmer 

393 

5.2 

52.7 

412 

12.8 

18.2 

Huntington  Bancshares 

456 

3.0 

43.6 

87 

25.2 

14.7 

ilil 

Avnet 

394 

5.0 

53.4 

692 

6.1 

37.5 

Magic  Chef 

456 

3.0 

77.7 

221 

17.4 

37.2 

In 

NY  State  Electric  &  Gas 

395 

5.0 

16.4 

361 

13.9 

11.8 

Arizona  Public  Service 

458 

3.0 

3.2 

325 

14.6 

9.3 

In 

DeSoto 

396 

4.9 

18.5 

872 

0.7 

14.0 

Chevron 

459 

3.0 

-6.8 

764 

3.9 

-2.8 

In 

Atlantic  City  Electric 

397 

4.9 

-1.2 

269 

15.9 

9.1 

Kroger 

460 

2.9 

1.0 

408 

12.9 

5.7 

In 

Air  Products  &  Chems 

398 

4.8 

31.1 

576 

9.2 

6.7 

KN  Energy 

461 

2.9 

-13.8 

497 

10.9 

-1.0 

jti 

Illinois  Tool  Works 

399 

4.8 

15.5 

668 

6.8 

21.2 

Goodyear  Tire  &  Rubber 

462 

2.8 

57.6 

743 

4.5 

20.1 

ta 

Maytag 

400 

4.7 

16.5 

479 

11.3 

9.7 

American  Petrofina 

463 

2.8 

9.0 

436 

12.3 

0.5 

to 

Times  Mirror 

401 

4.7 

34.4 

463 

11.6 

14.5 

NBD  Bancorp 

464 

2.8 

11.3 

282 

15.5 

12.2 

»« 

Columbia  Gas  System 

402 

4.7 

15.6 

225 

17.2 

1.7 

Santa  Fe  Southern 

464 

2.8 

-38.1 

786 

3.2 

11.7 

In 

Cabot 

403 

4.7 

51.0 

274 

15.7 

12.5 

Florida  Power  &  Light 

466 

2.7 

-8.1 

281 

15.6 

20.1 

In 

Panhandle  Eastern 

404 

4.6 

7.7 

159 

19.8 

0.1 

Puget  Sound  Power  &  Lt 

467 

2.7 

-9.6 

272 

15.8 

27.4 

lit 

Pitney  Bowes 

405 

4.6 

65.7 

256 

16.3 

7.0 

Cincinnati  Gas  &  Elec 

468 

2.7 

-16.1 

407 

12.9 

6.7 

Ik 

Louisville  Gas  &  Elec 

406 

4.5 

20.6 

322 

14.6 

7.6 

Public  Service  E&G 

469 

2.7 

16.3 

374 

13.6 

6.7 

If 

North  American  Coal 

407 

4.5 

80.8 

535 

10.1 

12.8 

Roper  Corp 

470 

2.6 

53.8 

844 

1.7 

18.8 

ta 

GTE 

408 

4.5 

10.0 

634 

7.8 

11.2 

Laclede  Gas 

471 

2.6 

75.0 

377 

13.5 

4.9 

111 

TECO  Energy 

408 

4.5 

15.5 

469 

11.5 

8.5 

PepsiCo 

472 

2.6 

19.8 

389 

13.3 

17.9 

K 

American  Express 

410 

4.4 

-44.3 

163 

19.7 

25.6 

Olin 

473 

2.6 

60.2 

776 

3.5 

10.2 

1 

Life  Investors 

411 

4.4 

15.9 

100 

23.5 

14.1 

Ethyl 

474 

2.5 

31.3 

806 

2.8 

3.8 

Co 

USAir  Group 

411 

4.4 

79.6 

148 

20.1 

17.0 

So  Carolina  Elec  &  Gas 

475 

2.5 

26.1 

284 

15.5 

14.1 

In 

General  Foods 

413 

4.3 

21.0 

517 

10.4 

4.3 

FMC 

476 

2.5 

46.1 

795 

3.1 

4.9 

Si 

Alco  Standard 

414 

4.2 

5.6 

403 

13.0 

23.6 

ITT 

477 

2.4 

-26.7 

915 

-1.9 

9.0 

Hi 

MidCon 

414 

4.2 

18.2 

162 

19.7 

25.3 

MCA 

478 

2.4 

-37.8 

652 

7.2 

-4.9 

h 

CBI  Industries 

416 

4.2 

-25.7 

348 

14.1 

-26.9 

Snap-On  Tools 

479 

2.3 

51.1 

650 

7.3 

18.1 

IB 

Dart  &  Kraft 

417 

4.1 

8.7 

722 

5.1 

1.5 

General  Instrument 

480 

2.3 

-53.9 

506 

10.8 

9.6 

Di 

InterNorth 

418 

4.1 

63.8 

144 

20.4 

36.4 

Kerr-McGee 

481 

2.3 

-32.7 

475 

11.4 

-1.0 

D 

First  Interstate  Bancorp 

419 

4.1 

7.3 

209 

17.9 

12.6 

Boston  Edison 

482 

2.2 

17.0 

414 

12.8 

23.7 

On 

Tesoro  Petroleum 

419 

4.1 

-80.7 

460 

11.7 

10.8 

Kidde 

483 

2.2 

-5.5 

799 

2.9 

12.8 

1 

Greyhound 

421 

4.0 

-11.8 

978 

-10.0 

-9.3 

U  S  Bancorp 

484 

2.2 

14.1 

278 

15.6 

12.8 

St 

W  W  Grainger 

422 

4.0 

35.4 

673 

6.7 

22.9 

Jefferson-Pilot 

485 

2.1 

36.9 

679 

6.4 

3.9 

Co 

Diversified  Energies 

423 

4.0 

60.6 

157 

19.8 

11.3 

Transworld 

486 

2.1 

129.7 

617 

8.2 

8.5 

H 

Alltel 

424 

4.0 

0.7 

355 

13.9 

10.8 

General  Signal 

487 

2.0 

26.5 

614 

8.3 

16.4 

fc 

Squibb 

425 

3.9 

1T.6 

792 

3.1 

5.2 

Foster  Wheeler 

488 

2.0 

-33.1 

876 

0.5 

-13.7 

« 

Centex 

426 

3.9 

1.2 

760 

3.9 

17.1 

Minn  Mining  &  Mfg 

489 

2.0 

12.1 

626 

8.1 

10.8 

c 

Texaco 

426 

3.9 

-11.8 

655 

7.1 

-4.0 

Dennison  Manufacturing 

490 

1.9 

28.4 

578 

9.1 

14.0 

H 

Martin  Marietta 

428 

3.9 

P-D 

203 

18.1 

34.8 

Richardson- Vicks 

490 

1.9 

46.0 

543 

10.0 

9.2 

111 

Is 

Burlington  Northern 

429 

3.9 

34.4 

450 

11.7 

82.8 

Adolph  Coors 

492 

1.9 

-39.7 

507 

10.7 

5.6 

Sears,  Roebuck 

430 

3.8 

18.0 

639 

7.7 

12.8 

Scott  &  Fetzer 

493 

1.8 

32.0 

804 

2.8 

11.9 

G 

Old  Republic  Intl 

431 

3.8 

6.7 

608 

8.5 

49.0 

Stanadyne 

494 

1.8 

105.1 

887 

-0.3 

36.2 

[« 

Business  Men's  Assur  Co 

432 

3.7 

-1.0 

681 

6.4 

23.0 

Tyco  Laboratories 

495 

1.8 

68.3 

56 

29.8 

19.6 

Q 

Continental  Telei->m 

433 

3.7 

11.6 

204 

18.1 

8.2 

Society 

496 

1.7 

9.9 

168 

19.5 

26.6 

I 

Dominion  Resources 

4;<4 

3.7 

16.8 

448 

11.8 

2.4 

Lucky  Stores 

497 

1.7 

-15.8 

439 

12.1 

8.1 

1 

Rainier  Bancorporation 

435 

34.1 

291 

15.4 

15.1 

Pennsylvania  Power  &  Lt 

498 

1.6 

2.3 

510 

10.6 

36.0 

t 

Wells  Fargo 

43  i 

i 

265 

16.0 

9.5 

Ceco  Industries 

499 

1.6 

-8.4 

715 

5.3 

21.3 

B 

George  A  Hormel 

437 

■ 

827 

2.3 

2.6 

Echlin 

500 

1.5 

41.3 

249 

16.4 

22.1 

r 

Whittaker 

438 

' 

370 

13.7 

-6.0 

K  mart 

501 

1.5 

31.9 

552 

9.8 

11.0 

Si 

Ex-Cell-O 

439 

5.9 

736 

4.8 

15.0 

Consol  Freightways 

502 

1.4 

15.2 

941 

-4.4 

23.0 

s 

Combined  International 

440 

16.9 

260 

16  1 

2.0 

Tenneco 

503 

1.4 

-5.8 

511 

10.6 

3.1 

In 

Iowa  Resources 

441 

332 

14.3 

18.6 

Amer  Broadcasting  Cos 

504 

1.3 

27.4 

530 

10.2 

29.5 

0 

D-D:  Deficit  to  deficit  DP  D< 

ificit  to 

ii 

lilable. 

[ 
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Who's  where  in 

growth 

Earnings  per 

share 

Sales 

Earnings  per 

share 

Sales 

5-year 

atest  12 

5-year 

atest  12 

5-year 

latest  12 

5-year 

latest  12 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average 

months 

Middle  South  Utilities 

504 

1.3% 

18.7% 

369 

13.7% 

7.6% 

Household  International 

568 

-2.2% 

17.1% 

432 

12.4% 

4.3% 

Upjohn 

506 

1.3 

13.6 

631 

8.0 

11.2 

NCR 

569 

-2.3 

28.0 

670 

6.8 

8.3 

Mobil 

507 

1.2 

-11.3 

559 

9.7 

2.5 

Insilco 

570 

-2.3 

1.6 

661 

7.0 

18.3 

Pay'n  Save 

508 

1.2 

-13.3 

334 

14.3 

14.3 

CIGNA 

571 

-2.4 

-79.3 

603 

8.6 

12.3 

Lear  Siegler 

509 

1.2 

25.1 

742 

4.6 

42.7 

Penn  Traffic 

572 

-2.4 

-20.5 

605 

8.6 

12.1 

Carolina  Power  &  Light 

510 

1.1 

14.7 

326 

14.6 

14.6 

Schering-Plough 

573 

-2.5 

-3.6 

540 

10.0 

0.2 

MGM/UA  Entertainment 

511 

1.1 

-11.5 

27 

39.5 

-2.2 

Travelers 

574 

-2.5 

-0.3 

489 

11.1 

9.6 

Valley  National 

512 

1.1 

12.8 

173 

19.1 

14.6 

Houston  Industries 

575 

-2.6 

153.7 

86 

25.2 

7.7 

CPC  International 

513 

1.0 

-34.8 

751 

4.2 

7.4 

First  Security 

576 

-2.6 

-82.3 

357 

13.9 

9.5 

Holly  Corp 

514 

1.0 

346.3 

193 

18.3 

-7.4 

Safeco 

577 

-2.6 

43.3 

564 

9.5 

12.5 

Witco  Chemical 

515 

0.9 

37.3 

434 

12.3 

11.8 

Intel 

578 

-2.7 

170.4 

185 

18.6 

50.2 

USLIFE 

516 

0.9 

-0.8 

640 

7.7 

12.7 

Phillips  Petroleum 

579 

-2.9 

40.4 

228 

17.1 

2.3 

Kimberly-Clark 

517 

0.8 

22.8 

495 

11.0 

11.1 

Yellow  Freight  System 

580 

-2.9 

19.2 

690 

6.2 

26.6 

Burlington  Industries 

518 

0.7 

-29.7 

756 

4.1 

6.0 

Federal-Mogul 

581 

-3.0 

26.0 

714 

5.3 

24.6 

Easco 

519 

0.7 

P-D 

597 

8.7 

14.7 

Northern  Trust 

582 

-3.0 

-13.7 

275 

15.7 

6.1 

Harcourt  Brace  Jovan 

519 

0.7 

235.5 

583 

9.0 

13.0 

McKesson 

583 

-3.2 

-0.3 

733 

4.8 

14.0 

Levi  Strauss 

521 

0.7 

-50.1 

580 

9.1 

-3.5 

Wetterau 

584 

-3.2 

14.1 

126 

21.2 

24.2 

Kaneb  Services 

522 

0.6 

P-D 

393 

13.2 

-0.4 

Edison  Brothers  Stores 

585 

-3.2 

22.1 

683 

6.3 

10.0 

United  Telecom 

523 

0.6 

10.6 

450 

11.7 

6.0 

Walt  Disney  Productions 

586 

-3.3 

-77.4 

482 

11.2 

26.7 

Sun  Company 

524 

0.5 

-12.3 

337 

14.3 

2.6 

Tektronix 

587 

-3.3 

140.0 

320 

14.7 

14.5 

Great  Northern  Nekoosa 

525 

0.5 

68.6 

569 

9.5 

22.3 

Hammermill  Paper 

588 

-3.3 

212.5 

466 

11.5 

21.5 

AmeriTrust 

526 

0.5 

14.3 

601 

8.6 

10.8 

Chubb 

589 

-3.4 

^4.2 

566 

9.5 

13.4 

National  City 

527 

0.5 

26.1 

198 

18.2 

6.3 

Transamerica 

590 

-3.4 

-35.6 

740 

4.6 

9.5 

Interpublic  Group 

528 

0.4 

33.9 

382 

13.5 

10.7 

Bausch  &  Lomb 

591 

-3.4 

33.9 

777 

3.5 

39.2 

Lincoln  National 

529 

0.3 

17.6 

446 

11.9 

13.9 

Sundstrand 

592 

-3.4 

31.7 

737 

4.7 

7.6 

Moore  Corp 

530 

0.1 

-1.2 

681 

6.4 

10.3 

Westvaco 

592 

-3.4 

100.0 

702 

5.7 

18.3 

Tecumseh  Products 

531 

0.0 

44.4 

901 

-0.9 

19.7 

Pueblo  International 

594 

-3.5 

128.3 

473 

11.4 

9.7 

Texas  Eastern 

532 

0.0 

21.9 

116 

21.8 

6.8 

Reichhold  Chemicals 

595 

-3.7 

49.8 

891 

-0.5 

3.7 

American  Electric  Power 

533 

0.0 

33.8 

397 

13.1 

17.9 

Pacific  Resources 

596 

-4.0 

P-D 

63 

27.9 

26.6 

Levitz  Furniture 

533 

0.0 

100.5 

810 

2.6 

32.7 

Intl  Minerals  &  Chems 

597 

-4.0 

5.0 

839 

1.8 

8.3 

Big  Three  Industries 

535 

0.0 

4.2 

490 

11.1 

13.4 

Boeing 

598 

-4.1 

117.5 

449 

11.8 

-10.4 

Hoover  Universal 

536 

-0.1 

17.0 

767 

3.8 

10.2 

Atlanta  Gas  Light 

599 

-4.2 

44.7 

141 

20.6 

10.1 

Computer  Sciences 

537 

-0.1 

23.9 

296 

15.3 

-3.2 

Square  D 

600 

-4.2 

71.3 

571 

9.4 

24.3 

Vulcan  Materials 

538 

-0.1 

78.3 

791 

3.1 

26.8 

Avondale  Mills 

601 

-4.3 

24.3 

821 

2.4 

2.8 

St  Paul  Cos 

539 

-0.2 

P-D 

630 

8.0 

20.0 

CNA  Financial 

602 

-4.4 

-2.9 

676 

6.6 

12.9 

Halliburton 

540 

-0.3 

4.3 

809 

2.6 

-5.6 

Heck's 

603 

-4.4 

-43.8 

675 

6.6 

8.3 

Pennzoil 

541 

-0.4 

43.4 

657 

7.1 

13.0 

Best  Products 

604 

-4.5 

-23.3 

98 

23.8 

15.2 

TRW 

542 

-0.5 

40.6 

672 

6.7 

10.3 

Union  Pacific 

605 

-4.6 

-19.0 

136 

20.7 

-0.6 

Dayton-Hudson 

543 

-0.5 

13.0 

180 

18.8 

17.6 

ARA  Services 

606 

-4.7 

15.8 

572 

9.3 

11.3 

Consumers  Power 

544 

-0.6 

-20.2 

525 

10.3 

19.1 

Crown  Cork  &  Seal 

607 

-4.7 

43.1 

884 

-0.1 

2.6 

Union  Camp 

544 

-0.6 

50.4 

689 

6.2 

18.4 

Idle  Wild  Foods 

607 

-4.7 

1.7 

728 

4.9 

24.1 

W  R  Grace 

546 

-0.6 

23.5 

664 

7.0 

9.9 

Norfolk  Southern 

609 

-4.7 

38.3 

701 

5.8 

13.6 

Seaway  Food  Town 

547 

-0.7 

-51.3 

484 

11.2 

-1.3 

Becton,  Dickinson 

610 

-4.8 

77.2 

509 

10.7 

0.7 

Comerica 

548 

-0.9 

8.5 

184 

18.6 

28.8 

American  Family 

611 

-5.0 

45.3 

202 

18.1 

19.4 

Hawaiian  Electric  Inds 

549 

-0.9 

61.2 

158 

19.8 

7.0 

Leaseway  Transportation 

612 

-5.0 

6.9 

638 

7.7 

13.6 

American  Cyanamid 

550 

-0.9 

45.6 

743 

4.5 

10.0 

Palm  Beach 

613 

-5.0 

28.0 

297 

15.3 

1.5 

Norwest 

551 

-1.0 

^18.6 

116 

21.8 

12.9 

Equitable  of  Iowa  Cos 

614 

-5.1 

-40.2 

500 

10.9 

4.2 

Commercial  Metals 

552 

-1.1 

20.0 

808 

2.7 

36.6 

WICOR 

615 

-5.2 

101.3 

152 

20.0 

10.5 

Hercules 

553 

-1.1 

28.5 

724 

5.1 

6.0 

No  Indiana  Public  Svc 

616 

-5.3 

12.5 

309 

14.9 

9.7 

Robertshaw  Controls 

553 

-1.1 

81.7 

797 

3.1 

16.4 

Carson  Pirie  Scott 

617 

-5.3 

-42.4 

194 

18.3 

23.6 

Petrie  Stores 

555 

-1.3 

15.6 

636 

7.8 

28.5 

Tribune 

618 

-5.4 

6.2 

527 

10.2 

12.5 

Gordon  Jewelry 

556 

-1.3 

32.4 

508 

10.7 

6.6 

Ohio  Casualty 

619 

-5.4 

-51.4 

730 

4.9 

7.1 

Federal  Co 

557 

-1.4 

80.5 

546 

9.9 

17.3 

Eastman  Kodak 

620 

-5.5 

9.5 

609 

8.4 

-2.0 

Quaker  Oats 

558 

-1.5 

117.2 

561 

9.6 

25.4 

First  City  Bancorp 

621 

-5.5 

-53.9 

74 

26.6 

14.9 

Zurn  Industries 

559 

-1.6 

-9.9 

816 

2.5 

0.1 

Anderson,  Clayton 

622 

-5.6 

-19.4 

828 

2.3 

18.2 

Interco 

560 

-1.7 

21.5 

628 

8.0 

4.2 

Liquid  Air 

623 

-5.7 

10.0 

627 

8.0 

7.4 

Consolidated  Papers 

561 

-1.7 

54.2 

643 

7.5 

22.0 

National  Can 

623 

-5.7 

116.5 

662 

7.0 

17.6 

Harris  Corp 

562 

-1.8 

23.7 

400 

13.1 

37.0 

Kemper 

625 

-5.7 

-58.8 

181 

18.7 

3.6 

Peoples  Energy 

563 

-2.0 

65.6 

535 

10.1 

13.9 

Centerre  Bancorporation 

626 

-5.7 

0.0 

217 

17.5 

6.0 

Southern  Union 

564 

-2.0 

-28.4 

392 

13.2 

-4.9 

Scott  Paper 

627 

-5.7 

82.4 

648 

7.3 

8.9 

Stanley  Works 

565 

-2.0 

55.8 

726 

5.0 

16.7 

Briggs  &  Stratton 

628 

-5.9 

80.9 

748 

4.3 

32.2 

Interlake 

566 

-2.1 

243.3 

942 

-4.5 

21.2 

E  I  Du  Pont  de  Nemours 

629 

-5.9 

47.8 

50 

30.9 

4.6 

Oneok 

567 

-2.2 

37.8 

395 

13.1 

10.4 

Bowater 

630 

-5.9 

61.1 

723 

5.1 

20.2 

D-D:  Deficit  to  deficit.  DP:  De 

ficit  to 

arofit.  P-D 

Profit  to  t 

eficit.  I 

^IA:  Not  available. 
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Who's  where  in  growth 

Earnings  per 

share 

Sales 

Earnings  per  share 

Sales 

5-year 

atest  12 

5-year 

atest  12 

5-year 

latest  12 

5-year 

latest  i: 

Company 

rank 

average 

months 

rank 

average 

months 

Company 

rank 

average 

months 

rank 

average 

month:  - 

Warner-Lambert 

631 

-5.9% 

14.0% 

858 

1.1% 

2.8% 

Transway  International 

694 

-14.3% 

151.7% 

923 

-2.4% 

14.9%  ' 

IU  International 

632 

-6.0 

-59.6 

939 

-4.3 

16.5 

Dana 

695 

-14.3 

157.3 

812 

2.6 

33.2 

Emery  Air  Freight 

633 

-6.0 

46.1 

591 

8.8 

27.8 

Ryan  Homes 

696 

-14.5 

-23.9 

775 

3.5 

3.6 

Central  Steel  &  Wire 

634 

-6.2 

30.7 

952 

-5.3 

38.7 

Fieldcrest  Mills 

697 

-14.5 

-27.1 

833 

2.0 

6.8 

Nucor 

635 

-6.2 

55.4 

539 

10.0 

27.4 

Owens-Illinois 

698 

-14.9 

D-P 

846 

1.6 

-1.4 

Manufacturers  National 

636 

-6.3 

6.2 

375 

13.5 

11.1 

Sperry 

699 

-14.9 

63.1 

800 

2.9 

3.5 

A  E  Staley  Mfg 

637 

-6.3 

306.5 

683 

6.3 

27.4 

Eagle-Picher  Industries 

700 

-14.9 

121.8 

887 

-0.3 

32.1 

Amerada  Hess 

638 

-7.0 

20.7 

487 

11.1 

5.5 

Continental  Illinois 

701 

-15.1 

P-D 

241 

16.7 

-4.9 

CBS 

639 

-7.0 

56.8 

703 

5.6 

15.9 

Aetna  Life  &  Casualty 

702 

-15.2 

-49.9 

616 

8.3 

2.0 

Louisiana  Land  &  Explor 

640 

-7.1 

17.4 

232 

17.0 

11.1 

Amdahl 

703 

-15.2 

23.1 

201 

18.2 

11.3 

Xerox 

641 

-7.4 

-30.8 

655 

7.1 

3.1 

NICOR 

704 

-15.9 

94.1 

440 

12.1 

10.8 

Tyler 

642 

-7.7 

125.6 

154 

19.9 

48.5 

Champion  Spark  Plug 

705 

-16.0 

47.3 

853 

1.2 

8.8 

Bemis 

643 

-7.7 

63.4 

854 

1.2 

11.5 

Owens-Coming  Fiberglas 

706 

-16.2 

68.7 

685 

6.3 

12.8 

Handy  &  Harman 

644 

-7.7 

61.3 

879 

0.3 

12.7 

Skyline 

707 

-16.3 

-1.4 

974 

-8.2 

18.3 

Ogden 

645 

-7.8 

-22.7 

897 

-0.8 

0.3 

Polaroid 

708 

-16.4 

21.1 

917 

-1.9 

2.4 

Blue  Bell 

646 

-7.9 

30.2 

652 

7.2 

-4.4 

Gould 

709 

-16.6 

7.2 

967 

-7.0 

15.0 

Parker-Hannifin 

647 

-8.0 

114.2 

584 

9.0 

27.5 

National  Gypsum 

710 

-16.6 

174.9 

823 

2.4 

50.6 

Fairchild  Industries 

648 

-8.1 

39.4 

427 

12.5 

-3.2 

Norton 

711 

-17.0 

103.9 

782 

3.4 

4.9 

Central  Soya 

649 

-8.2 

-10.1 

866 

0.8 

14.2 

Longview  Fibre 

712 

-17.0 

217.3 

721 

5.1 

34.0 

Lubrizol 

650 

-8.4 

31.5 

725 

5.1 

6.8 

DEKALB  AgResearch 

713 

-17.0 

121.5 

618 

8.2 

13.1 

American  Maize-Products 

651 

-8.7 

192.6 

869 

0.7 

20.4 

Foxboro 

714 

-17.1 

-40.2 

658 

7.1 

1.8 

Armstrong  World  Inds 

652 

-8.8 

63.7 

835 

2.0 

10.6 

American  Standard 

715 

-17.1 

30.9 

900 

-0.9 

50.7 

IC  Industries 

653 

-8.9 

152.8 

718 

5.2 

1.7 

Smart  &  Final  Iris 

716 

-17.1 

135.3 

695 

6.0 

-16.1 

Carter  Hawley  Hale 

654 

-8.9 

83.1 

516 

10.5 

29.2 

Dow  Chemical 

717 

-17.7 

122.2 

606 

8.5 

10.1 

Arvin  Industries 

655 

-9.1 

114.1 

768 

3.8 

33.3 

Data  General 

718 

-17.8 

220.8 

240 

16.7 

40.0 

Harsco 

656 

-9.2 

38.9 

861 

1.0 

17.7 

General  Public  Utils 

719 

-17.9 

128.9 

335 

14.3 

7.7 

Di  Giorgio 

657 

-9.3 

^5.3 

864 

0.9 

20.2 

Bally  Manufacturing 

720 

-18.2 

-92.1 

35 

34.8 

17.1 

Newmont  Mining 

658 

-9.6 

^15.3 

899 

-0.9 

12.4 

Avco 

721 

-19.0 

58.9 

557 

9.7 

6.7 

Washington  National 

659 

-9.8 

-13.8 

908 

-1.3 

-4.4 

Fluor 

722 

-19.3 

P-D 

232 

17.0 

-18.7 

Corning  Glass  Works 

660 

-10.1 

-23.6 

740 

4.6 

8.8 

PACCAR 

723 

-19.6 

249.7 

945 

-4.8 

75.0 

SCM 

661 

-10.2 

205.0 

834 

2.0 

20.6 

Signal  Cos 

724 

-20.6 

202.5 

538 

10.1 

7.0 

USF&G 

661 

-10.2 

-10.9 

765 

3.8 

15.0 

Resorts  International 

725 

-20.8 

-25.5 

579 

9.1 

-3.3 

Revlon 

663 

-10.5 

43.2 

515 

10.5 

1.6 

U  S  Home 

726 

-21.3 

P-D 

691 

6.1 

1.9 

White  Consolidated  Inds 

664 

-10.5 

9.8 

786 

3.2 

3.1 

Del  E  Webb 

727 

-21.5 

305.4 

972 

-8.2 

47.4 

Riegel  Textile 

665 

-10.6 

100.5 

706 

5.6 

4.5 

Libbey-Owens-Ford 

728 

-21.9 

217.5 

883 

0.1 

45.0 

BankAmerica 

666 

-10.7 

-18.3 

310 

14.9 

4.6 

Unidynamics 

729 

-22.0 

461.1 

878 

0.4 

24.2 

International  Paper 

667 

-10.8 

25.4 

889 

-0.4 

10.4 

Potlatch 

730 

-22.1 

52.8 

822 

2.4 

13.4 

H  J  Wilson 

668 

-11.0 

-5.2 

147 

20.2 

8.9 

Ashland  Oil 

731 

-22.4 

P-D 

570 

9.5 

5.1 

Avon  Products 

669 

-11.3 

-5.5 

625 

8.1 

1.5 

Northrop 

732 

-22.5 

103.7 

384 

13.4 

12.7    [ 

Marsh  Supermarkets 

670 

-11.5 

-45.5 

590 

8.9 

1.8 

Northwest  Airlines 

733 

-22.7 

163.5 

159 

19.8 

15.2 

McGraw-Edison 

671 

-11.6 

27.9 

343 

14.2 

7.5 

St  Regis 

734 

-22.9 

D-P 

798 

3.0 

12.6 

Pennwalt 

672 

-11.7 

75.0 

893 

-0.6 

8.6 

Weyerhaeuser 

735 

-23.0 

72.9 

790 

3.1 

16.5 

Ferro 

673 

-11.7 

28.9 

784 

3.4 

12.0 

Smithfield  Foods 

736 

-23.5 

-77.2 

34 

34.8 

-6.8 

Carpenter  Technology 

674 

-11.8 

78.3 

862 

0.9 

33.7 

RLC 

737 

-25.4 

144.1 

757 

4.0 

22.6 

Beatrice 

675 

-11.9 

500.0  + 

751 

4.2 

9.9 

Cameron  Iron  Works 

738 

-25.4 

D-D 

170 

19.2 

-39.3 

MAPCO 

676 

-11.9 

36.8 

56 

29.8 

4.7 

Union  Carbide 

739 

-25.7 

-9.9 

837 

1.9 

6.2 

Rollins 

677 

-12.1 

"56.1 

892 

-0.6 

5.2 

Stewart-Warner 

740 

-25.9 

169.5 

955 

-5.5 

14.2 

Research-Cottrell 

678 

-12.1 

-39.2 

503 

10.9 

-6.0 

Moore  McCormack  Res 

741 

-26.3 

176.8 

832 

2.1 

30.9 

MGM  Grand  Hotels 

679 

-12.1 

-25.9 

754 

4.2 

5.3 

City  Investing 

742 

-26.6 

-69.5 

622 

8.1 

33.4 

Textron 

680 

-12.2 

24.7 

922 

-2.4 

9.6 

Joy  Manufacturing 

743 

-27.1 

500.0  + 

847 

1.4 

7.6 

Univar 

681 

-12.3 

131.0 

826 

2.3 

12.6 

Farm  House  Food 

744 

-27.6 

500.0  + 

31 

36.3 

4.1 

Burroughs 

682 

-12.4 

118.6 

417 

12.7 

15.1 

Jim  Walter 

745 

-27.8 

37.3 

801 

2.9 

Id 

Cooper  Industries 

683 

-12.6 

101.0 

152 

20.0 

6.4 

Georgia-Pacific 

746 

-28.2 

500.0  + 

688 

6.2 

Natl  Distillers  &  Chem 

684 

-12.7 

47.4 

678 

6.5 

88.2 

Datapoint 

747 

-29.2 

222.5 

65 

27.8 

11.1 

United  Energy  Resources 

685 

-12.9 

20.8 

231 

17.0 

-4.6 

Sun  Chemical 

748 

-29.3' 

-25.8 

386 

13.4 

19.3 

Northwestern  Natl  Life 

686 

-12.9 

35.8 

30 

38.1 

35.5 

Willamette  Industries 

749 

-31.5 

118.6 

716 

5.3 

12.9 

United  States  Gypsum 

-13.1 

160.4 

867 

0.8 

41.3 

Champion  International 

750 

-32.3 

119.4 

792 

3.1 

9.6 

Pacific  Gamble  Robinson 

-13.2 

^S5.0 

693 

6.1 

8.5 

Tidewater 

751 

-33.3 

P-D 

458 

11.7 

-14.0 

Trinity  Industries 

P-D 

766 

3.8 

2.9 

Boise  Cascade 

752 

-34.2 

110.3 

747 

4.4 

16.5 

Godfrey 

-14.0 

27.9 

567 

9.5 

6.6 

Gates  Learjet 

753 

-36.4 

500.0  + 

665 

6.9 

19.2 

Earle  M  Jorgensen 

69! 

-14.1 

84.4 

T953 

-5.4 

27.2 

Dayco 

754 

-37.6 

500.0  + 

852 

1.2 

28.5 

GenCorp 

I    692 

-14.2 

57.9 

902 

-1.1 

11.8 

Deere 

755 

-40.9 

D-P 

905 

-1.2 

6.4 

California  First  Bank 

69o 

-14.3 

-0.5 

261 

16.1 

9.5 

UGI 

756 

-42.1 

472.7 

90 

24.9 

1.7 

D-D:  Deficit  to  deficit  D-P:  D 

: 

>:  Profit  to  ( 

v\:  Not  available. 
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wawnmwMMHiMiMii 


Whether 
you're  just 
starting  out., 
or  you  Ve 
already 
established 
your 
domain 


Venture  is  the  only  business  magazine  written  specifi- 
cally for  the  entrepreneur.  Each  month  we  present 
up-to-the-minute  information  in  an  exciting  format 
unavailable  elsewhere.  Along  with  our  regular  sections 
such  as  "Entreprenews,"  "New  Businesses,"  and  "Ven- 
ture Strategies,"  we  feature  articles  on: 


ENTREPRENEURIAL 
OPPORTUNITIES 

FINANCING 

INVESTMENTS 

TAXES 

STOCK  MARKET 

REAL  ESTATE 


COMPUTERS 

FRANCHISES 

SEED  CAPITAL 

PATENTS 

BUSINESS  PLANS 

PARTNERSHIPS 

BIOTECHNOLOGY 


Your  monthly  subscription  also  includes  these  annual 
features: 

100  WHO  MADE  MILLIONS  GOING  PUBLIC 

Find  out  who  these  successful  entrepreneurs 
are,  and  how  they  made  their  fortunes. 
THE  VENTURE  100 

America's  largest  entrepreneurial  companies 
still  headed  by  their  founders. 
VENTURE'S  FAST-TRACK  100 

The  nation's  top  entrepreneurs  who  run  com- 
panies they  founded  in  the  past  ten  years. 
THE  VENTURE  CAPITAL  100 

The  most  active  venture  capitalists  in  the  country 
THE  VENTURE  CAPITAL  DIRECTORY 

A  comprehensive  list  of  investors;  includes  names, 
addresses  and  phone  numbers. 
Most  of  our  readers  are  successful  already.  They  know 
how  important  it  is  to  stay  on  top  of  the  volatile  busi- 
ness world. 


SUBSCRIBE  TODAY!  1  Year— 12  issues  for  only  $15— a  savings  of  50%  off  the  cover  price. 
MAKE  IT  YOUR  BUSINESS  TO  READ  VENTURE! 


MAIL  TO: 


Venture 


-Subscription  Service,  P.O.  Box  3108,  Harlan,  IA  51593 


& 


Please  enter  my  subscription  to  VENTURE.  As  a  new  sub- 
scriber I  am  entitled  to  a  special  low  INTRODUCTORY  RATE 
of  50%  off  the  regular  newsstand  price.  I  may  cancel  my 
subscription  at  any  time  for  a  full  refund  on  unmailed  issues. 
□  1  Year  (12  issues)  of  VENTURE  for  only  $15 


NAME 

COMPANY 

ADDRESS 

APT 

CITY 

STATE 

ZIP 

Please  allow  4-6  weeks  for 
delivery  of  first  issue 


□  Payment  enclosed    □  Please  bill  me  J2369 

NOTE:  VENTURE  may  be  a  tax-deductible  business  expense. 

TO  ORDER  BY  PHONE  CALL:  800-247-5470 


Who's  where  in  growth 


Company 


Earnings  per  share 
5-year  latest  12 
rank     average  months 


Sales 
5-year    latest  12 
rank     averagemontbs 


Company 


Earnings  per  share 
5-year  latest  12 
rank     average  months 


rank 


Sales 
5-year  latest  12 
average  months 


Crown  Central  Petroleum 
Dresser  Industries 
Continental  Corp 
Rexnord 
Brockway  Inc  (NY) 


757 
758 
759 
760 
761 


-42.7% 

^2.8 

-43.2 

-43.8 

-46.4 


P-D 

500.0  +  % 
-52.7 
500.0  + 
P-D 


151 
762 
746 
909 
531 


20.0% 

3.9 

4.5 
-1.4 
10.2 


2.6% 

0.5 
24.6 
14.5 
12.4 


Coastal  Corp 
Coleco  Industries 
Colonial  Penn  Group 
Colt  Industries 
Combustion  Engineering 


NM 
NM 
NM 
NM 
NM 


30.2% 
P-D 

12.7 
72.1 
P-D 


331 
21 
293 
944 
660 


14.4% 
43.4 
15.3 
-4.7 

7.0 


8.5% 
13.6 

3.6 
22.3 
-2.6 


Giiford-Hill 
Alcan  Aluminium 
A  O  Smith 
AM  International 
AMAX 


762  -47.0 

763  -52.0 

NM 
NM 
NM 


500.0 

DP 

331.6 

206.9 

D-D 


820 

712 
890 
947 
828 


2.4 

5.4 

-0.5 

-5.1 

2.3 


12.5 

-2.6 

15.5 

7.3 

6.6 


Cook  United 

Copperweld 

Crane 

Crocker  National 

Crown  Zellerbach 


NM 
NM 
NM 
NM 
NM 


D-D 
DP 
D-D 
P-D 
D-P 


563 
946 
976 
175 
836 


9.5 
-5.1 
-8.9 
19.0 

1.9 


-27.6 

50.8 

5.0 

2.2 

12.5 


AMF 

AMR 

ASARCO 

Alexander  &  Alexander 

Alexander's 


NM 
NM 
NM 
NM 

NM 


DP 

166.5 

P-D 

D-D 

-13.6 


968 
505 

859 
330 

779 


-7.3 
10.8 

1.1 

14.4 

3.5 


14.3 
16.6 

-1.4 

-4.6 

1.2 


Culbro 

Cummins  Engine 
Cyclops 
Delta  Air  Lines 
Diamond  Shamrock 


NM 
NM 
NM 
NM 
NM 


55.3 
D-P 
D-P 
D-P 
P-D 


647 
882 
772 
413 
246 


7.3 

0.3 

3.7 

12.8 

16.5 


80.8 
49.2 
27.7 
18.5 
27.1 


Allegheny  International 

Allen  Group 

Allied  Corp 

Allied  Supermarkets 

Allis-Chalmers 


NM 
NM 
NM 
NM 
NM 


D-P 
D-P 
-78.2 
D-Z 
D-D 


237 
845 
121 
935 
959 


16.9 
1.6 
21.5 
-3.6 
-5.9 


0.6 

52.8 
19.3 
10.0 

2.7 


Dorsey 
Dravo 

Dynalectron 
Eastern  Air  Lines 
Eaton 


NM 
NM 
NM 
NM 
NM 


-25.4 
D-D 
-8.4 
D-D 
D-P 


727 
840 
445 
528 
933 


4.9 

1.8 

11.9 

10.2 

^.3 


17.5 
-1.3 
20.6 
8.6 
32.9 


Alcoa 

Amer  Hoist  &  Derrick 
American  Bakeries 
American  Can 
American  Motors 


NM 
NM 
NM 
NM 

NM 


500.0  + 
D-D 
D-P 
23.4 
D-P 


780 
949 
895 
934 
807 


3.4 
-5.2 
-0.7 
-3.3 

2.7 


20.3 
-6.6 
-0.4 
-1.6 
25.4 


Economics  Laboratory 
Evans  Products 
F  W  Woolworth 
Federal  Natl  Mortgage 
Fidelcor 


NM 
NM 
NM 
NM 
NM 


D-P 
D-D 
D-P 
P-D 

-17.3 


476 
874 
937 
154 
254 


11.3 
0.6 
-3.9 
19.9 
16.3 


4.8 
40.2 

7.5 

5.4 

33.2 


American  President  Cos 
Amfac 

Ampco-Pittsburgh 
Amsted  Industries 
Anchor  Hocking 


NM 

NM 
NM 
NM 
NM 


500.0  + 
D-D 
D-P 
D-P 
D-P 


472  11.5 

595  8.8 

553  9.8 

970  -7.8 

871  0.7 


24.4 

7.1 

51.6 

27.8 

-29.8 


Firestone  Tire  &  Rubber 
First  Natl  Supermarkets 
First  Pennsylvania 
Fisher  Foods 
Fleetwood  Enterprises 


NM 
NM 
NM 
NM 
NM 


20.3 
P-D 
D-D 
D-D 
36.9 


962 
848 
973 
993 
881 


-6.1 

1.4 

-8.2 

-20.5 

0.3 


16.6 
5.3 
4.5 
1.6 

37.2 


Arkansas  Best 
Armco 

Armstrong  Rubber 
Arrow  Electronics 
Athlone  Industries 


NM 
NM 
NM 
NM 

NM 


100.8 
D-D 
14.5 
D-P 
D-P 


249 
875 
477 
91 
924 


16.4 
0.5 
11.3 
24.7 
-2.6 


9.6 

6.7 

11.9 

48.8 

27.2 


Foodarama  Supermarkets 
Ford  Motor 
Fremont  General 
Frontier  Holdings 
Fruehauf 


NM 
NM 
NM 
NM 
NM 


P-D 
244.5 
D-D 
D-D 
D-P 


811 
896 
102 
337 
928 


2.6 
-0.7 
23.1 
14.3 
-3.0 


0.5 
24.6 
31.8 
25.6 

40.7 


B  F  Goodrich 
Baker  International 
Barnes  Group 
Bell  &  Howell 
Beneficial  Corp 


NM 
NM 
NM 
NM 
NM 


D-P 
D-P 
D-P 

188.1 
44.0 


788 
172 
789 
758 
936 


3.2 

19.1 

3.2 

4.0 

-3.9 


11.4 
-0.2 
10.1 
7.8 
14.0 


Fuqua  Industries 

GAF 

GATX 

Gelco 

General  Dynamics 


NM 
NM 
NM 
NM 
NM 


-7.8 
D-D 
P-D 
D-P 
46.1 


990 
982 
802 
82 
248 


-16.4 

-11.0 

2.9 

25.6 

16.4 


18.5 
8.9 
1.5 

-1.0 
5.6 


Bethlehem  Steel 

Bird 

Black  &  Decker  Mfg 

Borman's 

Bucyrus-Erie 


NM 

NM 
NM 
NM 
NM 


D-D 
D-D 
91.2 
P-D 
D-D 


956 
954 
818 
749 
814 


-5.6 

-5.4 
2.5 
4.3 
2.6 


20.0 

10.8 

31.3 

1.8 

-27.9 


General  Host 

General  Motors 

General  Refractories 

Genesco 

Geo  International 


NM 
NM 
NM 
NM 
NM 


-27.0 
91.0 
D-P 
D-P 
D-D 


926 
841 
971 
980 
308 


-2.7 

1.8 

-8.0 

-10.6 

14.9 


28.0 
23.9 

4.7 
-5.2 

8.9 


Butler  Manufacturing 

Caesars  World 

CalFed 

Castle  &  Cooke 

Caterpillar  Tractor 


NM 
NM 
NM 
NM 
NM 


D-D 

D-P 

-29.3 

P-D 

D-D 


921 
66 
69 

774 
949 


-2.4 
27.7 
26.9 
3.6 
-5.2 


10.8 
9.4 

30.6 
1.7 

44.9 


Gibraltar  Finl  Corp  Cal 
Glendale  Federal  S&L 
Golden  West  Financial 
Great  Atl  &  Pacific  Tea 
Great  Western  Financial 


NM 
NM 
NM 
NM 
NM 


16.0 
16.8 

2.2 
44.3 
88.7 


209 

78 

61 

975 

133 


17.9 
26.1 
28.7 
-8.3 
21.0 


40.2 
24.5 
7.9 
15.0 
76.7 


Celanese 

CertainTeed 

Cessna  Aircraft 

Charter 

Chicago  &  N  Vestern 


NM 
NM 
NM 
NM 
NM 


500.0  + 

24.3 

D-P 

P-D 
115.0 


785 
849 
960 
286 

732 


3.3 

14 
-6.0 
15.4 

4.8 


7.4 
18.6 
32.3 
70.3 

7.4 


Gulf  &  Western  Inds 
Gulf  Resources  &  Chem 
H  F  Ahmanson 
HRT  Industries 
Harnischfeger 


NM 
NM 
NM 
NM 
NM. 


D-P 

169.7 

-41.6 

D-D 

D-P 


898 
943 
229 
633 
969 


-0.9 

-4.6 

17.1 

7.8 

-7.5 


Chicago  Pneu 
Chromalioy  Ameri 
Chrysler 

Cincinnati  Milacrun 
Circle  K 


\'M 


D-P 
D-D 
151.2 


918 
984 
910 
907 

252 


-2.0 
-11.1 
-1.5 
-1.3 
16.4 


11.7 
2.1 
54.2 
18.7 
59.6 


Home  Federal  S&L  Cai 

Hoover 

Hughes  Tool 

Ideal  Basic  Industries 

Imperial  Corp  of  Amer 


NM 
NM 
NM 
NM 
NM 


174.7 
54.2 
D-D 
D-D 
D-D 


132 
916 

257 
914 
339 


21.0 
-1.9 
16.2 
-1.8 
14.3 


City  Federal  S&L 
Clark  Equipment 
Coachmen  Industries 


! 


20  44.2 
986  -12.1 
429      12.4 


42.7 
37.1 
26.0 


Inco 

Ingersoll-Rand 
Inland  Steel 


NM 
NM 

NM 


D-D 
D-D 
D-D 


989 
868 
925 


-14.4 

0.7 

-2.7 


D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-J     Pro  loi  available  D-Z:  Deficit  to  zero. 


13.3 

6.2 

19.8 

-3.6 

8.2 


23.0 
2.7 

-3.1 
5.8 

32.4 


32.0 

2.3 

25.4 


Sources.  Media  General  Financial  Services,  Inc.;  Forbes 
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Who's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per 

share 

Sales 

5-year    latest  12 

5-year 

latest  12 

5-year 

latest  12 

5-year 

latest  12 

Company 

rank     average  months 

rank 

average 

months 

Company 

rank      average 

months 

rank 

average 

months 

Inspiration  Resources 

NM         D-D 

575 

9.2% 

12.3% 

Ramada  Inns 

NM 

D-P 

362 

13.8% 

2.6% 

InterFirst 

NM          D-P 

75 

26.4 

12.2 

Rath  Packing 

NM 

D-D 

777 

3.5 

-39.1 

International  Harvester 

NM         D-D 

987 

-13.3 

-2.3 

Republic  Airlines 

NM 

D-P 

29 

38.2 

6.9 

Interstate  Bakeries 

NM         D-D 

711 

5.4 

5.1 

Revere  Copper  &  Brass 

NM 

D-D 

964 

-6.6 

25.8 

J  P  Stevens 

NM          12.8% 

824 

2.3 

11.3 

Reynolds  Metals 

NM 

D-P 

850 

1.3 

18.4 

Kaiser  Aluminum  &  Chem 

NM          D-P 

831 

2.1 

41.7 

Savannah  Foods  &  Inds 

NM 

-24.9% 

492 

11.0 

22.5 

Kaufman  &  Broad 

NM       500.0  + 

863 

0.9 

14.2 

Savin 

NM 

D-D 

375 

13.5 

-2.5 

Kay 

NM       -46.8 

812 

2.6 

40.7 

Scovill 

NM 

26.5 

932 

-3.1 

18.1 

Kerr  Glass  Mfg 

NM         D-D 

634 

7.8 

-44.1 

Sheller-Globe 

NM 

93.3 

913 

-1.8 

34.3 

Keystone  Consol  Inds 

NM         D-D 

981 

-10.6 

-6.8 

Singer 

NM 

500.0  + 

885 

-0.2 

2.5 

Koppers 

NM          D-P 

904 

-1.2 

19.9 

Smith  International 

NM 

D-P 

349 

14.1 

-2.1 

L  B  Foster 

NM          D-P 

880 

0.3 

22.4 

Southwest  Forest  Inds 

NM 

D-P 

906 

-1.3 

22.3 

LTV 

NM         D-D 

720 

5.2 

64.8 

Stauffer  Chemical 

NM 

D-P 

873 

0.7 

12.4 

Lafarge 

NM         D-D 

306 

15.0 

2.5 

Stewart  &  Stevenson 

NM 

D-D 

707 

5.5 

-13.8 

Litton  Industries 

NM          35.3 

699 

59 

16.3 

Stone  Container 

NM 

43.0 

291 

15.4 

143.6 

Lockheed 

NM          25.4 

438 

12.2 

18.8 

Storage  Technology 

NM 

P-D 

73 

26.7 

-6.0 

Lone  Star  industries 

NM          D-P 

912 

-1.6 

8.1 

Storer  Communications 

NM 

D-D 

70 

26.9 

17.3 

Louisiana-Pacific 

NM       150.0 

930 

-3.0 

20.2 

Swift  Independent 

NM 

-33.3 

677 

6.5 

10.9 

Lukens 

NM          D-P 

783 

3.4 

16.4 

Sybron 

NM 

D-D 

931 

-3.1 

-9.5 

M  Lowenstein 

NM         70.9 

919 

-2.1 

16.7 

Talley  Industries 

NM 

-56.0 

978 

-10.0 

6.6 

MCI  Communications 

NM       -87.5 

6 

82.6 

17.1 

Texas  Air 

NM 

D-D 

9 

58.9 

-17.4 

Mack  Trucks 

NM          D-P 

966 

-7.0 

61.2 

Texas  Instruments 

NM 

D-P 

462 

11.6 

25.9 

Macmillan 

NM          33.2 

965 

-6.9 

20.5 

Thorn  Apple  Valley 

NM 

-84.5 

526 

10.2 

-4.1 

Manhattan  Industries 

NM          51.3 

738 

4.7 

20.6 

Tiger  International 

NM 

D-D 

401 

13.0 

15.5 

Manville 

NM          D-P 

911 

-1.6 

0.0 

Timken 

NM 

D-P 

938 

-4.2 

29.2 

Massey-Ferguson 

NM         D-D 

985 

-12.0 

-15.9 

Toro 

NM 

D-P 

951 

-5.2 

16.3 

Mattel 

NM         D-D 

587 

8.9 

-23.3 

Tosco 

NM 

D-D 

191 

18.4 

-34.6 

McLean  Industries 

NM            8.7 

406 

12.9 

20.0 

Trans  World  Airlines 

NM 

NA 

719 

5.2 

8.0 

Mead 

NM          D-P 

865 

0.8 

-6.3 

UAL 

NM 

44.7 

562 

9.5 

23.2 

Michigan  National 

NM          P-D 

340 

14.3 

10.1 

Uniroyal 

NM 

194.0 

963 

-6.3 

12.2 

Midland-Ross 

NM          D-P 

769 

3.8 

13.3 

United  Brands 

NM 

D-P 

903 

-1.1 

-3.1 

Mission  Insurance  Group 

NM          P-D 

483 

11.2 

13.2 

United  Merchants  &  Mfrs 

NM 

D-P 

948 

-5.2 

28.0 

Mohasco 

NM          D-P 

939 

-4.3 

13.9 

United  States  Steel 

NM 

D-D 

545 

10.0 

11.5 

Monfort  of  Colorado 

NM            0.0 

118 

21.7 

8.5 

Varian  Associates 

NM 

27.1 

408 

12.9 

22.1 

Morse  Shoe 

NM          44.6 

629 

8.0 

3.7 

Warner  Communications 

NM 

D-D 

85 

25.4 

61.7 

Munford 

NM          23.5 

599 

8.7 

5.0 

Western  Air  Lines 

NM 

D-D 

695 

6.0 

5.7 

NI  Industries 

NM          46.3 

842 

1.8 

13.9 

Western  Co  of  North  Am 

NM 

D-D 

89 

25.0 

5.2 

NL  Industries 

NM          D-P 

920 

-2.2 

-10.0 

Western  Union 

NM 

P-D 

553 

9.8 

8.7 

NVF 

NM         D-D 

991 

-17.2 

46.0 

Westmoreland  Coal 

NM 

86.0 

455 

11.7 

10.5 

Nashua 

NM          D-P 

851 

1.3 

3.4 

Wheeling-Pitts  Steel 

NM 

D-D 

977 

-9.3 

43.9 

National  Intergroup 

NM          P-D 

957 

-5.6 

1.7 

Wickes  Cos 

NM 

D-P 

582 

9.0 

9.0 

National  Semiconductor 

NM          D-P 

197 

18.3 

35.5 

Wilson  Foods 

NM 

D-D 

886 

-0.3 

-13.5 

National-Standard 

NM          D-P 

958 

-5.7 

22.1 

Zale 

NM 

77.0 

860 

1.0 

8.0 

Northwest  Industries 

NM          P-D 

961 

-6.0 

23.2 

Zenith  Electronics 

NM 

309.6 

686 

6.3 

21.9 

Northwest  Steel  &  Wire 

NM         D-D 

988 

-13.3 

22.4 

Amer  Info  Technology 

NA 

NA 

606 

8.5 

-4.4 

Oak  Industries 

NM         D-D 

167 

19.6 

-7.3 

Amer  Tel  &  Tel 

NA 

NA 

NA 

NA 

Occidental  Petroleum 

NM          D-P 

94 

24.5 

-16.9 

Bell  Atlantic 

NA 

NA 

532 

10.2 

-6.2 

PSA 

NM         D-D 

242 

16.7 

26.2 

BellSouth 

NA 

NA 

533 

10.1 

-8.4 

Paine  Webber  Group 

NM       -86.1 

51 

30.8 

0.8 

Delchamps 

NA 

12.5 

NA 

9.2 

Pan  Am  Corp 

NM         D-D 

455 

11.7 

0.6 

Great  Amer  First  Savings 

NA 

NA 

105 

22.8 

15.9 

Pantry  Pride 

NM            5.3 

992 

-17.4 

-18.2 

Gulfstream  Aerospace 

NA 

1.8 

NA 

0.5 

Parker  Drilling 

NM         D-D 

387 

13.3 

-35.6 

NYNEX 

NA 

NA 

NA 

-3.7 

Parker  Pen 

NM          D-P 

780 

3.4 

20.8 

Pabst  Brewing 

NA 

NA 

NA 

0.5 

Peabody  International 

NM          P-D 

749 

4.3 

-7.6 

Pacific  Telesis  Group 

NA 

NA 

NA 

-1.6 

Penn  Central 

NM       -52.1 

36 

34.6 

0.4 

Sea-Land 

NA 

NA 

674 

6.7 

9.4 

Pettibone 

NM         D-D 

983 

-11.0 

5.0 

Southwestern  Bell 

NA 

NA 

NA 

-8.2 

Phelps  Dodge 

NM         D-D 

927 

-2.9 

-3.2 

Temple-Inland 

NA 

NA 

671 

6.8 

7.2 

Pittston 

NM         D-D 

824 

2.3 

15.4 

Time  Inc 

NA 

76.6 

230 

17.0 

13.6 

RCA 

NM          29.8 

708 

5.4 

10.9 

U  S  West 

NA 

NA 

514 

10.5 

-4.6 

D-D:  Deficit  to  deficit  D-P:  De 

ficit  to  profit.  P-D:  Profit  to  c 

eficit. 

S'A:  Not  available. 

Sot 

trees:  Media  General  Financ 

ial  Sen 

ices,  Inc 
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Meeting  Japan's  Challenge 


Twentieth  in  a  Series 
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A  computer  may  awe  you  with  its  memory  delight  you  with  its  graphics  and 
dazzle  you  with  its  speed,  but  deep  down  inside,  the  brain  behind  it  all  is  its  micro- 
processor 

And  our  new  MC68020  can  outperform  every  other  merchant  market 
microprocessor  m  the  world  at  these  functions,  because  it  is  so  much  more 
powerful  than  any  of  them. 

Essentially  this  power  will  enable  computers  to  vastly  improve  their  capacity 
for  work.  Now,  they  will  be  able  to  access  even  greater  pools  of  data,  process 
them  far  quicker,  and  light  up  the  screen  with  graphs,  solutions,  possibilities  and 
certainties  m  even  less  time. 

The  MC68020  is  a  complete  32-bit  microprocessor.  That  is,  it  can  access 
over  four  billion  bytes  of  data  while  providing 
unsurpassed  data  processing  power. 

The  new  unit  also  happens  to  be  a  fully 
upwardly  compatible  version  of  our  earlier 
16-bit  machine.  It  completes  a  progression  of 
8-,  16-,  and  now  32-bit  members  of  a  single 
Motorola  family  of  microprocessors.  This 
enables  product  designers  to  expand  the 
capabilities  of  their  hardware  without  the  inter- 
ruption of  radical  re-design. 

The  MC68020  is  already  destined  for 
great  accomplishments.  It  seems  likely  it  will  be 
a  major  factor  in  the  market  for  use  m  the  next 
generation  of  robotics.  Its  potential  for  high 
speed  graphics  and  advanced  mathematics  make  it  ideal  for  high  volume  data 
processing,  complicated  computer-aided  design  and  manufacturing  (CADCAM) 
processes,  and  next-generation  general  purpose  computers. 

The  U.S.  semiconductor  industry  has  always  demonstrated  a  special  com- 
petence in  microprocessors.  The  advent  of  the  MC68020  widens  our  country's 
lead  with  Motorola  m  the  first  rank,  for  units  of  power,  speed  and  compatibility. 

Today,  it  is  quite  safe  to  say  that  the  Motorola  M68000  family  of  micro- 
processors holds  a  prominent  world  position  in  design-ins  by  leading  electronics 
firms  in  the  U.S.Japan  and  Europe. 

It  is  also  quite  safe  to  say  that  we  are  not  only  determined  to  keep  that  lead, 
but  to  widen  the  gap  again. 

pA)  MOTOROLA  A  World  Leader  in  Electronics. 


Our  family  portrait. 


Quality  and  productivity  through  employee  participation  in  management. 


)  1984  Motorola  Inc     Motorola  and  (St)   are  registered  trademarks  of  Motorola,  Inr 


WHO'S 
WHERE  IN 
THE  STOCK 
MARKET 

Over  the  past  five  years, 
the  median  share  price  gain 
of  the  ranked  companies 
on  this  list  is  over  50%. 
That  has  protected  most 
investors  against  inflation 
and  made  a  few  very  rich. 

r 


1* 

he  companies  that  rank  high  in  this  table  have 
^m  one  thing  in  common:  They  made  piles  of  money  for 
those  smart — or  lucky — enough  to  have  held  their  shares 
over  the  past  five  years. 

For  the  stars  in  the  top  ten,  the  big  winners  tend  to  be 
founders  or  of  founding  families.  That's  because  an  unusu- 
al number  of  these  firms  are  still  dominated  by  the  people 
who  got  them  started.  There  is  something  else  unusual 
about  this  year's  crop  of  stock  market  stars:  All  but  three 
of  the  ten  companies  with  the  highest  five-year  gains  are 
retailers. 

At  The  Limited,  Leslie  Wexner  presides  over  the  na- 
tion's largest  chain  of  women's  apparel  specialty  shops. 
Toys  "R"  Us  Chairman  Charles  Lazarus  applied  supermar- 
ket concepts  to  his  market,  and  now  has  198  outlets.  Then 
there's  Sam  Walton.  He  started  with  one  Arkansas  variety 
store  and  now  runs  a  business  with  annual  revenues  of 
$4.6  billion.  Not  incidentally,  both  Walton  and  Wexner 
rate  a  spot  on  The  Forbes  Four  Hundred. 

Curious,  isn't  it?  In  recent  years  the  biggest  fortunes 
Wall  Street  has  banded  out  have  gone  to  enterprising 
merchant:  rather  than  to  software  stars  or  gene-splicing 
geniuses.  Look  outside  the  top  ten  and  you  will  see  First 
Boston  and  Donaldson,  Lufkin  &  Jenrette.  So  don't  worry 
about  the  dealmakers.  They  always  seem  to  leave  some- 
thing on  the  table  for  themselves. 

Another  fascinating  aspect  of  this  roster  is  the  number 
of  dramatic  turnarounds  that  have  made  investors  rich. 
Less  than  a  decade  ago  competitors  helped  bail  out  GEICO, 
because  they  fear:      ts  collapse  would  bring  tougher  insur- 


ance regulation.  Now  the  company  is  an  industry  star. 
Similar  resurgences  have  occurred  at  firms  as  large  as 
Chrysler  and  as  small  as  Cooper  Tire. 

With  this  in  mind,  forget  the  big  gainers  at  the  top  of  the 
table.  Value-oriented  investors  look  at  companies  that 
have  lagged  the  pack  rather  than  at  the  pacesetters.  After 
all,  what  has  gone  up  can  easily  come  down.  But  what 
hasn't  budged  might  someday  take  off.  Of  course,  the  47 
companies  at  the  end  of  this  list  are  special  situations. 
They  don't  have  five-year  performance  ratings  because 
divestitures,  spinoffs  or  new  stock  issues  make  valid  com- 
parisons impossible. 

But  look  closely  at  the  34  firms  where  share  prices  are 
down  by  more  than  50%  since  1979.  What  do  these  losers 
have  in  common?  Many — like  Tosco  and  Charter — did 
well  when  oil  prices  were  high,  but  they  expanded  too  fast. 
Others,  such  as  Allis-Chalmers  and  International  Harvest- 
er, are  trapped  at  the  bottom  in  viciously  cyclical  indus- 
tries. Then  there  are  companies  like  Storage  Technology 
and  Oak  Industries,  which  cooled  off  abruptly  after  devel- 
oping one  very  hot  product. 

The  challenge  is  to  spot  the  next  Chrysler,  the  next 
GEICO.  Those  who  succeed  aren't  guaranteed  to  become 
as  wealthy  as  Sam  Walton,  but  they'll  surely  earn  hand- 
some returns. 

Guessing  wrong  might  not  be  too  bad,  either.  Over  the 
past  five  years  the  median  share  price  gain  of  the  ranked 
companies  on  this  list  was  over  50% .  That's  considerably 
better  than  the  Consumer  Price  Index,  which  gained  37% 
over  the  period.  ■ 
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no's 

where  in  the  stock  market 

Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

i       83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

1         7 

Limited 

1,484.6% 

31    -   1% 

25% 

$  3.25 

0.13 

$1.38 

19 

1.25 

$0.24 

0.9% 

2       27 

Dillatd  Dept  Stores 

1,010.3 

41%-  3 

40 'A 

14.65 

0.36 

3.06 

13 

0.58 

0.20 

0.5 

i       10 

Zayte 

969.7 

49    -  3% 

44% 

20.02 

0.45 

3.68 

12 

0.29 

0.40 

0.9 

4         1 

Pulte  Home 

900.3 

37V2-   1% 

167/8 

5.69 

0.34 

0.89 

19 

0.45 

0.12 

0.7 

5       15 

Rose's  Stores 

861.5 

25 'A-  2'/2 

23  Vi 

12.09 

0.51 

2.31 

10 

0.27 

0.38 

1.6 

6        6 

Wal-Mart  Stores 

846.9 

47    -  3'/2 

41 '/8 

5.27 

0.13 

1.73 

24 

0.97 

0.21 

0.5 

7         3 

Subaru  of  America 

841.4 

120    -  9% 

II6V2 

24.11 

0.21 

9.38 

12 

0.63 

1.68 

1.4 

8         4 

Toys  "R"  Us 

788.4 

527/sh-  4% 

50% 

8.68 

0.17 

1.77 

28 

1.84 

none 

0.0 

9 

Ames  Department  Stores 

715.1 

30V2-  2% 

27% 

7.60 

0.28 

1.75 

16 

0.47 

0.20 

0.7 

0         8 

Coleco  Industries 

677.3 

65-2 

17 

5.58 

0.33 

-1.35 

def 

0.39 

none 

0.0 

1       40 

First  Boston 

645.2 

667/g-  5 

52% 

34.29 

0.65 

5.98 

9 

0.33 

2.00 

3.8 

2       95 

Donaldson,  Lufkin 

637.5 

29'/2-  3'/2 

29  Vi 

12.77 

0.43 

1.65 

18 

0.46 

0.28 

0.9 

3       60 

Dean  Foods 

629.6 

29%-  3% 

27Vs 

7.92 

0.29 

1.84 

15 

0.41 

0.48 

1.8 

4       69 

Allegheny  Beverage 

625.9 

20%-  2'/2 

18% 

9.88 

0.53 

1.66 

11 

0.18 

0.40 

2.1 

5       36 

Saga 

614.7 

40%-  3% 

33% 

12.70 

0.38 

2.47 

14 

0.37 

0.44 

1.3 

6       33 

State  Street  Boston 

578.8 

47'/4-  5'/2 

42 

27.92 

0.66 

5.44 

8 

0.73 

1.00 

2.4 

7       18 

Stop  &  Shop  Cos 

574.0 

62%-  5% 

42% 

24.53 

0.58 

4.79 

9 

0.16 

1.00 

2.4 

8       31 

MEI 

500.0 

40    -  4% 

36% 

10.03 

0.28 

2.54 

14 

0.88 

0.44 

1.2 

9         2 

First  Executive 

493.7 

18!/4-  1% 

11  Vi 

9.94 

0.86 

1.10 

10 

0.36 

none 

0.0 

10     107 

Culbro 

484.2 

26'/2-  3 

23 

29.55 

1.28 

3.06 

8 

0.10 

0.60 

2.6 

11     126 

Strawbridge  &  Clothier 

471.8 

56    -  7% 

50% 

32.52 

0.64 

4.64 

11 

0.45 

0.90 

1.8 

12       83 

CFS  Continental 

469.0 

39l/8-  4% 

37% 

13.98 

0.37 

2.23 

17 

0.23 

0.40 

1.1 

a 

Cooper  Tire  &  Rubber 

468.4 

22%-  2% 

16% 

13.96 

0.83 

2.28 

7 

0.32 

0.40 

2.4 

14       68 

American  Greetings 

460.0 

33%-  4% 

33  >/4 

11.61 

0.35 

2.09 

16 

1.20 

0.58 

1.7 

15     110 

M  Lowenstein 

460.0 

49%-  6 

43% 

44.33 

1.01 

7.28 

6 

0.28 

2.00 

4.6 

(6 

Coachmen  Industries 

436.4 

395/8-  2'/4 

14% 

9.13 

0.62 

2.13 

7 

0.24 

0.40 

2.7 

17      13 

Chicago  &  North  Western 

436.1 

53%-  4 

24 '/a 

18.59 

0.77 

2.58 

9 

0.42 

none 

0.0 

18       38 

Walgreen 

423.3 

447/s-  6% 

43l/2 

13.52 

0.31 

2.78 

16 

0.49 

0.88 

2.0 

»       17 

GEICO 

415.8 

655/8-  8% 

61'/4 

19.88 

0.32 

4.96 

12 

1.24 

0.88 

1.4 

JO     119 

Flowers  Industries 

414.9 

17    -  2% 

16% 

5.46 

0.34 

0.96 

17 

0.61 

0.38 

2.3 

11       42 

Fleetwood  Enterprises 

410.8 

41%-  2'/2 

23% 

9.25 

0.39 

2.56 

9 

0.40 

0.36 

1.5 

»2       77 

Hannaford  Bros 

403.2 

32    -  5% 

29% 

17.82 

0.60 

3.04 

10 

0.16 

0.90 

3.0 

S3         5 

MCI  Communications 

398.0 

27%-  1% 

7% 

4.87 

0.64 

0.17 

45 

0.89 

none 

0.0 

54     108 

Brunswick 

393.5 

36>A-  5'/s 

33 

17.82 

0.54 

4.26 

8 

0.50 

1.00 

3.0 

15 

Advanced  Micro  Devices 

390.8 

41%-  4'/2 

■   29% 

5.09 

0.17 

2.26 

13 

1.95 

none 

0.0 

56       16 

Oxford  Industries 

383.8 

257/s-  2'/8 

13 

10.89 

0.84 

1.92 

7 

0.25 

0.40 

3.1 

»7     134 

First  Atlanta 

383.5 

25%-  4% 

24% 

16.25 

0.66 

3.19 

8 

0.61 

0.88 

3.6 

58     161 

Dibrell  Brothers 

380.0 

28%-  5'/4 

27% 

21.09 

0.76 

6.14 

5 

0.23 

1.00 

3.6 

»9       23 

VF 

374.4 

41%-  4% 

25 '/2 

12.18 

0.48 

3.82 

7 

0.71 

1.12 

4.4 

40       64 

Savannah  Foods  &  Inds 

374.2 

45    -  6% 

32% 

26.32 

0.80 

5.46 

6 

0.19 

1.65 

5.0 

41     173 

Smart  &  Final  Iris 

370.2 

122'/2-20 

122'/4 

65.89 

0.54 

11.32 

11 

0.21 

1.80 

1.5 

42       82 

USAir  Group 

365.5 

39%-  6V2 

32 

26.77 

0.84 

5.12 

6 

0.46 

0.12 

0.4 

43       39 

Sysco 

362.8 

44'/2-  6% 

35 

13.67 

0.39 

2.22 

16 

0.31 

0.36 

1.0 

44       76 

ConAgra 

360.9 

27%-  5 

26'/2 

11.33 

0.43 

1.79 

15 

0.22 

0.87 

3.3 

45       29 

Paine  Webber  Group 

360.3 

61%-  5% 

31!/2 

19.76 

0.63 

0.77 

41 

0.33 

0.60 

1.9 

46       93 

Trust  Co  of  Georgia 

357.5 

31%-  5% 

27% 

13.60 

0.49 

3.54 

8 

1.10 

1.00 

3.6 

47     169 

New  York  Times 

356.9 

38>/2-  6 

35% 

10.60 

0.30 

2.37 

15 

1.16 

0.52 

1.5 

48       99 

Meredith 

355.6 

56%-10% 

53% 

24.29 

0.46 

4.07 

13 

1.10 

0.80 

1.5 

♦9 

Guardian  Industries 

345.6 

297/s-  4% 

22 

9.34 

0.42 

1.77 

12 

0.91 

0.32 

1.5 

50       65 

Sherwin-Williams 

345.1 

32%-  5% 

29% 

16.18 

0.55 

2.75 

11 

0.33 

0.76 

2.6 

51     121 

Arden  Group 

344.4 

16    -  2% 

15 

10.62 

0.71 

1.26 

12 

0.08 

none 

0.0 

52     109 

Pay  Less  Drug  Stores  NW 

343.9 

24V8-  3% 

22% 

7.19 

0.32 

1.48 

15 

0.47 

0.34 

1.5 

53       14 

Bergen  Brunswig 

342.4 

39  'A-  4'/4 

23'/2 

9.99 

0.43 

1.45 

16 

0.17 

0.32 

1.4 

54       67 

Giant  Food 

333.9 

26%-  4% 

25% 

13.21 

0.52 

2.90 

9 

0.19 

0.80 

3.1 

55     283 

Tyson  Foods 

332.6 

23%-  3% 

23% 

8.56 

0.37 

2.33 

10 

0.24 

0.08 

0.3 

56       25 

E  F  Hutton  Group 

331.3 

53%-  6V2 

31 

23.43 

0.76 

1.44 

22 

0.32 

0.80 

2.6 

57       48 

Marriott 

328.4 

81    -16% 

75  Vi 

23.37 

0.31 

4.72 

16 

0.57 

0.54 

0.7 

58       62 

General  Cinema 

327.5 

28-4 

25% 

6.54 

0.26 

1.85 

14 

0.99 

0.46 

1.8 

59     151 

Munford 

326.7 

24%-  3% 

22 

12.66 

0.58 

1.89 

12 

0.22 

0.54 

2.5 

60     168 

Chrysler 

322.2 

35%-  3 

28  Vi 

9.18 

0.32 

7.31 

4 

0.20 

1.00 

3.5 

61       57 

United  States  Shoe 

321.0 

49    -  5'/2 

25  Vi 

18.16 

0.72 

2.88 

9 

0.34 

0.86 

3.4 

62       74 

Collins  &  Aikman 

316.9 

45    -  6'/4 

33% 

22.41 

0.66 

5.46 

6 

0.36 

1.20 

3.5 

63       97 

American  Stores 

316.9 

44    -  6% 

37 

15.26 

0.41 

3.98 

9 

0.12 

0.64 

1.7 

lote:  Except  as  indicated,  price  changes  are  fror 

n  Dec.  31, 197 

9  to  Nov.  15,  1984.  *Not  rani 

ced.  tFour-year  price  chan 

>e.  t Three  year 

price  change.  ttPrice 

change  does  not  reflect  the 

alue  of  shares  received  in  a  spinoff,  def:  defici 

t.  NM:  Not  me 

aningful  NE:  Negative  equ 

iv.  NA:  Not  ava 

liable. 

Sources:  Media  General  h'inanc 

al  Services,  Inc. 
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Who's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

b 

84        83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

64 

Gap  Stores 

316.2% 

45  >/.-     3% 

22  Vi 

$   14.24 

0.63 

$  2.21 

10 

0.38 

$0.50 

2.2% 

l 
1 

65       19 

Berkshire  Hathaway 

306.3 

1,385    -245 

,300 

981.75 

0.76 

68.90 

19 

2.25 

none 

0.0 

66     214 

Armstrong  Rubber 

305.5 

22%-       35/8 

18'/2 

19.49 

1.05 

2.61 

7 

0.27 

0.48 

2.6 

67       44 

Dow  Jones 

303.7 

57    -     8% 

40% 

6.50 

0.16 

2.01 

20 

2.77 

0.72 

1.8 

1 

68     383 

Denny's 

302.4 

415/8-     77/s 

41% 

19.45 

0.47 

2.78 

15 

0.53 

none 

0.0 

: 

69     180 

Fidelcor 

296.6 

44    -     8% 

43% 

46.76 

1.07 

6.97 

6 

0.36 

2.40 

5.5         i 

• 

70     196 

Washington  Post 

296.4 

85    -   15% 

83'/4 

22.50 

0.27 

5.66 

15 

1.22 

0.80 

1.0 

1 

71       54 

Natl  Convenience  Stores 

294.1 

18'/8-     2% 

16l/2 

5.59 

0.34 

0.98 

17 

0.38 

0.36 

2.2 

1 

72       51 

Food  Lion 

289.4 

14%-     25/s 

13% 

2.35 

0.17 

0.65 

21 

0.53 

0.07 

0.5 

1 

73     123 

Magic  Chef 

288.1 

435/s-     6 

32V2 

25.23 

0.78 

5.99 

5 

0.29 

0.80 

2.5        | 

i 

74       86 

Rite  Aid 

286.6 

27V*-     4% 

25  % 

7.67 

0.30 

1.87 

14 

0.78 

0.41 

1.6        J 

- 

75     237 

Ruddick 

286.0 

29%-     6% 

27'/2 

20.84 

0.76 

2.98 

9 

0.16 

0.86 

3.1 

76     423 

Wendy's  International 

285.7 

20'/2-     2% 

16% 

5.66 

0.34 

1.20 

14 

1.02 

0.28 

1.7 

1 

77     160 

Super  Food  Services 

285.4 

28%-     6'/s 

23 

16.28 

0.71 

2.20 

10 

0.06 

0.44 

1.9        t 

.1 

78       35 

Lockheed 

284.8 

48%-     7% 

441/4 

13.09 

0.30 

4.94 

9 

0.38 

0.45 

1.0 

79       32 

Warnaco 

282.8 

36%-     5'/s 

221/4 

16.45 

0.74 

2.61 

9 

0.41 

0.88 

4.0 

| 

80     132 

Supermarkets  General 

281.3 

33    -     5% 

30 '/2 

13.61 

0.45 

2.33 

13 

0.15 

0.42 

1.4 

I 

81        70 

James  River  Corp  of  Va 

281.0 

42 'A-     6% 

32% 

17.45 

0.53 

3.43 

10 

0.39 

0.56 

1.7        , 

3 

82     224 

Ball  Corp 

279.6 

44%-     9'/2 

44'/s 

23.21 

0.53 

3.96 

11 

0.48 

1.28 

2.9 

Ii 

83       47 

Humana 

277.2 

33%-     5% 

24% 

7.67 

0.31 

1.96 

13 

1.22 

0.68 

2.7        , 

1 

84       89 

City  Federal  S  &.  L 

271. 4t 

15%-     l'/> 

9% 

10.80 

1.11 

3.76 

3 

0.15 

0.20 

2.1 

i 

84     376 

Pueblo  International 

271.4 

13%-     2% 

13 

11.38 

0.88 

1.21 

11 

0.09 

0.16 

1.2 

1 

86       53 

Beverly  Enterprises 

266.8 

44%-     5 '/a 

31% 

15.34 

0.48 

1.69 

19 

0.61 

0.32 

1.0 

n 

87     150 

Fleming  Cos 

265.7 

34V2-     7% 

32 

14.73 

0.46 

2.62 

12 

0.12 

0.88 

2.8 

s 

88     108 

Loews 

264.2 

94  %-  21'/s 

88% 

62.14 

0.70 

11.87 

7 

0.48 

1.00 

1.1 

:1 

89 

Bruno's 

261.0* 

21    -     2% 

18'/2 

4.72 

0.26 

1.12 

17 

0.44 

0.28 

1.5 

1 

90     128 

Mercantile  Stores 

260.5 

75'/2-  12% 

54% 

35.75 

0.65 

5.79 

9 

0.48 

1.20 

2.2 

i 

91      152 

Teledyne 

260.1 

302%-  60% 

2571/2 

129.66 

0.50 

18.25 

14 

0.88 

none 

0.0 

:l 

92     250 

Alexander's 

256.9 

28 '/2-     5% 

22% 

15.05 

0.66 

0.89 

26 

0.20 

none 

0.0 

93 

Kaman 

253.8 

24  !/2-     6l/s 

23 

12.78 

0.56 

2.32 

10 

0.30 

0.56 

2.4 

94     223 

Phillips- Van  Heusen 

248.7 

28%-     5 '/a 

24% 

20.57 

0.84 

2.77 

9 

0.28 

0.40 

1.6 

• 

95       26 

R  H  Macy 

247.0 

64%-   10'/. 

41% 

22.61 

0.54 

4.13 

10 

0.51 

1.04 

2.5 

1 

96       84 

Hartmarx 

244.7 

36'A-     6'/2 

27'A 

22.21 

0.82 

3.33 

8 

0.32 

1.12 

4.1 

3 

97     225 

First  Union 

240.2 

34%-     6'/2 

32 

21.33 

0.67 

4.06 

8 

0.75 

1.00 

3.1        , 

| 

98     154 

Lowe's  Companies 

239.7 

32%-     5% 

24% 

8.04 

0.33 

1.57 

16 

0.56 

0.32 

1.3 

il 

99       75 

Browning-Ferris  Inds 

238.5 

47%-     8'/s 

34% 

11.97 

0.35 

2.60 

13 

1.18 

1.08 

3.1        j 

| 

100     157 

Avery  International 

237.5 

31%-     7% 

30% 

12.29 

0.40 

2.31 

13 

0.66 

0.60 

2.0 

■1 

101     341 

Marsh  Supermarkets 

237.1 

20%-     4% 

14% 

11.87 

0.80 

0.61 

24 

0.09 

0.48 

3.3 

t 

102     218 

Equifax 

236.8 

37%-     8'/2 

32% 

11.48 

0.35 

2.49 

13 

0.47 

1.70 

5.2 

j 

103     406 

Singer 

234.2 

35%-     6'/4 

301/2 

15.98 

0.52 

1.98 

15 

0.21 

0.10 

0.3        j 

i 

104       46 

Comdisco 

232.8 

42    -     1% 

11% 

6.64 

0.57 

1.05 

11 

0.58 

0.20 

1.7 

>' 

105     188 

Barnett  Banks  of  Fla 

231.9 

43%-   HVs 

42% 

28.31 

0.66 

5.24 

8 

0.53 

1.36 

3.2 

1 

106       49 

Burlington  Northern 

225.2 

54%-   12% 

45% 

50.75 

1.11 

7.07 

6 

0.42 

1.00 

2.2        , 

■ 

107       50 

Rolm 

225.1 

80    -   17'/4 

68% 

23.20 

0.34 

1.48 

47 

2.19 

none 

0.0 

• 

108       12 

Wang  Laboratories 

224.2 

42 '/2-     7'/s 

271/4 

9.01 

0.33 

1.59 

17 

1.62 

0.16 

0.6 

' 

109       28 

Texas  Oil  &  Gas 

223.2 

27%-     6% 

20'/2 

7.18 

0.35 

1.65 

12 

2.10 

0.18 

0.9 

' 

110     263 

H  J  Heinz 

223.1 

44    -   11% 

43% 

16.43 

0.38 

3.59 

12 

0.74 

1.60 

3.7 

' 

111       55 

Tandy 

220.0 

64'/2-     7% 

25 

10.64 

0.43 

2.59 

10 

0.84 

none 

0.0 

• 

112     234 

Anheuser-Busch 

218.9 

77    -  21 

71% 

36.21 

0.50 

7.27 

10 

0.54 

2.00 

2.8 

113     130 

Capital  Cities  Commun 

218.5 

174'/2-  40 

154% 

47.73 

0.31 

10.05 

15 

2.22 

0.20 

0.1 

1 

114     454 

Carnation 

218.5 

81    -  21 

79% 

32.22 

0.40 

5.78 

14 

0.80 

2.40 

3.0 

• 

115     182 

Hershey  Foods 

217.8 

39%-   10 

391/8 

19.02 

0.49 

3.33 

12 

0.67 

1.40 

3.6 

■ 

116     178 

R  R  Donnelley  &  Sons 

217.5 

48    -   11% 

44% 

18.51 

0.42 

3.34 

13 

0.99 

1.00 

2.3 

■ 

117     114 

Brow .  i  Group 

216.2 

39%-     7% 

26% 

18.82 

0.70 

3.23 

8 

0.35 

1.36 

5.1 

1 

118     219 

Turnei  construction 

215.1 

24%-     6% 

221/4 

13.14 

0.59 

2.97 

7 

0.05 

1.10 

4.9 

119     211 

Fleet  Financial  Group 

214.2 

28  '/s-     7'/2 

27% 

20.98 

0.76 

3.71 

7 

0.60 

1.32 

4.8 

120     125 

Nordstrom 

212.9 

46    -     7% 

33'/4 

12.82 

0.39 

2.07 

16 

0.71 

0.40 

1.2 

121      106 

Dayton-Hudson 

212.7 

40%-     9'/s 

33 '/8 

15.91 

0.48 

2.61 

13 

0.42 

0.74 

2.2 

, 

122     100 

Waldbaum 

212.4 

27'/2-     4% 

17 

21.37 

1.26 

2.41 

7 

0.05 

none 

0.0 

1 

123     241 

Citizens  &  Southern  Ga 

212.2 

19V4-     5 

19% 

12.22 

0.64 

2.18 

9 

0.78 

0.76 

4.0 

124     235 

Weis  Mar! 

211.6 

40V8-   10 

351/4 

13.76 

0.39 

2.65 

13 

0.76 

0.64 

1.8 

125     198 

Sheller-Globc 

211.1 

-     4% 

241/2 

20.11 

0.82 

3.73 

7 

0.26 

0.70 

2.9 

126       41 

Fuqua  Ino 

210.8tt 

39%-     6 

28% 

14.98 

0.52 

3.64 

8 

0.31 

0.40 

1.4 

Note:  Except  as  indicated,  pi  ii  e  cl 

51   - 

1<>84  'Not  rani 

<ed.  t  Four-year  price  chan 

?e  tThree-year  price  change.  ttPrice 

change  does  not  reflect  tl 

value  of  shares  received  in  a  s 

Negative  equ 

ty.  NA:  Not  available. 

Sources:  Media  General  Financ 

al  Services,  Inc 
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lio's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

1       83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

7       24 

E-Systems 

210.3% 

44%-  6% 

25  to 

$  8.13 

0.32 

$1.95 

13 

0.93 

$0.50 

2.0% 

8     239 

Outboard  Marine 

209.4 

275/s-  4to 

2474 

21.79 

0.88 

3.02 

8 

0.45 

0.64 

2.6 

9     190 

Cox  Communications 

208.2 

5514-15 

49  to 

17.64 

0.36 

2.98 

17 

1.96 

0.34 

0.7 

0     242 

AMR 

207.4 

4174-     6% 

317s 

26.53 

0.85 

6.45 

5 

0.29 

none 

0.0 

1     279 

Thrifty  Corp 

206.8 

2574-  4 '/8 

19% 

7.72 

0.39 

1.40 

14 

0.30 

0.52 

2.6 

2     170 

Macmillan 

206.5 

447s- 107s 

43 

16.21 

0.38 

3.13 

14 

0.83 

1.00 

2.3 

3     459 

First  Natl  Supermarkets 

204.5 

23l/2-  3% 

16% 

16.23 

0.97 

-4.01 

def 

0.04 

none 

0.0 

4     122 

G  D  Searle 

202.6 

6172-1774 

577s 

14.85 

0.26 

3.06 

19 

2.36 

0.52 

0.9 

5     204 

Blount 

202.4 

195/s-  5 

157e 

8.87 

0.56 

2.10 

8 

0.22 

0.40 

2.5 

6     264 

American  Family 

200.0 

25    -  5% 

24% 

11.81 

0.48 

2.02 

12 

0.61 

0.64 

2.6 

6       88 

Roper  Corp 

200.0 

29%-  4'/4 

1574 

16.19 

1.03 

2.80 

6 

0.18 

0.64 

4.1 

6     228 

Uniroyal 

200.0 

18    -  3'/8 

12% 

18.14 

1.42 

2.47 

5 

0.19 

0.12 

0.9 

9     344 

Ralston  Purina 

198.9 

35 'A-  9'/4 

327s 

11.60 

0.35 

2.68 

12 

0.56 

0.92 

2.8 

0     448 

Torchmark 

198.8 

347.-  8  to 

31 

18.91 

0.61 

2.97 

10 

0.91 

1.00 

3.2 

1     118 

ServiceMaster  Inds 

198.5 

46    -  97s 

3174 

2.70 

0.09 

1.33 

23 

0.83 

1.12 

3.6 

2       63 

General  Host 

196.9 

22    -  4to 

18 

11.60 

0.64 

1.11 

16 

0.31 

0.40 

2.2 

3     186 

Manhattan  Industries 

196.4 

267/s-  4 

16% 

17.99 

1.07 

2.92 

6 

0.16 

0.30 

1.8 

4     232 

Wachovia 

195.9 

28    -  75/s 

27 

15.49 

0.57 

2.91 

9 

0.99 

0.92 

3.4 

5     117 

Penn  Central 

194.7 

50'/4-  9% 

45  to 

45.27 

0.99 

1.03 

44 

0.39 

none 

0.0 

6     549 

Rohr  Industries 

194.7 

46"/s-  8 

42 

24.45 

0.58 

4.92 

9 

0.53 

none 

0.0 

7       78 

Merrill  Lynch 

193.5 

5672-  7% 

2874 

21.09 

0.75 

0.20 

NM 

0.46 

0.80 

2.8 

8     305 

Clorox 

191.5 

36 to-  77s 

297s 

16.40 

0.55 

3.01 

10 

0.79 

1.20 

4.0 

9     247 

Deluxe  Check  Printers 

190.8 

54%- 16% 

5178 

12.73 

0.25 

3.82 

14 

1.71 

1.76 

3.4 

0       73 

Waste  Management 

190.6 

61%- 12 

4272 

16.01 

0.38 

2.73 

16 

1.72 

0.80 

1.9 

1     102 

Shop  well 

190.4 

35%-  3% 

12% 

19.75 

1.61 

0.21 

58 

0.04 

0.16 

1.3 

2     144 

Dun  &  Bradstreet 

189.5 

70    -17'/s 

63  to 

10.29 

0.16 

6.75 

9 

2.11 

1.88 

3.0 

3       81 

SCOA  Industries 

189.1 

337/8-  7 

24% 

10.88 

0.44 

2.24 

11 

0.29 

0.76 

3.1 

4     129 

McGraw-Hill 

189.0 

537/s-l  2'/s 

41 

12.27 

0.30 

2.78 

15 

1.51 

1.24 

3.0 

5     260 

DeSoto 

188.4 

377.-1074 

34% 

23.20 

0.68 

3.52 

10 

0.50 

1.40 

4.1 

6       58 

Natl  Medical  Enterprises 

187.4 

32%-  6to 

21% 

11.02 

0.52 

1.82 

12 

0.69 

0.52 

2.4 

7     143 

Natl  Service  Industries 

186.8 

287s-  8'A 

27to 

15.18 

0.56 

2.50 

11 

0.62 

•      0.88 

3.2 

8     158 

Republic  New  York 

186.7 

50    -12'/s 

37 

35.77 

0.97 

5.51 

7 

0.46 

1.60 

4.3 

9     165 

Albertson's 

185.9 

3074-  874 

277. 

11.93 

0.44 

2.33 

12 

0.20 

0.68 

2.5 

0       37 

Federal  Express 

185.3 

4872-  9% 

3374 

15.44 

0.46 

2.07 

16 

0.98 

none 

0.0 

1     273 

Cluett,  Peabody 

184.6 

3274-  774 

2774 

26.02 

0.94 

3.37 

8 

0.25 

1.00 

3.6 

2 

Rykoif-Sexton 

184.6 

187s-  4% 

177. 

11.50 

0.67 

1.51 

11 

0.13 

0.50 

2.9 

3     255 

Melville 

184.5 

477s-ll% 

397s 

15.78 

0.40 

3.48 

11 

0.48 

1.32 

3.4 

.4         9 

Financial  Corp  of  Amer 

184.5 

32%-   lto 

8 

18.17 

2.27 

-1.09 

def 

0.11 

0.20 

2.5 

5     252 

Alexander  &  Baldwin 

182.5 

3974-  9% 

37% 

21.51 

0.58 

3.49 

11 

1.52 

1.20 

3.2 

6     115 

Seagram 

179.0 

40    -11 

3774 

30.95 

0.82 

4.29 

9 

1.88 

0.80 

2.1 

•7     382 

CoreStates  Financial 

178.4 

417s-ll% 

407s 

33.12 

0.82 

6.03 

7 

0.58 

2.08 

5.2 

.8     277 

Shawmut 

177.3 

3378-1078 

30to 

31.53 

1.03 

4.34 

7 

0.48 

1.68 

5.5 

>9       85 

EG&G 

176.2 

3878-1174 

337. 

7.12 

0.21 

1.80 

19 

0.88 

0.48 

1.4 

'0     183 

North  American  Philips 

175.7 

39%- 11% 

367s 

30.79 

0.83 

4.39 

8 

0.25 

1.00 

2.7 

1     191 

G  C  Murphy 

173.5 

43    -  9% 

40 

36.97 

0.92 

4.51 

9 

0.18 

1.40 

3.5 

'2       71 

Levitz  Furniture 

173.2 

4772-  9 

367s 

19.16 

0.53 

4.01 

9 

0.41 

0.72 

2.0 

'3     258 

United  Virginia  Bankshrs 

172.3 

3478-lOto 

347s 

26.75 

0.78 

4.50 

8 

0.64 

1.44 

4.2 

'4     270 

Bankers  Trust  New  York 

170.6 

55%- 18 

547s 

55.29 

1.02 

9.26 

6 

0.37 

2.70 

5.0 

'5     147 

Kelly  Services 

170.3 

26    -  7% 

25 

6.91 

0.28 

1.95 

13 

0.46 

0.64 

2.6 

'6     116 

Hospital  Corp  of  Amer 

168.9 

56%- 13% 

40 

18.23 

0.46 

3.24 

12 

1.03 

0.50 

1.3 

'7     461 

Kellwood 

168.5 

4374-  878 

24  to 

28.31 

1.16 

4.23 

6 

0.12 

1.00 

4.1 

'8     105 

Associated  Dry  Goods 

168.5 

7172-177s 

567s 

50.73 

0.90 

6.11 

9 

0.22 

2.60 

4.6 

'9     309 

McDonald's 

168.0 

5578-167s 

51% 

19.73 

0.38 

4.26 

12 

1.39 

0.82 

1.6 

10     314 

Bank  of  New  England 

167.1 

65    -1772 

5474 

55.24 

1.01 

8.36 

7 

0.32 

2.84 

5.2 

M     145 

Curtice-Burns 

166.7 

28    -  6% 

27 

15.27 

0.57 

2.87 

9 

0.15 

0.80 

3.0 

12     284 

Bristol-Myers 

166.2 

5078-157. 

49% 

13.89 

0.28 

3.35 

15 

1.63 

1.60 

3.2 

» 

BayBanks 

166.1 

4272-12% 

42% 

40.81 

0.97 

5.50 

8 

0.50 

2.20 

5.2 

34     299 

Northrop 

165.8 

3972-11 

367s 

12.62 

0.35 

3.28 

11 

0.49 

1.20 

3.3 

85     380 

Maryland  National 

165.6 

4272-1272 

42  to 

42.17 

0.99 

5.63 

8 

0.49 

1.60 

3.8 

86     262 

Reichhold  Chemicals 

165.3 

387s-  97s 

3  lto 

26.37 

0.84 

3.52 

9 

0.29 

0.80 

2.5 

87     189 

Banc  One 

164.0 

2874-  6% 

2474 

14.80 

0.61 

2.80 

9 

0.90 

1.00 

4.1 

88     353 

Midlantic  Banks 

163.2 

26    -  7to 

25  to 

21.26 

0.83 

4.01 

6 

0.60 

1.12 

4.4 

89       90 

Super  Valu  Stores 

162.8 

37-9 

317s 

10.41 

0.33 

2.16 

15 

0.18 

0.68 

2.2 

ote:  Except  as  indicated,  price  changes  are  fror 

n  Dec.  31. 19" 

9  to  Nov.  15, 1984.  *Not  rani 

<ed.  tFour-year  price  chan 

§e.  tThree-year  price  change.  ttPrice 

change  does  not  reflect  the 

alue  of  shares  received  in  a  spinoff,  def:  defici 

t  NM:  Not  m< 

;aningful.  NE:  Negative  equ 

ry.  NA:  Not  ava 

liable. 

Sources-  Media  General  Firtanc 

al  Services,  Inc 

.  Forbes 

RBES,  JANUARY  14,  1985 
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84        83 
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per  share       ratio 
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dividend        yield     j  i 

190       30 

Stone  Container 

160.6% 

45    -  9% 

32 

$19.72 

0.62 

$1.33 

24 

0.36 

$0.60 

1.9%  I  3 

191       45 

Avnet 

160.3 

50    -  97/s 

30'/2 

17.08 

0.56 

2.47 

12 

0.63 

0.50 

1.6 

192     310 

Robertshaw  Controls 

160.1 

35%-  9% 

29  Vi 

22.19 

0.75 

4.36 

7 

0.38 

1.12 

3.8      .  2 

193     289 

Cullum  Companies 

158.1 

20    -  57/s 

17Vi 

11.45 

0.65 

1.73 

10 

0.11 

0.56 

3.2      .  3 

194     159 

Allied  Bancshares 

157.2 

27%-  7% 

23% 

11.74 

0.50 

2.79 

8 

0.97 

0.84 

3.6    i  a 

195     501 

Harcourt  Brace 

156.0 

44'/i-12'/2 

4H/8 

20.19 

0.49 

3.59 

11 

0.56 

1.00 

2.4 

196     275 

Quaker  Oats 

155.1 

36%-12'/8 

36% 

17.79 

0.49 

3.29 

11 

0.42 

1.24 

3.4 

197     205 

Westinghouse  Electric 

154.7 

28%-  9»/a 

25% 

19.48 

0.76 

2.91 

9 

0.45 

1.00 

3.9 

198     221 

Fort  Howard  Paper 

154.6 

63'/2-17% 

57% 

23.95 

0.41 

4.16 

14 

1.41 

1.64 

2.8 

199       11 

Anixter  Bros 

154.2 

29    -  5'/s 

15% 

10.53 

0.69 

0.82 

19 

0.46 

0.28 

1.8      ! 

200     569 

Scott  &  Fetzer 

153.8 

59    -17>/4 

57% 

32.46 

0.56 

5.98 

10 

0.54 

1.80 

3.1 

201     386 

Consolidated  Foods 

152.9 

34%-  9% 

32% 

17.32 

0.53 

3.32 

10 

0.25 

1.44 

4.4     ; 

202     238 

Morton  Thiokol 

152.3 

31%-  7% 

27% 

12.52 

0.45 

2.27 

12 

0.69 

0.64 

2.3 

203     192 

H  H  Robertson 

150.4 

48'/2-13% 

37% 

29.87 

0.79 

2.51 

15 

0.37 

1.60 

4.2 

204       91 

Piedmont  Aviation 

150.1 

42 '/s-  8% 

31V4 

26.61 

0.84 

4.65 

7 

0.27 

0.28 

0.9 

205     550 

Palm  Beach 

149.6 

38%- 13 

38% 

24.71 

0.64 

3.93 

10 

0.30 

1.20 

3.1 

206     535 

Consolidated  Papers 

148.6 

35    -11% 

33% 

16.69 

0.49 

3.33 

10 

1.11 

1.28 

3.8 

207     435 

Pillsbury 

148.6 

44%-13'/2 

43  Vi 

24.22 

0.56 

4.01 

11 

0.44 

1.56 

3.6      i 

208     335 

May  Department  Stores 

148.4 

42'/2-12 

39% 

26.79 

0.67 

4.73 

8 

0.37 

1.72 

4.3 

209     104 

Rohm  &  Haas 

147.3 

81    -16% 

59'/2 

35.05 

0.59 

6.81 

9 

0.74 

2.00 

3.4 

210     231 

Ryder  System 

147.1 

59%- 13% 

52  !/2 

27.95 

0.53 

5.64 

9 

0.45 

1.08 

2.1 

211      141 

Rockwell  International 

147.0 

35V6-11 

29% 

15.13 

0.51 

3.25 

9 

0.48 

1.00 

3.3 

212     213 

General  Re 

146.4 

73    -18% 

59% 

29.19 

0.49 

2.87 

21 

1.53 

1.44 

2.4 

213     402 

NCNB 

145.9 

351/4-10 

33  Vi 

23.55 

0.70 

3.98 

8 

0.66 

1.32 

3.9 

214     131 

Sonoco  Products 

145.8 

47'/2-12% 

40  % 

21.70 

0.54 

3.79 

11 

0.60 

1.28 

3.2      j 

215     686 

GAF 

145.7 

25%-  7% 

24% 

7.04 

0.28 

-073 

def 

0.49 

0.10 

0.4     : 

216     553 

United  Merchants  &  Mfrs 

143.8 

15%-  3'/2 

14% 

19.86 

1.36 

1.78 

8 

0.20 

none 

0.0 

217     318 

Cummins  Engine 

143.5 

88'/4-25% 

75  Vi 

53.40 

0.71 

19.02 

4 

0.32 

2.20 

2.9      1 

218 

Huntington  Bancshares 

142.2 

33%- 10% 

33% 

29.48 

0.87 

4.35 

8 

0.47 

1.48 

4.4 

219     367 

Borden 

141.9 

63V2-19% 

57% 

49.65 

0.86 

6.96 

8 

0.33 

2.72 

4.7 

1 
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Who's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

84 

83 

Company 

change 

range 

price 

(per  share) 

pnce 

per  share 

ratio 

ratio 

dividend 

yield 

220 

124 

Grumman 

140.9% 

33%-  8% 

26'/2 

$16.08 

0.61 

$3.79 

7 

0.31 

$1.00 

3.8% 

221 

98 

Jerrico 

140.7 

23  Vi-  5 'A 

17% 

11.46 

0.65 

1.32 

13 

0.55 

0.12 

0.7 

222 

136 

Hanover  Insurance  Cos 

140.0 

32%-  9% 

27% 

31.99 

1.15 

2.11 

13 

0.42 

0.56 

2.0 

223 

257 

Colt  industries 

139.9 

57    -17% 

52% 

19.65 

0.37 

5.61 

9 

0.67 

2.50 

4.8 

224 

216 

PPG  Industries 

139.0 

38    -13 

34!/2 

26.41 

0.77 

4.37 

8 

0.58 

1.44 

4.2 

225 

155 

Borg-Warner 

138.3 

27%-  7'/2 

21% 

17.19 

0.80 

2.28 

9 

0.49 

0.92 

4.3 

226 

• 

Phibro-Salomon 

137.5* 

40%- 10 

30% 

15.73 

0.51 

3.25 

10 

0.15 

0.54 

1.7 

227 

181 

Big  V  Supermarkets 

137.1 

16%-  2% 

10 

7.32 

0.73 

0.42 

24 

0.10 

0.40 

4.0 

228 

156 

Tyco  Laboratories 

136.0 

37%- 10 

33% 

18.02 

0.54 

3.67 

9 

0.50 

0.80 

2.4 

229 

276 

Zenith  Electronics 

135.9 

38%-  7% 

23 

17.08 

0.74 

2.99 

8 

0.32 

none 

0.0 

230 

340 

Gerber  Products 

135.7 

32-8 

24% 

15.73 

0.64 

2.56 

10 

0.56 

1.16 

4.7 

231 

184 

Circle  K 

135.1 

33%-  8 

31 

7.90 

0.25 

2.11 

15 

0.30 

0.74 

2.4 

232 

265 

Monfort  of  Colorado 

133.9 

20%-  3% 

17% 

14.73 

0.85 

3.48 

5 

0.05 

none 

0.0 

233 

21 

Varian  Associates 

133.9 

63%-10'/2 

35% 

16.93 

0.48 

2.72 

13 

0.83 

0.26 

0.7 

234 

580 

Laclede  Gas 

133.3 

23  Vi-  Vh 

22% 

16.35 

0.72 

3.29 

7 

0.29 

1.70 

7.5 

235 

389 

Mohasco 

132.9 

25 'A-  7 

211/4 

30.40 

1.43 

2.42 

9 

0.20 

0.40 

1.9 

236 

• 

Media  General 

132.7 

65%-20% 

60% 

35.28 

0.58 

5.42 

11 

0.79 

1.08 

1.8 

237 

326 

American  Express 

132.6 

49%- 12% 

34% 

18.94 

0.55 

1.92 

18 

0.63 

1.28 

3.7 

238 

112 

PHH  Group 

132.4 

47    -  9'/2 

25% 

13.41 

0.53 

2.35 

11 

0.72 

0.88 

3.5 

239 

201 

Pioneer  Hi-Bred  Intl 

131.8 

33%-  9% 

31 

11.03 

0.36 

2.17 

14 

1.38 

0.80 

2.6 

240 

287 

Whirlpool 

131.3 

57    -14% 

43% 

26.76 

0.62 

5.16 

8 

0.51 

2.00 

4.6 

241 

396 

Arvin  Industries 

131.3 

20%-  6'/2 

181/2 

16.07 

0.87 

2.53 

7 

0.28 

0.80 

4.3 

242 

210 

A  H  Robins 

131.0 

29%-  6% 

201/2 

14.69 

0.72 

1.39 

15 

0.84 

0.76 

3.7 

243 

379 

Consolidated  Edison 

129.9 

30V4-  9% 

27% 

28.41 

1.02 

4.41 

6 

0.63 

2.12 

7.6 

244 

447 

First  Natl  State  Bancorp 

129.7 

46%-15% 

45% 

45.32 

1.00 

6.78 

7 

0.46 

2.88 

6.3 

245 

148 

SEDCO 

129.1 

49    -17'/. 

44 '/4 

19.16 

0.43 

5.13 

9 

1.92 

0.58 

1.3 

246 

166 

Holiday  Inns 

128.5 

59    -13% 

41% 

26.69 

0.65 

3.42 

12 

0.85 

0.90 

2.2 

247 

142 

AMP 

128.4 

391/2-11 

30% 

7.44 

0.24 

1.92 

16 

1.82 

0.64 

2.1 

248 

167 

Hewlett  Packard 

128.3 

48 1/4- 12% 

33% 

11.32 

0.34 

2.59 

13 

1.43 

0.22 

0.7 

249 

329 

Kimberly-Clark 

128.2 

49V2-18% 

461/2 

32.81 

0.71 

4.64 

10 

0.60 

2.20 

4.7 

'  for  America's  offices  for  eighty  years 


You  know  well  be  there 
tomorrow. 

Call  for  information  air  a  Royal  demon 
stration:  1-800-528-6050,  ext.  2246. 
It  could  be  the  most  critical  business 
decision  you  make  today. 
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Who's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

84        83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

250     195 

Ceco  Industries 

127.6% 

26    -  8'/a 

20 '/s 

$28.42 

1.41 

$2.18 

9 

0.17 

$0.76 

3.8% 

251      163 

Revco  D  S 

127.5 

37%-  9'/e 

26% 

12.21 

0.45 

2.52 

11 

0.43 

0.80 

3.0 

252     317 

General  Electric 

126.7 

59%-22 

57% 

24.78 

0.43 

4.86 

12 

0.95 

2.20 

3.8 

253     544 

Campbell  Soup 

126.3 

71    -25  Vi 

67% 

39.05 

0.58 

5.93 

11 

0.60 

2.50 

3.7 
4  2 

254     436 

Philip  Morris 

126.0 

82V8-29V8 

81% 

32.27 

0.40 

8.07 

10 

0.99 

3.40 

255     308 

Security  Pacific 

125.6 

55%-18V4 

52% 

48.38 

0.91 

7.66 

7 

0.38 

2.44 

4.6 

256     432 

Amer  District  Telegraph 

125.0 

325/s-  7'/4 

22 '/2 

16.66 

0.74 

1.02 

22 

0.58 

0.92 

4.1 
4.4 
2.3 
29 

257     362 

Universal  Leaf  Tobacco 

124.2 

22    -  7% 

20% 

13.49 

0.65 

2.50 

8 

0.35 

0.92 

258     339 

Illinois  Tool  Works 

124.0 

29%- 10% 

28 

13.62 

0.49 

2.23 

13 

1.23 

0.64 

259     288 

Std  Commercial  Tobacco 

122.0 

27'A-  6Vs 

17 

24.14 

1.42 

3.52 

5 

0.11 

0.50 

260     350 

Vulcan  Materials 

120.7 

73%-30'/2 

72 

39.90 

0.55 

6.83 

11 

0.87 

2.44 

3.4 

261 

Prime  Computer 

120.3 

32%-  6 

I61/4 

5.63 

0.35 

1.15 

14 

1.26 

none 

0.0 

3.0 
2.2 

262     208 

Pitney  Bowes 

120.3 

36^-10% 

35% 

15.70 

0.45 

3.38 

10 

0.74 

1.04 

263     534 

Hoover  Universal 

119.5 

29  Vi-  8'/s 

23  Vt 

14.34 

0.62 

2.61 

9 

0.38 

0.50 

264     500 

FMC 

119.2 

62    -21 5/s 

57 

41.84 

0.73 

6.91 

8 

0.39 

2.20 

3.9 

265     510 

IC  Industries 

119.2 

27%-  8% 

27% 

33.49 

1.23 

3.64 

7 

0.28 

1.30 

4.8       ; 

266     559 

Wetterau 

118.5 

26    -  9% 

25!/8 

14.75 

0.59 

2.26 

11 

0.09 

0.88 

3.5 
3.7 
6.5 

3.4    ; 

267     268 

Consol  Freightways 

118.2 

30%-  9 

27 

20.00 

0.74 

2.65 

10 

0.46 

1.00 

268     716 

National  Fuel  Gas 

118.0 

29%-  95/s 

28% 

46.00 

1.60 

4.10 

7 

0.30 

1.88 

269     648 

Ford  Motor 

117.9 

51%-10'/2 

46% 

41.23 

0.89 

16.19 

3 

0.17 

1.60 

270     135 

General  Dynamics 

117.4 

69%- 18% 

65% 

23.91 

0.36 

7.23 

9 

0.40 

1.00 

1.5 
3.0 

2.4 
5.5 
4.5 

271     378 

Figgie  Intl  Holdings 

116.9 

27%-  8'/2 

22 '/2 

30.44 

1.35 

3.38 

7 

0.18 

0.68 

272     194 

Dover 

116.5 

40    -15% 

34% 

14.06 

0.41 

2.80 

12 

1.03 

0.82 

273     361 

CBT 

116.5 

38    -12% 

32% 

34.07 

1.04 

4.79 

7 

0.41 

1.80 

274     399 

Hammermill  Paper 

116.1 

55%-19% 

45% 

45.47 

1.00 

6.00 

8 

0.23 

2.04 

275     185 

West  Point-Pepperell 

115.5 

54y8- 14'/8 

3874 

41.11 

1.07 

5.40 

7 

0.29 

2.20 

5.8 

276     230 

Roadway  Services 

115.1 

371/8-ll 

28% 

13.12 

0.46 

2.45 

12 

0.82 

1.00 

3.5 
2.2 

277     229 

Bell  &  Howell 

114.8 

30V2-  8'/4 

25% 

21.46 

0.85 

2.91 

9 

0.20 

0.56 

278     175 

Masco 

114.7tt 

37    -  9% 

27% 

12.32 

0.45 

2.20 

12 

1.44 

0.56 

2.0 

279     473 

Questar 

114.4 

34V4-12% 

31% 

19.64 

0.62 

3.15 

10 

0.86 

1.60 

5.0 

280     606 

Potomac  Electric  Power 

114.1 

25'/4-10 

24% 

18.80 

0.76 

3.18 

8 

0.99 

1.94 

7.9 
3.5 

281     246 

Times  Mirror 

113.7 

45%-14% 

39 

16.31 

0.42 

3.36 

12 

0.98 

1.36 

282     296 

Allied  Stores 

113.1 

56'/2-18% 

50% 

46.00 

0.90 

6.17 

8 

0.27 

2.00 

3.9 
5.9 

283     347 

Bank  of  Boston 

113.0 

47%- 16% 

40% 

53.27 

1.30 

6.40 

6 

0.26 

2.40 

284     601 

Capital  Holding 

112.7 

44    -16 

42 

33.00 

0.79 

4.54 

9 

0.62 

1.54 

3.7 

285     297 

Knight-Ridder  Newspapers 

112.5 

31    -  9'/2 

27% 

12.59 

0.46 

2.06 

13 

1.10 

0.64 

2.3        j 

286     217 

Amer  Medical  Intl 

112.3 

37l/4-  9l/4 

21'/2 

9.73 

0.45 

1.64 

13 

0.89 

0.60 

2.8 

287     372 

Gannett 

112.3 

485/s-17% 

45% 

12.78 

0.28 

2.63 

17 

1.94 

1.48 

3.3 

288     338 

Amer  International  Grp 

112.2 

77%-26 

67% 

35.24 

0.52 

5.11 

13 

1.17 

0.44 

0.7 

289     240 

Martin  Marietta 

112.1 

46%- 14% 

43% 

21.25 

0.48 

-5.72 

def 

0.35 

1.34 

3.1 

290     462 

Interpublic  Group 

112.0 

36    -12% 

35% 

14.68 

0.41 

3.00 

12 

0.61 

1.00 

2.8 

291     304 

Federal-Mogul 

111.6 

37'/2-12'/2 

34 '/8 

22.47 

0.66 

3.49 

10 

0.51 

1.52 

4.5 

292     465 

Gillette 

111.4 

57'/2-17% 

55% 

24.65 

0.44 

5.15 

11 

0.76 

2.44 

4.4 

293     282 

City  Investing 

110.4 

44'/2-14!/2 

37% 

32.10 

0.85 

0.91 

42 

0.23 

2.00 

5.3 

294     330 

Yellow  Freight  System 

110.3 

48'/.-107/8 

30'/2 

17.55 

0.58 

3.11 

10 

0.33 

1.00 

3.3 

295     293 

Hoover 

110.0 

28'/2-  8% 

26% 

14.58 

0.56 

2.73 

10 

0.48 

1.00 

3.8 

296 

Primark 

109.9* 

35%- 14 

33% 

37.02 

1.11 

5.95 

6 

0.14 

2.00 

6.0 

297       34 

Sanders  Associates 

109.9 

60%- 16 

371/4 

16.58 

0.45 

2.25 

17 

0.95 

0.56 

1.5 

298     704 

ARA  Services 

109.0 

70%-23'/2 

70 

46.16 

0.66 

5.19 

13 

0.25 

2.10 

3.0 

299 

Nnrstar  Bancorp 

108.9 

367/s-l  45/s 

33% 

30.87 

0.91 

4.67 

7 

0.81 

2.20 

6.5 

300     321 

Auto  Data  Processing 

108.6 

44  Vi- 16'/. 

36% 

13.50 

0.37 

2.19 

17 

1.39 

0.62 

1.7 

301     302 

Ethyl 

107.8 

30%-  9 

30 

21.13 

0.70 

3.19 

9 

0.66 

0.85 

2.8 

302     474 

General  Mills 

107.0 

60    -19 

51% 

27.05 

0.52 

4.66 

11 

0.42 

2.24 

4.3 

303       87 

Payless  Cashways 

106.7 

341/2-  5i/4 

15% 

7.60 

0.49 

1.24 

12 

0.50 

0.16 

1.0 

304     661 

Emhart 

106.4 

31s/s-105/s 

29% 

18.52 

0.63 

3.38 

9 

0.45 

1.40 

4.8 

305     202 

Abbott  Lahoiat 

106.1 

53%-17'/s 

42% 

11.70 

0.28 

3.20 

13 

1.68 

1.20 

2.8 

306     560 

Genuine  Paris 

104.8 

33%-12'/2 

321/4 

11.72 

0.36 

2.14 

15 

0.77 

1.02 

3.2 

307     561 

Kellogg 

104.6 

39'/4-l  55/s 

38% 

12.78 

0.33 

3.24 

12 

1.17 

1.76 

4.6 

308     272 

American  General 

■U 

26'/4-  8V4 

24% 

24.04 

0.97 

2.71 

9 

0.33 

0.90 

3.6 

309     626 

Wisconsin  Elcc  ?ower 

33%-125/s 

31 

25.19 

0.81 

4.41 

7 

0.74 

2.28 

7.4 

310     391 

R  J  Reynolds  Industries 

102.6tt 

69%-27 

68% 

37.70 

0.55 

7.20 

10 

0.72 

3.40 

4.9 

311     278 

Harvey  Hubbell 

7V*-WA 

32% 

18.99 

0.58 

3.27 

10 

0.83 

1.36 

4.1 

312     568 

Stanadyne 

J 02  2 

95/s 

231/2 

16.78 

0.71 

3.61 

7 

0.48 

1.00 

4.3 

313     149 

Motorola 

1 

49%- 13% 

34% 

16.47 

0.48 

3.33 

10 

0.77 

0.64 

1.9 

Note:  Except  as  indicated,  price  ch.i. 

15  1984. 'Not  rani 

<ed.  tFour-vear 

price  chan 

?e  t  Three-year  price  change.  ttPrice 

change  does  not  reflect  th 

value  of  shares  received  in  .  i 

1 

\egative  equ 

ty.  NA:  Not  ava 

lable 

Sources. 

Media  General  Financ 

al  Services,  Inc 

,  Forbes 
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ho's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

I     445 

United  States  Gypsum 

101.6% 

65'/.-25% 

63'/2 

$43.88 

0.69 

$10.47 

6 

0.49 

$3.00 

4.7% 

>     409 

Old  Republic  Intl 

101.1 

37%-  9% 

33 

26.25 

0.80 

4.75 

7 

0.70 

0.88 

2.7 

i     373 

Kroger 

100.7 

47!/4-14 

38  V» 

23.98 

0.63 

3.16 

12 

0.11 

2.00 

5.2 

7     529 

Consol  Natural  Gas 

100.6 

40%- 18% 

40% 

31.58 

0.77 

5.12 

8 

0.46 

2.32 

5.7 

i     813 

Data  General 

100.0 

59I/2-101/s 

54% 

20.71 

0.38 

3.08 

18 

1.14 

none 

0.0 

>     245 

Wyman-Gordon 

100.0 

37'/4-13 

27 

16.69 

0.62 

2.22 

12 

1.26 

0.80 

3.0 

1     403 

J  C  Penney 

99.5 

67%- 19% 

52'/8 

47.93 

0.92 

6.39 

8 

0.29 

2.36 

4.5 

1     352 

Eaton 

99.0 

56!/2-20!/. 

51 

30.39 

0.60 

7.19 

7 

0.50 

1.20 

2.4 

I     153 

Ametek 

99.0 

301/.-  9% 

23% 

8.09 

0.34 

1.92 

12 

1.04 

0.80 

3.4 

i     519 

Emerson  Electric 

98.2 

713/4-29'/2 

69% 

24.83 

0.36 

5.10 

14 

1.14 

2.60 

3.7 

1     346 

Sun  Banks 

98.2 

29Vi-10% 

27% 

23.36 

0.84 

3.18 

9 

0.66 

1.20 

4.3 

5     385 

So  New  England  Tel 

97.8 

40    -14% 

33% 

28.60 

0.85 

4.10 

8 

0.80 

2.72 

8.1 

6     294 

Pfizer 

97.5 

44%- 16 

38% 

13.66 

0.35 

3.02 

13 

1.61 

1.32 

3.4 

7     244 

Shell  Oil 

97.2 

65'/2-25 

53  Vi 

36.76 

0.69 

5.62 

10 

0.80 

2.00 

3.7 

8     522 

Chemical  New  York 

96.2 

37'/2-14% 

32 

43.75 

1.37 

6.20 

5 

0.27 

2.36 

7.4 

9     471 

Delta  Air  Lines 

96.2 

51    -15'/2 

38% 

26.38 

0.69 

5.67 

7 

0.35 

0.60 

1.6 

0     647 

Dart  &  Kraft 

95.7t 

85%-39% 

85!/s 

53.31 

0.63 

8.59 

10 

0.41 

4.24 

5.0 

1     440 

Texas  American  Bancshrs 

95.7 

45%- 15% 

36% 

32.76 

0.89 

3.95 

9 

0.60 

1.52 

4.2 

2     437 

Great  Atl  &  Pacific  Tea 

95.7 

18    -  3Vi 

16% 

10.02 

0.59 

1.01 

17 

0.11 

none 

0.0 

3     333 

Texas  Commerce  Bancshrs 

95.5 

48'/4-20% 

43 

31.64 

0.74 

5.62 

8 

0.71 

1.56 

3.6 

4     417 

Goodyear 

94.2 

36%- 10% 

25 

28.61 

1.14 

3.94 

6 

0.26 

1.60 

6.4 

5     763 

Jefferson-Pilot 

93.8 

39%- 14% 

38% 

31.80 

0.82 

3.86 

10 

1.31 

1.32 

3.4 

6     397 

Unocal 

93.3 

56V2-21 

43V4 

29.82 

0.69 

4.17 

10 

0.71 

1.00 

2.3 

7     463 

Owens-Illinois 

93.2 

461/4-18'/4 

39 '/s 

39.35 

1.01 

4.82 

8 

0.33 

1.68 

4.3 

8     523 

Nash  Finch 

92.9 

22-8 

18 

18.34 

1.02 

2.33 

8 

0.08 

1.00 

5.6 

9     369 

Insilco 

92.8 

251/2-  8 

18>/2 

14.94 

0.81 

1.89 

10 

0.41 

1.00 

5.4 

0     607 

Kansas  Power  &  Light 

92.1 

35V4-14Vi 

333/8 

27.18 

0.81 

5.07 

7 

0.36 

2.76 

8.3 

1     323 

Dennison  Manufacturing 

91.7 

26    -10% 

23 

14.45 

0.63 

2.23 

10 

0.49 

1.20 

5.2 

2     384 

TRW 

91.5 

82    -34Vi 

73% 

43.26 

0.59 

6.96 

11 

0.46 

3.00 

4.1 

3     538 

Libbey-Owens-Ford 

91.2 

50    -19% 

46% 

35.06 

0.76 

5.81 

8 

0.32 

1.32 

2.8 

4     203 

Dorsey 

91.2 

44%- 12% 

271/4 

25.43 

0.93 

2.38 

11 

0.20 

1.20 

4.4 

5     712 

Interstate  Bakeries 

91.0 

16%-  4!/2 

16 

12.76 

0.80 

-2.75 

def 

0.11 

none 

0.0 

6     567 

IBM 

90.7 

134'/4-48% 

122% 

38.01 

0.31 

10.28 

12 

1.69 

4.40 

3.6 

7     646 

Northern  Trust 

90.2 

64    -27% 

63  % 

70.61 

1.12 

3.83 

17 

0.42 

2.72 

4.3 

8     507 

Firestone  Tire  &  Rubber 

90.1 

23%-  6'/s 

16% 

26.65 

1.58 

2.19 

8 

0.18 

0.80 

4.7 

9     649 

Mercantile  Bancorp 

89.8 

31%-13% 

31'/2 

35.54 

1.13 

4.71 

7 

0.53 

1.92 

6.1 

0     426 

Chubb 

89.4 

53    -19% 

48 

42.20 

0.88 

2.85 

17 

0.52 

2.20 

4.6 

1     411 

Carson  Pirie  Scott 

89.1 

44%- 12% 

36% 

35.42 

0.96 

2.27 

16 

0.17 

1.20 

3.3 

2 

Wilson  Foods 

88.9t 

145/8_  4i/8 

10% 

6.91 

0.65 

-1.21 

def 

0.03 

none 

0.0 

3     475 

Bank  of  New  York 

88.7 

34%- 13% 

331/2 

38.10 

1.14 

6.17 

5 

0.34 

2.04 

6.1 

4     313 

Lear  Siegler 

88.6 

49'/2-18>/8 

43% 

30.90 

0.71 

5.03 

9 

0.37 

1.80 

4.1 

4     442 

SCM 

88.6 

431/2-16% 

43% 

54.32 

1.25 

4.85 

9 

0.21 

2.00 

4.6 

6     401 

Westvaco 

88.4 

42    -I6V2 

38'/2 

29.39 

0.76 

4.60 

8 

0.61 

1.32 

3.4 

»7     311 

Gulf  &  Western  Inds 

88.2 

35    -11% 

27% 

26.01 

0.93 

3.57 

8 

0.47 

0.90 

3.2 

8     505 

McDonnell  Douglas 

88.0 

73%-22'/2 

68% 

53.50 

0.78 

7.89 

9 

0.30 

1.62 

2.4 

.9     439 

Travelers 

87.5 

38'/4-16'/2 

35% 

36.52 

1.02 

3.96 

9 

0.23 

1.92 

5.4 

.0     387 

Maytag 

87.4 

57%-21'/2 

46% 

15.98 

0.34 

4.58 

10 

1.00 

3.10 

6.6 

.1     138 

Allied  Supermarkets 

86.4 

4%-   1 

21/2 

7.23 

2.82 

0.00 

NM 

0.03 

none 

0.0 

»2     812 

St  Regis 

86.4 

59%- 171/2 

56% 

40.02 

0.71 

3.57 

16 

0.56 

1.12 

2.0 

>3     518 

Allegheny  Power  System 

86.3 

29'/2-12i/8 

28% 

23.70 

0.82 

3.64 

8 

0.82 

2.70 

9.4 

>4     359 

Avondale  Mills 

86.3 

25%-  6% 

151/4 

23.37 

1.53 

3.12 

5 

0.20 

0.80 

5.2 

>5     759 

Atlanta  Gas  Light 

86.1 

29    -12% 

26% 

29.34 

1.10 

4.50 

6 

0.14 

2.52 

9.4 

(6 

Peoples  Energy 

85.9t 

15!/2-  7 

14% 

11.88 

0.80 

2.07 

7 

0.28 

1.06 

7.1 

57     348 

American  Brands 

85.6 

65'/8-29'/4 

63 

36.90 

0.59 

7.16 

9 

0.77 

3.75 

6.0 

58     490 

Winn-Dixie  Stores 

85.6 

37%-14!/s 

30i/2 

14.86 

0.49 

2.85 

11 

0.17 

1.68 

5.5 

$9     847 

UAL 

85.5 

45    -13  !/2 

41  Vi 

40.33 

0.97 

6.73 

6 

0.21 

0.50 

1.2 

70     162 

Todd  Shipyards 

84.8 

41%- 14 

331/2 

30.27 

0.90 

5.25 

6 

0.24 

1.32 

3.9 

71     429 

Bemis 

84.5 

27    -IOV2 

25% 

24.85 

0.98 

2.32 

11 

0.22 

0.88 

3.5 

72     596 

Northern  States  Power 

84.4 

44'/4-18 

41V4 

34.17 

0.83 

5.89 

7 

0.72 

3.24 

7.9 

73     542 

Farmers  Group 

84.3 

49%- 23 

49% 

27.04 

0.54 

4.56 

11 

1.94 

1.52 

3.1 

74     777 

Coca-Cola 

83.7 

66    -28% 

63% 

21.42 

0.34 

4.67 

14 

1.15 

2.76 

4.4 

75 

Swift  Independent 

83.7$ 

37%-  8% 

22'/2 

23.52 

1.05 

2.86 

8 

0.04 

1.20 

5.3 

76     322 

Combined  International 

83.7 

43'/2-16'/8 

351/8 

22.98 

0.65 

3.95 

9 

0.77 

2.08 

5.9 

77     209 

Shaklee 

83.5 

42 '/4-  6'/2 

13% 

12.00 

0.86 

1.01 

14 

0.39 

0.72 

5.2 

ote:  Except  as  indicated,  price  changes  are  fror 

n  Dec.  31,19" 

79  to  Nov  15, 1984.  'Not  ran 

«ed.  tFour-year 

price  chan 

ge.  |Three-year  price  change.  ttPrice 

change  does  not  reflect  the 

due  of  shares  received  in  a  sninoff.  def:  defici 

t.  NM:  Not  m 

janingful  NE:  Negative  equ 

itv.  NA:  Not  ava 

lable. 

Sources:  Media  General  Fincinc 

ial  Services,  Inc 

,  Forbes 
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Who's 

where  in  the  stock  market 

- 

Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Cur 

84 

83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yielc 

378 

589 

Wisconsin  Public  Service 

83.5% 

32%- 13% 

317/8 

$25.38 

0.80 

$4.32 

7 

0.58 

$2.56 

8.0' 

379 

502 

Lincoln  National 

83.4 

411/2-16% 

401/s 

35.82 

0.89 

4.07 

10 

0.40 

1.84 

4.6 

380 

465 

Amer  National  Insurance 

83.3 

30V4-10V8 

28% 

31.82 

1.10 

3.20 

9 

1.12 

1.08 

3.7 

381 

227 

Service  Merchandise 

83.2 

26%-  3% 

12'/4 

8.36 

0.68 

1.48 

8 

0.23 

0.08 

0.7 

382 

611 

So  California  Edison 

82.7 

24%- 10 

22% 

18.82 

0.84 

3.17 

7 

0.98 

2.04 

9.1 

383 

452 

Household  International 

82.1 

34'/.- 13% 

33 

28.38 

0.86 

4.10 

8 

0.20 

1.75 

5.3 

384 

460 

Southeast  Banking 

81.7 

27%-121/2 

26 '/a 

25.75 

0.99 

3.27 

8 

0.42 

1.08 

4.1 

385 

486 

American  Home  Products 

81.7 

55%-21% 

49Vi 

13.09 

0.26 

4.33 

11 

1.51 

2.64 

5.3 

386 

506 

Federated  Dept  Stores 

81.4 

69    -2VA 

50 '/a 

48.01 

0.96 

6.18 

8 

0.26 

2.40 

4.8 

387 

848 

Dominion  Resources 

81.0 

29 'A- 13% 

28i/2 

28.01 

0.98 

3.55 

8 

0.92 

2.72 

9.5 

388 

511 

Irving  Bank 

80.9 

34%- 15 

30% 

42.23 

1.37 

5.24 

6 

0.26 

1.84 

6.0 

389 

480 

Armstrong  World  Inds 

80.3 

33%- 12% 

29% 

24.55 

0.83 

3.52 

8 

0.46 

1.20 

4.0 

390 

701 

Orange  &  Rockland  L  tils 

80.2 

241/4-105/8 

22% 

19.70 

0.87 

2.85 

8 

0.53 

2.04 

9.0 

391 

455 

Parker-Hannifin 

79.9 

37    -147/s 

33% 

19.33 

0.57 

3.02 

11 

0.66 

1.12 

3.3 

392 

253 

Alco  Standard 

79.8 

40'/4-12% 

29 

19.43 

0.67 

2.85 

10 

0.19 

1.20 

4.1 

393 

680 

Manufacturers  National 

79.8 

451/2-ll% 

441/2 

57.61 

1.29 

7.02 

6 

0.38 

2.00 

4.5 

394 

374 

CNA  Financial 

79.7 

32    -lO'/i 

28% 

23.54 

0.82 

2.98 

10 

0.46 

none 

0.0 

395 

674 

PepsiCo 

78.9 

50    -20 

441/2 

19.17 

0.43 

2.12 

21 

0.50 

1.68 

3.8 

396 

602 

Florida  Power  &  Light 

76.5 

455/8-197/s 

44 '/a 

38.94 

0.88 

4.88 

9 

0.67 

3.76 

8.5 

397 

526 

Tyler 

76.4 

31'/2-10y2 

27% 

18.17 

0.67 

3.70 

7 

0.22 

0.70 

2.6 

398 

743 

Federal  Co 

76.4 

35V8-13 

32% 

27.55 

0.84 

5.36 

6 

0.20 

1.64 

5.0 

399 

256 

Cabot 

76.2 

36%- 14% 

26% 

20.98 

0.78 

3.02 

9 

0.49 

0.92 

3.4 

400 

* 

Arkansas  Best 

76.1 

27V2-  65/s 

15% 

13.29 

0.85 

2.39 

7 

0.15 

0.40 

2.6 

401 

732 

Baltimore  Gas  &  Elec 

75.7 

39%- 18% 

38% 

34.09 

0.88 

5.73 

7 

0.87 

3.20 

8.2 

402 

197 

Golden  West  Financial 

75.4 

30'/2-  4'/2 

18% 

11.34 

0.60 

3.78 

5 

0.39 

0.20 

1.1 

403 

377 

Scott  Paper 

75.3 

34%- 13% 

32 

30.59 

0.96 

3.52 

9 

0.60 

1.12 

3.5 

404 

176 

Life  Investors 

75.0 

41%-15'/2 

40% 

28.33 

0.70 

3.35 

12 

0.56 

0.24 

0.6 

405 

* 

Church's  Fried  Chicken 

74.9 

33'/2-16% 

28 '/a 

12.71 

0.45 

1.81 

16 

1.04 

0.80 

2.8' 

406 

752 

Society 

74.7 

34'/4-14'/4 

33% 

41.38 

1.23 

5.23 

6 

0.54 

1.70 

5.1 
2.7 

407 

316 

PACCAR 

74.5 

59'/2-18% 

44 

33.33 

0.76 

5.98 

7 

0.37 

1.20 

408 

838 

Petrie  Stores 

74.4 

40    -15'/2 

34 

14.11 

0.42 

2.37 

14 

0.98 

1.40 

4.1 

409 

404 

Sears,  Roebuck 

73.6 

45'/8-14% 

31'/4 

27.60 

0.88 

3.93 

8 

0.29 

1.76 

5.6 

410 

722 

Wells  Fargo 

73.5 

47%-18'/t 

46% 

50.15 

1.08 

6.48 

7 

0.31 

2.16 

4.6 

411 

215 

Morrison-Knudsen 

72.7 

46 1/2- 15% 

30% 

32.74 

1.06 

4.02 

8 

0.15 

1.40 

4.5^ 

412 

281 

Springs  Industries 

72.7 

45    -12% 

32% 

47.50 

1.47 

4.64 

7 

0.30 

1.52 

4.7' 

413 

607 

Rainier  Bancorporation 

72.5 

47>/8-17% 

47 

40.71 

0.87 

6.10 

8 

0.58 

1.76 

3.7' 

3.3  ij 
8.7  I 

414 

259 

Hilton  Hotels 

72.3 

60'/4-25'/2 

54'/2 

23.73 

0.44 

3.50 

16 

2.15 

1.80 

415 

597 

Pacific  Lighting 

71.9 

39'/4-17 

38i/4 

34.73 

0.91 

3.46 

11 

0.28 

3.32 

416 

482 

Kaufman  &  Broad 

71.4 

25  %-  6'/2 

16 1/2 

13.20 

0.80 

1.47 

11 

0.34 

0.40 

2.4 

416 

101 

M/A-Com 

71.4 

35  '/2-  97/8 

18 

9.08 

0.50 

0.90 

20 

1.01 

0.22 

1.2.! 

416 

600 

Union  Camp 

71.4 

43%-18;/8 

36 

24.55 

0.68 

3.76 

10 

0.91 

1.64 

4.6 

419 

614 

GenCorp 

71.3 

39'/8-ll'/4 

32% 

43.85 

1.33 

2.81 

12 

0.31 

1.50 

4.6 

420 

735 

AmeriTrust 

70.8 

55V2-23 

55  Vi 

67.50 

1.22 

7.11 

8 

0.82 

2.88 

5.2 

421 

885 

Talley  Industries 

70.3 

15%-  3% 

13% 

9.41 

0.69 

1.25 

11 

0.29 

none 

0.0 

422 

629 

General  Foods 

70.3 

597/s-23'/2 

571/4 

39.15 

0.68 

6.91 

8 

0.33 

2.50 

4.4. 

423 

700 

Provident  Life  &  Ace 

70.2 

83    -32'/2 

80 

73.62 

0.92 

10.63 

8 

0.56 

2.88 

3.6 

424 

543 

United  Technologies 

69.8 

41%-15% 

36'/2 

27.21 

0.75 

4.83 

8 

0.28 

1.40 

3.8 

425 

698 

Colgate-Palmolive 

69.6 

26 1/2- 11 

24% 

16.20 

0.66 

2.37 

10 

0.41 

1.28 

5.3 

426 

593 

Olin 

69.4 

34    -12'/2 

301/2 

35.37 

1.16 

3.78 

8 

0.35 

1.50 

4.9 

427 

809 

Warner  Lambert 

69.4 

36%- 17 

33% 

17.75 

0.52 

2.77 

12 

0.86 

1.48 

4.4 

428 

319 

George  A  Hormel 

69.3 

35    -13% 

29 

27.48 

0.95 

3.07 

9 

0.19 

1.08 

3.7.1 

429 

* 

Nabisco  Brands 

69.  It 

54    -25% 

52% 

26.91 

0.51 

4.79 

11 

0.51 

2.48 

4.; 

430 

* 

Rorer  Group 

68.8 

34I/4-14'/8 

29  i/s 

10.43 

0.36 

2.08 

14 

1.21 

1.08 

3.7 

431 

446 

McCormick 

68.6 

35 1/2- 16 

32% 

17.24 

0.52 

4.98 

7 

0.53 

0.88 

2.7 

432 

418 

Worthington  Industries 

68.5 

29    -  9% 

22% 

9.58 

0.42 

1.81 

13 

0.67 

0.56 

2.5 

433 

639 

Northwe;  -  Industries 

68.5 

80'/2-24% 

58% 

30.47 

0.52 

-1.72 

def 

0.64 

2.68 

4.6 

434 

576 

Foodaram;                      els 

68.4 

10%-  3 

8 

16.49 

2.06 

-1.02 

def 

0.02 

none 

O.C 

435 

496 

Square  D 

68.3 

41'/2-17% 

39% 

17.70 

0.45 

3.70 

11 

0.83 

1.84 

4.7 

436 

540 

Chesebrough-Pond's 

68.2 

47%-19'/s 

37 

18.26 

0.49 

3.18 

12 

0.70 

1.92 

5.2 

437 

721 

Southwestern  Public  Svc 

68.0 

22    -  9'/2 

20% 

12.99 

0.64 

2.57 

8 

0.99 

1.88 

9.3 

438 

785 

Hawaiian  Electric  Inds 

67.7 

21'/4-    9l/8 

20  '/a 

19.26 

0.96 

2.45 

8 

0.47 

1.64 

8.1 

439 

515 

Interlake 

67.7 

51  i/s-22  Vi 

41 1/2 

56.15 

1.35 

6.97 

6 

0.24 

2.60 

6.3 

440 

72 

Intel 

67.4 

451/4-10% 

28'/4 

10.04 

0.36 

1.92 

15 

2.06 

none 

O.C 

441 

Storer  Communications 

67.4 

44'/s-19 

40% 

19.91 

0.49 

-1.90 

def 

1.28 

0.40 

l.C 

Note:  Except  as  indicated,  price  charges  are  frorc 
value  of  shares  received  in  a 

1       <>84.  *Not  rant 
.'.ningful.  NE:  N  gative  equi 

:ed.  tFour-year  price  chanj 
ry.  NA:  Not  available. 

>e.  t  Three-year 

price  change.  ttPrice 

:hange  does  no 

refit 

Sources.  Media  General  Financi 

al  Seri'ices,  Inc. 

For! 

240 


FORBES,  JANUARY  1< 


bo's  where  in  the  stock  market 


Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

ank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

692 

Florida  Progress 

67.3% 

24 'A- 10% 

23% 

$19.61 

0.83 

$2.74 

9 

0.75 

$2.16 

9.1% 

371 

National  Gypsum 

67.0 

39%- 16% 

36% 

31.31 

0.85 

6.35 

6 

0.36 

1.76 

4.8 

450 

Celanese 

66.8 

80'/2-397/8 

79 

68.81 

0.87 

11.78 

7 

0.32 

4.40 

5.6 

328 

Hercules 

66.7 

431/8-15'/8 

34% 

24.33 

0.71 

3.65 

9 

0.71 

1.60 

4.7 

677 

San  Diego  Gas  &  Elec 

66.7 

22%-10'/2 

21% 

18.52 

0.85 

3.16 

7 

0.73 

2.10 

9.6 

520 

Cyclops 

66.3 

39%-13% 

37 

46.83 

1.27 

3.98 

9 

0.12 

1.10 

3.0 

694 

NBD  Bancorp 

65.7 

50    -19% 

48% 

66.85 

1.37 

7.37 

7 

0.44 

2.40 

4.9 

679 

Echlin 

65.3 

271/4-10 

25% 

12.57 

0.49 

2.12 

12 

0.77 

0.76 

3.0 

266 

Witco  Chemical 

65.3 

39l/2-13'/2 

33% 

23.06 

0.69 

4.27 

8 

0.33 

1.48 

4.4 

171 

Pantry  Pride 

65.2 

7%-  3 

4% 

3.67 

0.77 

0.20 

24 

0.23 

none 

0.0 

443 

New  England  Elec  System 

65.0 

43%- 1 7% 

36 1/2 

32.28 

0.88 

5.80 

6 

0.61 

3.60 

9.9 

706 

Delmarva  Power  &  Light 

64.4 

22>/4-10'/4 

20% 

16.87 

0.81 

2.69 

8 

0.89 

1.92 

9.3 

746 

Boeing 

64.3 

59!/2-15 

55% 

31.33 

0.56 

7.83 

7 

0.55 

1.40 

2.5 

754 

Duke  Power 

63.8 

30'/8-13% 

28% 

26.21 

0.93 

3.91 

7 

1.08 

2.48 

8.8 

638 

J  P  Morgan 

63.5 

86V4-39% 

75% 

75.42 

1.00 

11.21 

7 

0.50 

4.40 

5.8 

733 

Minn  Mining  &  Mfg 

63.2 

90'/2-45% 

82 

31.54 

0.38 

6.23 

13 

1.27 

3.40 

4.1 

20 

G  Heileman  Brewing 

62.7 

44    -  7'/s 

15 

9.01 

0.60 

1.92 

8 

0.34 

0.50 

3.3 

795 

Oklahoma  Gas  &  Electric 

62.6 

221/2- ll'/2 

21% 

17.93 

0.82 

2.59 

8 

0.87 

2.00 

9.2 

307 

Sun  Chemical 

62.4 

33    -13% 

29% 

21.51 

0.73 

1.44 

20 

0.27 

0.48 

1.6 

758 

Godfrey 

62.2 

151/2-6% 

14% 

11.39 

0.77 

0.87 

17 

0.07 

0.52 

3.5 

521 

Dexter 

62.0 

291/4-11 

221/s 

12.06 

0.55 

1.82 

12 

0.55 

0.80 

3.6 

663 

Wisconsin  Power  &  Light 

62.0 

31%-141/s 

28% 

24.46 

0.85 

3.64 

8 

0.64 

2.56 

8.9 

* 

Northwestern  Natl  Life 

61.8 

271/4-  9'/4 

27 

27.00 

1.00 

2.58 

10 

0.34 

0.80 

3.0 

931 

Mattel 

61.3 

311/2-  4% 

12% 

-10.65 

NE 

-9.26 

def 

0.49 

none 

0.0 

405 

Greyhound 

60.9 

28    -12'/2 

23% 

22.49 

0.97 

2.01 

12 

0.54 

1.20 

5.2 

708 

Commonwealth  Energy 

60.5 

23%- 11% 

22% 

23.59 

1.03 

5.00 

5 

0.28 

2.32 

10.1 

757 

RCA 

60.5 

40    -15% 

351/2 

21.25 

0.60 

2.22 

16 

0.30 

1.04 

2.9 

508 

First  Wisconsin 

60.0 

24%-  9% 

20 

32.00 

1.60 

3.39 

6 

0.30 

1.20 

6.0 

588 

Mellon  Bank 

59.9 

561/2-22 

44% 

53.67 

1.21 

6.12 

7 

0.40 

2.60 

5.9 

356 

American  Petrofina 

59.2 

71%-307/s 

6O1/2 

53.92 

0.89 

4.70 

13 

0.31 

3.20 

5.3 

248 

Arkla 

59.2 

29%- 10% 

20 

9.87 

0.49 

1.20 

17 

0.84 

1.08 

5.4 

640 

Exxon 

59.2 

451/2-24% 

43% 

34.79 

0.79 

6.87 

6 

0.39 

3.40 

7.7 

341 

Pay'n  Save 

59.1 

28%-  8% 

22% 

14.37 

0.63 

1.50 

15 

0.27 

0.60 

2.6 

139 

Litton  Industries 

59.0 

861/2-34% 

62 

47.75 

0.77 

7.32 

8 

0.56 

2.00 

3.2 

562 

Diversified  Energies 

58.4 

40    -171/8 

.35% 

32.62 

0.93 

7.21 

5 

0.19 

2.60 

7.4 

728 

Washington  Gas  Light 

58.4 

21%-  9 

17% 

16.24 

0.92 

5.04 

3 

0.33 

1.56 

8.9 

414 

Safeco 

58.4 

351/8-14% 

291/2 

27.74 

0.94 

3.61 

8 

0.61 

1.50 

5.1 

528 

Great  Northern  Nekoosa 

58.0 

43 1/4- 18 1/2 

34!/8 

34.73 

1.02 

4.84 

7 

0.47 

1.52 

4.5 

424 

Kidde 

57.9 

37    -14% 

28% 

27.47 

0.98 

3.45 

8 

0.25 

1.20 

4.3 

773 

Procter  &  Gamble 

57.2 

631/4-31% 

58% 

30.42 

0.52 

5.05 

12 

0.74 

2.60 

4.5 

740 

IPALCO  Enterprises 

57.1 

331/4-17 

31% 

27.14 

0.86 

4.25 

7 

1.21 

2.92 

9.2 

578 

Longs  Drug  Stores 

57.1 

501/8-22% 

44 

21.14 

0.48 

3.57 

12 

0.37 

1.28 

2.9 

783 

Southern  Company 

56.5 

18%- 10  % 

18 

17.60 

0.98 

3.09 

6 

0.72 

1.92 

10.7 

696 

TECO  Energy 

56.3 

30    -13% 

27% 

22.52 

0.81 

3.66 

8 

1.04 

2.20 

7.9 

771 

Iowa-Illinois  Gas  &  El 

56.1 

27%- 14% 

27% 

25.67 

0.95 

3.92 

7 

0.58 

2.60 

9.6 

643 

Wm  Wrigley  Jr 

55.6 

60    -29 

58% 

32.34 

0.55 

5.55 

11 

0.70 

2.92 

5.0 

804 

Universal  Foods 

55.3 

31    -  9% 

221/s 

16.79 

0.76 

1.71 

13 

0.36 

1.04 

4.7 

794 

Eastman  Kodak 

55.1 

981/8-42% 

74% 

45.41 

0.61 

5.09 

15 

1.18 

3.75 

5.0 

458 

Earle  M  Torgensen 

54.8 

31%- 13% 

23% 

25.58 

1.11 

1.66 

14 

0.53 

1.00 

4.3 

127 

National  Semiconductor 

54.5 

20    -  4% 

11% 

7.11 

0.60 

0.88 

13 

0.60 

none 

0.0 

653 

Scovill 

54.2 

32%- 13% 

27% 

19.88 

0.73 

2.77 

10 

0.40 

1.52 

5.6 

368 

McKesson 

53.9 

51    -20% 

39% 

30.26 

0.76 

3.74 

11 

0.16 

2.40 

6.1 

697 

General  Motors 

53.8 

82%-33% 

76% 

65.05 

0.85 

15.62 

5 

0.29 

5.00 

6.5 

492 

MCA 

53.7 

46%- 19 

41% 

23.86 

0.57 

2.09 

20 

1.31 

0.88 

2.1 

622 

Marsh  &  McLennan 

53.5 

56  %-26% 

54 

13.50 

0.25 

2.07 

26 

1.84 

2.40 

4.4 

j     664 

Northeast  Utilities 

53.4 

14%-  7% 

14 

13.83 

0.99 

2.76 

5 

0.70 

1.48 

10.6 

t    558 

Brooklyn  Union  Gas 

53.3 

351/2-19 

34'/2 

30.50 

0.88 

4.65 

7 

0.34 

3.00 

8.7 

»    358 

Genesco 

53.1 

11%-  2% 

6 '/8 

3.04 

0.50 

0.86 

7 

0.15 

none 

0.0 

1    641 

Business  Men's  Assur 

52.8 

47 1/4-20 '/2 

47 

47.78 

1.02 

5.76 

8 

0.62 

1.94 

4.1 

334 

Monsanto 

52.6 

58%-21 '/8 

451/2 

44.78 

0.98 

5.67 

8 

0.54 

2.30 

5.1 

.     364 

Burlington  Industries 

52.6 

43    -14% 

25% 

41.63 

1.62 

2.18 

12 

0.23 

1.64 

6.4 

1     591 

Amer  Broadcasting 

52.2 

77%-25% 

59% 

41.39 

0.69 

6.60 

9 

0.47 

1.60 

2.7 

I     533 

Transamerica 

52.2 

33    -14% 

25% 

28.21 

1.09 

2.15 

12 

0.33 

1.64 

6.3 

te:  Excep 

t  as  indicated,  price  changes  are  fron 

i  Dec.  31,  19" 

9  to  Nov.  15, 198-: 

.  'Not  rah 

ced.  fFour-year 

price  chan; 

>e.  ^Three-year  price  change.  ttPrice 

change  does  not  reflect  the 

ue  of  shares  received  in  a  spinoff,  def:  defici 

.  NM:  Not  me 

■aningful.  NE:  Negative  equ 

ty  NA:  Not  ava 

lable. 

Sources:  Media  General  Financi 

al  Sen  'ices,  /tie 

,  Forbes 
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Who's  where  in  the  stock  market 


Book 

Latest 

1 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Cun 

84        83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yielc 

505     495 

W  W  Grainger 

52.2% 

66    -  25 

56% 

$28.60 

0.50 

$4.55 

13 

0.80 

$1.24 

2.2< 

506     778 

Crown  Cork  &  Seal 

51.9 

45%-  22% 

44% 

41.36 

0.93 

4.55 

10 

0.40 

none 

0.0  f 

507     586 

Moore  Corp 

51.7 

51'/2-  25  % 

44% 

26.38 

0.59 

3.38 

13 

0.67 

2.00 

4.5  ! 

508     623 

Idle  Wild  Foods 

51.6 

29%-   10 

231/2 

34.87 

1.48 

2.46 

10 

0.05 

0.80 

3.4  ! 

509     120 

Pioneer 

51.5tt 

335/s-   12 

25% 

10.71 

0.42 

4.13 

6 

2.03 

1.24 

4.9  : 

510     695 

Texas  Utilities 

51.4 

28%-   147/g 

26% 

26.15 

0.97 

4.30 

6 

0.88 

2.36 

8.8 

511     556 

Harsco 

51.2 

25    -   14% 

23% 

20.55 

0.87 

2.00 

12 

0.47 

1.28 

5.4 

512     821 

Boston  Edison 

51.1 

34%-   185/8 

331/4 

31.90 

0.96 

4.47 

7 

0.40 

3.24 

9.7 

513     146 

Nucor 

51.1 

44%-   15 

30% 

18.31 

0.61 

2.72 

11 

0.67 

0.36 

1.2 

514     670 

Dana 

50.5 

33%-   11% 

25% 

19.79 

0.76 

3.19 

8 

0.42 

1.28 

4.9 

515     893 

Interco 

50.3 

85    -  35  % 

58% 

68.83 

1.17 

6.96 

8 

0.32 

3.08 

5.3 

516     360 

NCR 

50.2 

34%-     9% 

26 

19.34 

0.74 

3.15 

8 

0.67 

0.80 

3.1 

517     651 

Citicorp 

50.0 

46  %-   17 

35% 

41.99 

1.18 

6.04 

6 

0.23 

2.06 

5.8 

518     769 

Central  &  South  West 

49.6 

22%-   11  % 

21% 

24.89 

1.18 

3.52 

6 

0.71 

1.90 

90 

519     772 

Digital  Equipment 

49.4 

132%-  56% 

i02% 

68.83 

0.67 

7.90 

13 

0.99 

none 

0.0  I 

520     590 

Jack  Eckerd 

49.2 

34%-   12% 

27i/2 

16.47 

0.60 

2.27 

12 

0.39 

1.00 

3.6  t 

521     725 

Anderson,  Clayton 

48.6 

34    -   181/s 

33% 

46.89 

1.39 

2.12 

16 

0.25 

1.32 

3.9 

522     719 

CBS 

48.2 

87%-  33% 

77% 

48.45 

0.62 

7.98 

10 

0.47 

3.00 

3.9 

523     494 

Seaway  Food  Town 

48.2 

14'A-     6% 

12% 

17.35 

1.39 

0.77 

16 

0.06 

0.68 

5.4  .1 

524     545 

Intl  Multifoods 

47.9 

36%-   13% 

26% 

26.95 

1.01 

2.94 

9 

0.19 

1.76 

6.6  i 

525     630 

Centel 

47.8 

40%-  21% 

37% 

26.33 

0.70 

4.38 

9 

0.75 

2.38 

6.3 

526     536 

Standard  Oil  Indiana 

47.7 

99  %-  33  Vi 

58% 

42.57 

0.73 

7.55 

8 

0.58 

3.00 

5.2 

527     684 

Central  Illinois  Light 

47.5 

23    -   11% 

21% 

21.06 

0.97 

2.80 

8 

0.54 

2.14 

9.8 

528     671 

USLIFE 

47.3 

34%-   14% 

34% 

37.82 

1.10 

3.63 

9 

0.62 

1.04 

3.0 

529       66 

Mitchell  Energy  &  Dev 

46.8 

451/2-     9% 

18% 

10.81 

0.60 

1.44 

13 

0.94 

0.24 

1.3  i 

530     737 

Safeway  Stores 

46.6 

30    -  12i/8 

25% 

23.66 

0.92 

3.13 

8 

0.08 

1.60 

6.2 

531     451 

F  W  Woolworth 

46.3 

39%-  15% 

36% 

31.92 

0.87 

3.93 

9 

0.20 

1.80 

4.9 

532       94 

Commercial  Metals 

46.0 

28    -     7% 

17% 

19.53 

1.13 

1.50 

12 

0.09 

0.36 

2.1 

533     413 

Brown-Forman 

45.9 

451/8-  171/4 

29 

20.12 

0.69 

2.76 

11 

0.76 

0.88 

3.0 

534     441 

Central  Steel  &  Wire 

45.8 

380    -215 

350 

430.17 

1.23 

55.66 

6 

0.20 

30.00 

8.6f 

535     516 

Blue  Bell 

45.8 

51%-  201/2 

47% 

35.45 

0.75 

4.35 

11 

0.39 

none 

0.0 

536     585 

Federal  Paper  Board 

45.8 

27    -     8% 

21% 

13.29 

0.62 

2.83 

8 

0.44 

0.70 

3.3  \ 

537     672 

Del  E  Webb 

45.5 

25    -     4% 

20 

13.16 

0.66 

1.50 

13 

0.33 

0.15 

0.8 

538     725 

National  Can 

45.4 

37i/2-  15% 

33% 

35.46 

1.05 

4.07 

8 

0.17 

1.00 

3.0 

539     623 

MGM  Grand  Hotels 

45.3t 

23 'A-     5'/2 

11% 

-0.30 

NE 

0.40 

29 

0.80 

0.44 

3.8 

540     823 

So  Carolina  Elec  &  Gas 

44.9 

23    -   12 

21% 

18.33 

0.86 

3.00 

7 

0.79 

2.05 

9.6 

541     483 

Anchor  Hocking 

44.8 

35%-  13% 

22% 

28.94 

1.28 

1.21 

19 

0.34 

1.48 

6.5 

542       92 

Trinity  Industries 

44.6 

30%-     9 

17% 

11.60 

0.66 

-0.26 

def 

0.66 

0.50 

2.8- 

543     834 

Comerica 

44.2 

34%-   17 

33% 

38.82 

1.15 

4.45 

8 

0.36 

2.10 

6.2 

544     669 

Avco 

44.1 

40%-   13% 

40 

46.96 

1.17 

4.64 

9 

0.36 

1.20 

3.0 

545     720 

Beatrice 

43.9 

36    -   16'/4 

291/2 

20.05 

0.68 

4.30 

7 

0.27 

1.70 

5.8 

546     599 

CSX 

43.8t 

271/2-   12 

22% 

30.99 

1.35 

3.39 

7 

0.44 

1.04 

4.5  i 

547     745 

Utah  Power  &  Light 

43.7 

251/8-   13 

24'/4 

18.86 

0.78 

2.28 

11 

1.39 

2.32 

9.6- 

548     627 

Tecumseh  Products 

43.5 

105    -  52 

89 

72.87 

0.82 

13.11 

7 

0.53 

4.70 

5.3 ; 

549     546 

K  mart 

43.2 

39  %-   15% 

34 

23.35 

0.69 

4.18 

8 

0.21 

1.24 

3.6 

550     410 

Fischbach 

43.1 

55'/2-  21% 

37% 

48.36 

1.28 

3.68 

10 

0.13 

1.00 

2.6 

551     291 

Amer  Hospital  Supply 

42.9 

49    -   18 

30 

18.87 

0.63 

3.11 

10 

0.65 

1.12 

3.7 

552     331 

Nalco  Chemical 

42.8 

37    -   14% 

24% 

8.79 

0.36 

1.93 

13 

1.37 

1.20 

4.9 

553     303 

IU  International 

42.7 

30%-     9% 

15% 

13.89 

0.87 

0.74 

21 

0.18 

1.20 

7.6 

554     603 

Marine  Midland  Banks 

42.7 

30%-  11% 

26% 

49.36 

1.85 

4.89 

5 

0.20 

1.60 

6.0 

555     579 

GTE 

42.5 

48%-  22'/8 

40% 

33.89 

0.84 

5.41 

7 

0.56 

3.08 

7.7 

556     690 

Pacific  Gas  &  Electric 

42.4 

16%-     9% 

16% 

16.39 

1.00 

2.40 

7 

0.69 

1.72 

10.5 

557     613 

Mead 

41.9 

42    -   131/2 

35% 

28.60 

0.81 

4.42 

8 

0.41 

1.20 

3.4- 

558     394 

An.  ncan  Cyanamid 

41.9 

59    -  20% 

48% 

32.73 

0.68 

4.50 

11 

0.62 

1.90 

3.9 

559     476 

Honeywell 

41.7 

69%-  29% 

59 

49.37 

0.84 

6.40 

9 

0.47 

1.90 

32 

560     738 

Adair . 

41.6 

25%-   147/8 

24% 

23.58 

0.97 

3.27 

7 

0.79 

2.48 

10  2 

561     415 

Sun  Compan. 

41.0 

59%-  26% 

49% 

44.53 

0.90 

4.01 

12 

0.38 

2.30 

4.7 

562     478 

Kemper 

40.7 

511/2-  20% 

40% 

54.98 

1.35 

1.91 

21 

0.27 

1.80 

4.4 

563     504 

B  F  Goodrich 

40.1 

43%-   16% 

27% 

47.06 

1.71 

3.06 

9 

0.19 

1.56 

5.7 

564     113 

Puroiator  Courier 

39.'/ 

70    -   14 

26% 

27.63 

1.04 

2.74 

10 

0.26 

1.28 

4.8! 

565     407 

Morse  Shoe 

39.8 

39%-   10 

18% 

23.32 

1.24 

2.40 

8 

0.20 

0.80 

4.2 

566     768 

United  States  Steel 

39.3 

35%-   16 

24% 

43.69 

1.79 

-6.60 

def 

0.14 

1.00 

4.1 

567     814 

Upjohn 

39.2 

721/4-  38 

65% 

34.74 

0.53 

5.67 

12 

0.93 

2.56 

3.9 

Note:  Except  as  indicated,  pi  io 

'Nov.  15, 1984. 'Not  rani 

<ed.  tFour-year  price  chanj 

>e  }  Three-year  price  change.  ttPrice 

change  does  not  refk 

value  of  shares  received  in  a 

gful  NE:  Negative  equ 

ty.  NA:  Not  ava 

liable. 

Sources  Media  General  Firiana 

al  Services,  Inc 
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rho's  where  in  the  stock  market 


Book 
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5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 
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I       83 
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ratio 
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yield 

8 

MidCon 

39.1%t 

39%- 19% 

38% 

$38.54 

1.01 

$  4.86 

8 

0.28 

$2.36 

6.2% 

9     705 

Edison  Brothers  Stoies 

39.1 

46%-20% 

34  '/4 

26.81 

0.78 

4.37 

8 

0.32 

1.60 

4.7 

0     565 

Texas  Instruments 

38.9 

176    -70Vi 

122% 

50.07 

0.41 

13.70 

9 

0.53 

2.00 

1.6 

1     421 

Ex-Cell-O 

38.5 

44'/2-17% 

36 

30.15 

0.84 

3.57 

10 

0.47 

1.60 

4.4 

2     416 

Zale 

38.3 

34    -16V4 

28 

37.01 

1.32 

3.15 

9 

0.32 

1.32 

4.7 

3     866 

Commonwealth  Edison 

38.1 

29'/4-16'/4 

27% 

27.56 

1.00 

4.26 

6 

0.98 

3.00 

10.9 

4     164 

Univar 

38.0tt 

35    -  9% 

17% 

15.28 

0.89 

2.61 

7 

0.10 

0.68 

3.9 

5     676 

First  Bank  System 

38.0 

30%- 13% 

27% 

33.38 

1.22 

3.92 

7 

0.33 

1.48 

5.4 

6     748 

Textron 

37.9 

43l/2-17'/4 

36% 

32.81 

0.90 

2.78 

13 

0.39 

1.80 

4.9 

7     744 

American  Can 

37.5 

55    -25% 

49 

42.78 

0.87 

3.58 

14 

0.35 

2.90 

5.9 

8     753 

Central  Illinois  Pub  Svc 

37.5 

177/s-  9% 

16% 

15.01 

0.91 

1.91 

9 

0.79 

1.60 

9.7 

9     829 

Louisville  Gas  &  Elec 

37.4 

26    -14'/2 

251/4 

23.00 

0.91 

3.34 

8 

0.69 

2.44 

9.7 

0     871 

Public  Service  Colorado 

37.4 

19%-ll>/8 

18% 

16.70 

0.91 

2.32 

8 

0.53 

1.92 

10.4 

1     824 

Pennsylvania  Power  &  Lt 

37.3 

25%-14!/2 

24% 

25.13 

1.03 

3.18 

8 

1.14 

2.48 

10.2 

2     584 

Valley  National 

36.9 

30%- 131/8 

28% 

25.93 

0.90 

3.27 

9 

0.52 

1.20 

4.2 

3     693 

International  Paper 

36.8 

60    -30V2 

50% 

66.77 

1.32 

4.74 

11 

0.54 

2.40 

4.7 

4     512 

Squibb 

36.4 

55%-24% 

51V2 

23.24 

0.45 

3.57 

14 

1.49 

1.60 

3.1 

5     220 

Bausch  &  Lomb 

36.4 

35    -15% 

26 

12.56 

0.48 

1.58 

16 

1.16 

0.78 

3.0 

6     789 

Intl  Flavors  &  Frag 

36.3 

35%- 16% 

26% 

9.39 

0.35 

1.87 

14 

2.09 

1.12 

4.2 

7     799 

PacifiCorp 

36.1 

25'/2-16 

24  >/2 

20.51 

0.84 

3.78 

6 

0.87 

2.32 

9.5 

8     573 

Transway  International 

35.9 

387/s-19'/2 

325/s 

27.36 

0.84 

3.60 

9 

0.25 

1.80 

5.5 

9     486 

Sterling  Drug 

35.6 

29%- 16 

27'/8 

14.96 

0.55 

2.33 

12 

0.88 

1.16 

4.3 

0     271 

Southland 

35.6 

48%-ll'/4 

25% 

22.94 

0.91 

3.36 

8 

0.10 

0.92 

3.6 

1     363 

InterNorth 

35.5 

49%-21 

39% 

33.28 

0.84 

5.39 

7 

0.29 

2.48 

6.3 

2     681 

U  S  Bancorp 

35.3 

24%-12V4 

23 

24.47 

1.06 

2.84 

8 

0.62 

1.00 

4.3 

3     761 

CertainTeed 

34.7 

25%- 10 

19% 

20.46 

1.03 

1.84 

11 

0.32 

0.60 

3.0 

4     811 

NY  State  Electric  &  Gas 

34.1 

227/8-13'/8 

21'/8 

22.75 

1.08 

3.62 

6 

0.96 

2.44 

11.6 

5     688 

Centerre  Bancorporation 

34.0 

29    -157/s 

25% 

38.67 

1.53 

2.75 

9 

0.36 

1.80 

7.1 

6     652 

McGraw-Edison 

34.0 

51    -20% 

35 

34.56 

0.99 

3.07 

11 

0.26 

2.00 

5.7 

7     796 

First  Chicago 

33.9 

28    -10% 

20% 

35.80 

1.73 

1.16 

18 

0.22 

1.32 

6.4 

8     685 

Carter  Hawley  Hale 

33.8 

32'/4-10!/2 

23% 

21.26 

0.91 

3.04 

8 

0.11 

1.22 

5.2 

9     301 

Fremont  General 

33.7 

33    -  51/2 

16>/2 

11.37 

0.69 

-0.10 

def 

0.26 

0.48 

2.9 

0     610 

Continental  Telecom 

33.3 

25%-12% 

211/2 

17.17 

0.80 

2.51 

9 

0.67 

1.72 

8.0 

1     899 

Colonial  Penn  Group 

33.1 

31%-ll1/4 

281/s 

21.35 

0.76 

3.02 

9 

0.36 

1.40 

5.0 

2     749 

Kansas  City  Power  &  Lt 

33.1 

22!/2-12Vs 

19% 

23.52 

1.20 

4.52 

4 

0.97 

2.36 

12.0 

3     860 

Rochester  Gas  &  Elec 

33.0 

18%- 10 

181/8 

22.09 

1.22 

3.54 

5 

0.58 

2.04 

11.3 

4     249 

Control  Data 

32.7 

64%-13'/2 

36 

47.58 

1.32 

1.27 

28 

0.28 

0.66 

1.8 

5     774 

Niagara  Mohawk  Power 

32.7 

I8V2-IO 

16% 

18.43 

1.10 

3.00 

6 

0.67 

2.00 

11.9 

6     598 

CPC  International 

32.5 

447/s-27!/4 

40 

26.92 

0.67 

2.83 

14 

0.45 

2.20 

5.5 

7     779 

Public  Service  E&G 

32.5 

27%-15'/2 

25  Vi 

27.05 

1.06 

4.00 

6 

0.67 

2.72 

10.7 

8     429 

North  American  Coal 

32.3 

531/s-  20% 

51% 

33.31 

0.65 

7.70 

7 

0.34 

1.00 

2.0 

8     564 

Skyline 

32.3 

30%-  8V2 

15% 

10.66 

0.69 

0.70 

22 

0.46 

0.48 

3.1 

1 

Iowa  Resources 

32.0 

297/8-18'/2 

29% 

28.71 

0.98 

4.14 

7 

0.63 

3.00 

10.2 

1     691 

MGM/UA  Entertainment 

32.0t 

22 1/.-  5 

12% 

7.86 

0.64 

0.69 

18 

0.87 

0.20 

1.6 

2     970 

General  Public  Utils 

31.9 

11%-  3% 

11% 

24.28 

2.13 

1.74 

7 

0.27 

none 

0.0 

3     571 

Johnson  Controls 

31.6 

49%- 17% 

41% 

29.61 

0.71 

4.71 

9 

0.41 

1.86 

4.5 

4     859 

Union  Electric 

31.3 

I6V4-  9% 

15% 

16.44 

1.04 

2.75 

6 

1.07 

1.72 

10.9 

5     489 

Alcoa 

31.2 

48%-217/8 

36 

39.06 

i.09 

4.51 

8 

0.50 

1.20 

3.3 

16     554 

Fruehauf 

31.1 

33%-10'/8 

24% 

24.47 

1.01 

4.14 

6 

0.17 

0.60 

2.5 

17     750 

Kentucky  Utilities 

31.0 

24%- 14% 

23% 

22.77 

0.96 

3.20 

7 

0.83 

2.36 

9.9 

18     574 

Carpenter  Technology 

30.8 

581/4-261/4 

39% 

35.10 

0.89 

3.94 

10 

0.62 

2.10 

5.4 

19     582 

Northwest  Airlines 

30.8 

551/2-20% 

36'/3 

39.34 

1.09 

4.19 

9 

0.32 

0.80 

2.2 

10     434 

Allen  Group 

30.5 

24%- 101/t 

16% 

14.00 

0.86 

1.59 

10 

0.28 

0.60 

3.7 

11     635 

Stewart-Warner 

30.0 

36    -13% 

32% 

26.04 

0.81 

1.59 

20 

0.70 

1.68 

5.2 

12     787 

Walt  Disney  Productions 

29.8 

84%-40% 

58% 

40.59 

0.70 

0.61 

NM 

1.18 

1.20 

2.1 

13     325 

LTV 

29.7tt 

25%-  7% 

10% 

17.31 

1.72 

-2.17 

def 

0.13 

none 

0.0 

U     381 

SONAT 

29.6 

39%-19% 

35 

31.84 

0.91 

5.18 

7 

0.53 

1.85 

5.3 

!5     617 

H  J  Wilson 

29.5 

291/2-  7% 

12% 

15.47 

1.21 

0.73 

17 

0.19 

0.20 

1.6 

!6     644 

Riegel  Textile 

29.3 

34%- 15% 

24% 

39.67 

1.64 

4.29 

6 

0.21 

1.80 

7.4 

17     636 

Penn  Traffic 

29.2 

261/2-1 15/8 

I8V4 

25.52 

1.40 

2.44 

7 

0.07 

1.20 

6.6 

18     844 

Carolina  Power  &  Light 

28.8 

25%- 14% 

24% 

25.33 

1.03 

3.66 

7 

0.87 

2.52 

10.2 

19 

Alltel 

28.7 

261/4-141/8 

23% 

19.90 

0.85 

2.92 

8 

0.73 

1.84 

7.9 

50     503 

Johnson  &  Johnson 

28.4 

51'/2-22 

33% 

15.81 

0.47 

2.50 

14 

1.05 

1.20 

3.5 

ote:  Except  as  indicated,  price  changes  are  fror 

n  Dec.  31,19" 

9  to  Nov.  15, 1984  'Not  rani 

<ed.  tFour-year  price  chan 

2,e.  tThree-year  price  change,  tt  Price 

change  does  not  reflect  the 

ilue  of  shares  received  in  a  soinoff.  def:  defici 

t.  NM:  Not  me 

;aningful.  NE:  Negative  equ 

ty.  NA.  Not  ava 

lable. 

Sources:  Media  General  Financ 

lal  Services,  Inc 

,  Forbes 
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Who's 

where  in  the  stock  market 

' 

- 

' 

Book 

Latest 

- 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

84        83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

1 

631     524 

First  Interstate  Bancorp 

28.3% 

47    -21% 

40% 

$47.42 

1.18 

$5.99 

7 

0.35 

$2.34 

5.8% 

i 
1 

1 

632     467 

USF&G 

27.9 

31      -15s/8 

24% 

22.60 

0.92 

2.53 

10 

0.50 

2.08 

8.4 

633     355 

Gordon  Jewelry 

27.3 

22%-  8'/2 

14% 

20.47 

1.38 

2.33 

6 

0.35 

0.52 

3.5 

634     332 

MCorp 

27.2 

36%-12% 

21% 

24.48 

1.13 

3.66 

6 

0.68 

1.32 

6.1 

635     193 

Farm  House  Foods 

27.1 

7     -    l5/8 

3% 

3.47 

1.03 

0.26 

13 

0.02 

none 

0.0 

636     925 

Portland  General  Elec 

26.9 

17'/8-10% 

16% 

18.17 

1.10 

3.46 

5 

1.08 

1.82 

11.0 

1 

1 

637     832 

Continental  Corp 

26.8 

38    -20% 

33% 

41.41 

1.23 

0.35 

NM 

0.37 

2.60 

7.7 

638     675 

Washington  National 

26.5 

39%- 12 

21% 

29.70 

1.38 

1.81 

12 

0.29 

1.08 

5.0 

639 

Central  Hudson  Gas  &  El 

26.0 

26V8-15 

23% 

27.40 

1.16 

4.50 

5 

0.50 

2.84 

12.0 

640     714 

Schering-Plough 

25.9 

481/8-247/s 

38'/t 

25.10 

0.66 

3.46 

11 

1.04 

1.68 

4.4 

641     493 

Panhandle  Eastern 

25.7 

52'/4-201/2 

38'/4 

36.04 

0.94 

3.77 

10 

0.50 

2.30 

6.0 

1 

642     662 

Kerr  Glass  Mfg 

25.6 

21V4-    8'/2 

12l/4 

16.72 

1.36 

-1.40 

def 

0.15 

0.44 

3.6 

643     710 

Montana  Power 

25.6 

363/s-18 

25!/g 

28.48 

1.13 

2.55 

10 

1.03 

2.80 

11.1 

644     497 

Snap-On  Tools 

25.1 

371/2-16'/2 

33% 

12.75 

0.38 

2.84 

12 

1.32 

1.00 

3.0 

645     888 

Brockway  Inc  (NY) 

25.0 

19V4-12% 

171/2 

28.07 

1.60 

-0.44 

def 

0.15 

1.32 

7.5 

646     594 

Eastern  Gas  &  Fuel 

24.9 

32'/2-14'/4 

27 

22.74 

0.84 

3.02 

9 

0.46 

1.30 

4.8 

1 

: 

647     133 

General  Instrument 

24.5 

667/8-125/8 

21% 

19.97 

0.95 

1.07 

20 

0.69 

0.50 

2.4 

648     472 

General  Signal 

24.3 

54'/4-28 

46% 

29.67 

0.63 

3.72 

13 

0.76 

1.80 

3.9 

649     531 

Leaseway  Transportation 

24.0 

47%-19% 

27% 

24.28 

0.87 

2.96 

9 

0.24 

1.50 

5.4 

650     767 

Willamette  Industries 

23.8 

47Vs-16!/4 

34 

26.23 

0.77 

3.17 

11 

0.45 

1.50 

4.4 

651     499 

Air  Products  &  Chems 

23.5 

54'/4-235/8 

45% 

33.69 

0.74 

4.55 

10 

0.81 

1.20 

2.6 

1 
1 
1 

652     525 

Republic-Bank 

23.3 

38'/4-17'/2 

28 

34.20 

1.22 

3.93 

7 

0.37 

1.64 

5.9 

653     659 

J  P  Stevens 

23.1 

26    -11% 

16% 

30.73 

1.86 

1.23 

13 

0.13 

1.20 

7.3 

654     420 

Zurn  Industries 

23.0 

37%- 14% 

25% 

24.74 

0.97 

2.36 

11 

0.44 

1.32 

5.2 

655     605 

Joy  Manufacturing 

22.9 

42%- 18 

25% 

25.77 

1.03 

1.80 

14 

0.66 

1.40 

5.6 

656     292 

American  Maize-Products 

22.8 

20%-  8 

15% 

21.66 

1.40 

1.99 

8 

0.20 

0.52 

3.4 

1 

1 
: 
l 
l 

657     837 

Detroit  Edison 

22.2 

16    -10 

15'/s 

16.62 

1.10 

2.22 

7 

0.85 

1.68 

11.1 

658 

DWG 

22.1 

3%-   1 

2% 

6.98 

3.10 

0.08 

28 

0.05 

none 

0.0        , 

659     541 

Southern  Union 

21.7 

34%- 14 

27 

20.84 

0.77 

1.61 

17 

0.27 

1.72 

6.4 

660     854 

Wicor 

21.4 

27%- 15% 

261/4 

26.21 

1.00 

4.59 

6 

0.18 

2.30 

8.8 

661     324 

Heck's 

21.4 

19%-  6'/2 

12'/4 

12.25 

1.00 

0.41 

30 

0.24 

0.28 

2.3 

■ 

662 

Peabody  International 

21.2* 

15%-  4% 

7% 

11.68 

1.48 

-1.55 

def 

0.22 

0.20 

2.5 

• 

663     557 

Barnes  Group 

20.8 

26%-ll% 

21% 

16.76 

0.77 

3.26 

7 

0.32 

0.80 

3.7 

1 

■ 

663     456 

Perkin-Elmer 

20.8 

37'/2-17 

25% 

12.77 

0.50 

1.68 

15 

0.92 

0.56 

2.2     ; 

665     655 

Fieldcrest  Mills 

20.8 

39    - 1 7 '/« 

31% 

45.33 

1.45 

2.96 

11 

0.21 

2.00 

6.4 

; 

666     619 

Resorts  International 

20.7 

53'/4-12'/2 

37>/s 

27.63 

0.74 

1.93 

19 

0.70 

none 

0.0 

i 

667     755 

Dayco 

20.7 

19!*-  6% 

16% 

22.62 

1.35 

2.61 

6 

0.14 

0.24 

1.4 

668     464 

Stanley  Works 

20.6 

29'/2-12% 

25l/4 

15.52 

0.61 

2.54 

10 

0.63 

0.96 

3.8 

669     917 

Illinois  Power 

20.3 

24'/s-15% 

23 

22.81 

0.99 

3.98 

6 

1.00 

2.64 

11.5 

670     491 

Easco 

20.2 

23!/2-  9'/s 

13% 

17.32 

1.26 

-0.67 

def 

0.17 

0.44 

3.2 

671     236 

Cincinnati  Milacron 

20.1 

46%- 16% 

23  '/s 

13.04 

0.56 

0.65 

36 

0.83 

0.72 

3.1        ! 

672     891 

Castle  &  Cooke 

20.1 

19%-  6% 

16 

9.66 

0.60 

-3.73 

def 

0.26 

none 

0.0 

673     654 

Foxboro 

20.1 

47l/2-20% 

30% 

25.14 

0.83 

0.49 

61 

0.71 

1.04 

3.5 

674     742 

Jim  Walter 

20.0 

38%- 12% 

29'/2 

37.86 

1.28 

4.45 

7 

0.27 

1.20 

4.1 

675     667 

Chevron 

19.7 

58%- 23% 

33% 

41.23 

1.22 

4.40 

8 

0.41 

2.40 

7.1 

: 

676     444 

Union  Carbide 

19.6 

73%-36% 

50% 

69.95 

1.39 

2.82 

18 

0.37 

3.40 

6.8        j 

677     678 

Merck 

19.6 

104%-58% 

86% 

32.92 

0.38 

6.54 

13 

1.85 

3.20 

3.7 

'■ 

678     790 

Sybron 

19.5 

29%- 12 

19% 

19.40 

0.98 

-1.28 

def 

0.33 

1.08 

5.4       , 

679     351 

Alcan  Aluminium 

19.5 

41%- 15% 

28 

29.42 

1.05 

2.95 

9 

0.51 

1.20 

4.3 

680     315 

Signal  Cos 

19.2 

38%- 13% 

31 

23.00 

0.74 

2.39 

13 

0.57 

0.94 

3.0 

681     453 

Raytheon 

19.0 

57%-28% 

39% 

22.30 

0.56 

2.69 

15 

0.54 

1.60 

4.0       ! 

682     881 

Amer  Natural  Resources 

18.9tt 

38%- 16% 

37'/4 

28.60 

0.77 

5.08 

7 

0.40 

2.22 

6.0 

683     658 

Texaco 

18.6 

54%- 24% 

34% 

56.85 

1.66 

4.39 

8 

0.20 

3.00 

8.8 

684 

Engelhard 

18.6* 

44%- 17 

28% 

17.00 

0.59 

1.82 

16 

0.33 

0.72 

2.5 

685     857 

Frontier  Holdings 

18.5 

28%-  6% 

12 

16.39 

1.37 

-0.73 

def 

0.20 

none 

0.0 

686     876 

National  City 

18.4 

34    -15'/2 

33% 

37.12 

1.10 

5.17 

7 

0.55 

1.90 

5.6 

686     177 

Zapata 

18.4 

39%-10'/2 

16% 

22.29 

1.32 

1.28 

13 

0.82 

0.84 

5.0 

688     760 

Corning  Glass  Works 

18.3 

90'/4-39'/4 

66 '/4 

49.01 

0.74 

4.30 

15 

0.82 

2.56 

3.9 

689     612 

Adolph  Coors 

18.1 

28%-  9'/2 

15% 

24.57 

1.59 

1.46 

11 

0.48 

0.40 

2.6 

690     587 

St  Paul  Cos 

17.8 

70%-31 

48 

64.20 

1.34 

-4.65 

def 

0.38 

3.00 

6.3 

691     785 

E  I  Du  Pont  de  Nemours 

17.6 

59    -30 

471/2 

47.03 

0.99 

6.09 

8 

0.31 

3.00 

6.3 

' 

692     699 

Kay 

17.6 

28  %-  7% 

11 '/2 

8.80 

0.77 

0.67 

17 

0.05 

0.20 

1.7 

693     798 

Becton,  Dickinson 

17.3 

54  >/2-22 

39% 

28.80 

0.72 

3.03 

13 

0.72 

1.20 

3.0 

Note:  Except  as  indicated,  price  changes  are  fror 

iv  IS.  1984 

.  *Not  rani 

:ed.  tFour-year 

price  chant 

;e.  tThree-year  price  change.  ttPrice 

change  does  not  reflect  ti 

value  of  shares  received  in  a  spinoff,  def:  defici 

:niingful.  NE:  Negative  equi 

ry.  NA:  Not  available. 

Sources:  Media  General  Finana 

al  Services,  Inc 

,  Forbes 
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Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

4       83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

>4     625 

Ogden 

17.1% 

397/8-17Va 

26% 

$18.64 

0.70 

$2.18 

12 

0.24 

$1.80 

6.7% 

>5     852 

Cleveland  Elec  Ilium 

16.9 

23    -13'/2 

19 

20.83 

1.10 

3.61 

5 

1.15 

2.52 

13.3 

>6     682 

Beneficial  Corp 

16.9 

ZSVi-WA 

31!/s 

31.66 

1.02 

3.73 

8 

0.28 

2.00 

6.4 

>7     863 

Ampco-Pittsburgh 

16.4 

26%- 11% 

21'/2 

19.55 

0.91 

0.36 

60 

0.57 

0.30 

1.4 

>8     666 

Ferro 

16.2 

39%- 17 

241/4 

28.22 

1.16 

2.99 

8 

0.24 

1.20 

4.9 

>9     736 

Pennwalt 

16.1 

45%-21!/2 

367/s 

32.73 

0.89 

3.85 

10 

0.44 

2.20 

6.0 

)0     580 

H  F  Ahmanson 

16.0 

40'/2-  8 

241/2 

33.12 

1.35 

2.19 

11 

0.27 

1.20 

4.9 

)1     708 

Coastal  Corp 

16.0 

59'/2-14V8 

25% 

26.05 

1.01 

4.61 

6 

0.09 

0.40 

1.5 

12     862 

Arizona  Public  Service 

15.9 

27%- 14% 

20 

23.78 

1.19 

3.53 

6 

1.17 

2.60 

13.0 

)3     642 

Atlantic  Richfield 

15.9 

74%-32'/4 

46% 

42.68 

0.92 

2.71 

17 

0.46 

3.00 

6.5 

)4     254 

Baxter  Travenol  Labs 

15.8 

31%-  8% 

13% 

8.17 

0.59 

1.28 

11 

1.07 

0.33 

2.4 

)5     830 

Eagle-Picher  Industries 

15.7 

26%-  9% 

23 

23.28 

1.01 

2.75 

8 

0.33 

1.04 

4.5 

16     274 

White  Consolidated  Inds 

15.7 

48%- 19 

27% 

37.82 

1.37 

3.36 

8 

0.20 

1.50 

5.4 

)7     856 

Duquesne  Light 

15.6 

19    -11% 

15% 

16.41 

1.04 

2.33 

7 

1.11 

2.06 

13.1 

18     517 

Ohio  Casualty 

15.5 

56    -29'A 

41 

46.50 

1.13 

2.62 

16 

0.47 

2.68 

6.5 

J9     673 

Oneok 

15.1 

447/8-17'/2 

27% 

28.49 

1.03 

3.46 

8 

0.30 

2.56 

9.3 

10     390 

Sundstrand 

14.8 

591/2-231/4 

43% 

27.35 

0.63 

3.28 

13 

0.82 

1.80 

4.1 

11     802 

Crane 

14.8 

44    -171/s 

34'/2 

24.29 

0.70 

-1.89 

def 

0.41 

1.60 

4.6 

12     551 

American  Standard 

14.6 

43%- 17 

31% 

21.87 

0.70 

2.46 

13 

0.40 

1.60 

5.1 

L3     715 

Copperweld 

14.0 

31%-10% 

14% 

16.56 

1.12 

0.60 

25 

0.29 

0.58 

3.9 

14     539 

Transco  Energy 

13.8tt 

64 1/.-23  Vb 

49% 

34.48 

0.70 

5.41 

9 

0.32 

2.04 

4.1 

15     808 

California  First  Bank 

13.4 

19l/4-ll!/2 

18% 

23.00 

1.23 

1.86 

10 

0.38 

1.08 

5.8 

16     924 

American  Electric  Power 

13.3 

21%-151/s 

201/4 

20.23 

1.00 

2.85 

7 

0.76 

2.26 

11.2 

17     620 

Entex 

13.2 

24I/4-10'/s 

20% 

13.60 

0.67 

2.87 

7 

0.39 

1.30 

6.4 

18     336 

Ryan  Homes 

13.0 

50    -12 

25 

18.70 

0.75 

1.88 

13 

0.29 

1.00 

4.0 

19     621 

Chase  Manhattan 

12.9 

621/4-3 1 '/4 

43% 

87.81 

2.01 

9.22 

5 

0.16 

3.65 

8.4 

20     634 

Boise  Cascade 

12.9 

48%-19% 

38V4 

48.37 

1.26 

3.68 

10 

Q.27 

1.90 

5.0 

21     776 

United  Telecom 

12.0 

25    -14 

221/s 

18.92 

0.86 

2.51 

9 

0.74 

1.92 

8.7 

22     788 

Gulf  States  Utilities 

11.4 

161/4-  9 

121/4 

15.73 

1.28 

2.31 

5 

0.72 

1  64 

13.4 

23     668 

Quaker  State  Oil 

11.2 

231/2-  9% 

17% 

12.90 

0.74 

1.40 

12 

0.42 

0.80 

4.6 

24     427 

Houston  Natural  Gas 

11.2 

63%-24% 

44% 

31.78 

0.71 

4.25 

11 

0.71 

2.00 

4.5 

25     618 

Occidental  Petroleum 

11.1 

42    -17 

301/s 

23.52 

0.78 

4.04 

7 

0.18 

2.50 

8.3 

26     858 

Fisher  Foods 

10.7 

14%-  5% 

10% 

14.92 

1.44 

-1.15 

def 

0.10 

0.05 

0.5 

27     803 

American  Bakeries 

10.5 

20%-  8 

16 1/2 

13.92 

0.84 

1.57 

11 

0.08 

none 

0.0 

28     797 

Lucky  Stores 

10.4 

25!/4-12!/4 

171/4 

11.19 

0.65 

1.87 

9 

0.10 

1.16 

6.7 

29     853 

Unidynamics 

10.3 

19%-  7% 

14% 

17.26 

1.17 

2.02 

7 

0.26 

0.60 

4.1 

30     711 

Owens-Corning  Fiberglas 

10.1 

46%- 15% 

31% 

26.09 

0.83 

3.88 

8 

0.31 

1.40 

4.5 

31     395 

Union  Pacific 

9.3 

96%-29i/4 

391/2 

35.34 

0.89 

2.78 

14 

0.58 

1.80 

4.6 

32     819 

Houston  Industries 

9.3 

24i/4-16'/2 

211/4 

23.78 

1.12 

3.78 

6 

0.48 

2.48 

11.7 

33     828 

Timken 

9.3 

78    -40% 

55% 

66.26 

1.19 

4.29 

13 

0.58 

1.80 

3.2 

34     481 

United  Brands 

9.2 

271/8-  6'/2 

11% 

20.52 

1.73 

1.28 

9 

0.05 

none 

0.0 

35     724 

Great  Western  Financial 

9.1 

31 1/2-  91/2 

24 

24.19 

1.01 

2.51 

10 

0.35 

0.88 

3.7 

35     707 

Norton 

9.1 

62    -23% 

36 

31.60 

0.88 

3.10 

12 

0.59 

2.00 

5.6 

37     911 

Dayton  Power  &  Light 

8.6 

191/8- 11  Vb 

15% 

19.14 

1.22 

2.18 

7 

0.60 

2.00 

12.7 

38     174 

Archer  Daniels  Midland 

8.5 

24    -IO1/2 

171/2 

17.12 

0.98 

1.19 

15 

0.36 

0.14 

0.8 

39     298 

Raychem 

8.5 

93    -37 

571/2 

33.04 

0.57 

3.40 

17 

0.88 

0.44 

0.8 

40     751 

Emery  Air  Freight 

8.3 

26%-  7 

18 

6.68 

0.37 

1.68 

11 

0.43 

0.50 

2.8 

11     793 

Briggs  &  Stratton 

8.2 

37V4-20% 

28  i/s 

18.87 

0.67 

2.84 

10 

0.56 

1.82 

6.5 

42     628 

Warner  Communications 

7.9 

63>/4-17 

20 

14.63 

0.73 

-6.18 

def 

0.33 

none 

0.0 

43     552 

Parker  Pen 

7.4 

26    -10% 

I61/4 

8.07 

0.50 

0.61 

27 

0.35 

0.52 

3.2 

44     412 

Amerada  Hess 

7.2 

54%- 15 '/a 

261/s 

30.07 

1.15 

2.74 

10 

0.25 

1.10 

4.2 

45     575 

A  O  Smith 

6.9 

23%-  4% 

12  i/s 

27.81 

2.29 

2.46 

5 

0.10 

0.48 

4.0 

46     730 

Giiford-Hill 

6.4 

26%- 10 

18% 

22.70 

1.21 

1.68 

11 

0.36 

0.52 

2.8 

47     890 

Philadelphia  Electric 

6.4 

18%-  9 

14% 

17.99 

1.23 

2.61 

6 

0.79 

2.20 

15.0 

48     689 

Aetna  Life  &  Casualty 

6.0 

48i/4-27'/4 

351/4 

41.40 

1.17 

1.95 

18 

0.24 

2.64 

7.5 

49     861 

AMF 

6.0 

281/2-111/2 

15 1/2 

16.65 

1.07 

0.16 

NM 

0.38 

0.50 

3.2 

50     884 

Athlone  Industries 

6.0 

30    -14% 

20 

20.33 

1.02 

1.35 

15 

0.17 

1.60 

8.0 

51     530 

W  R  Grace 

5.9 

63'/2-28i/2 

427/s 

44.80 

1.04 

3.99 

11 

0.31 

2.80 

6.5 

52     615 

Gates  Learjet 

5.5 

27%-  9l/4 

13% 

10.32 

0.74 

0.73 

19 

0.39 

0.05 

0.4 

53     563 

Mobil 

5.5 

44%-19'/2 

29 

34.29 

1.18 

3.52 

8 

0.21 

2.20 

7.6 

54     609 

ITT 

5.4 

47%-21% 

26% 

39.37 

1.46 

3.08 

9 

0.26 

1.00 

3.7 

'55     398 

Murphy  Oil 

4.6 

64    -15'/2 

29% 

26.97 

0.91 

2.71 

11 

0.50 

1.00 

3.4 

'56     702 

Eli  Lilly 

4.6 

68%-451/s 

62V2 

28.86 

0.46 

6.66 

9 

1.47 

3.20 

5.1 

tote:  Except  as  indicated,  price  changes  are  fron 

t  Dec.  31, 19" 

9  to  Nov.  15, 1984 

.  'Not  ran 

ced.  tFour-year  price  chan 

>e.  ^Three-year  price  change.  ttPrice 

change  does  not  reflect  '.he 

ralue  of  shares  received  in  a  SDinoff.  def:  defici 

.  NM:  Not  me 

■aningful.  NE:  Negative  equ 

tv.  N'A:  Not  available. 

Sources:  Media  General  Finana 

al  Services,  Inc 

,  Forbes 
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757 

822 

Pacific  Gamble  Robinson 

4.2% 

24'/2-147/8 

20% 

$28.25 

1.40 

$0.62 

33 

0.05 

$1.40 

6.9% 

758 

923 

Butler  Manufacturing 

4.2 

30y4-18'/2 

25 

27.56 

1.10 

-0.27 

def 

0.34 

1.32 

5.3     , 

■ 

759 

422 

Allied  Corp 

4.1 

411/8-19'/4 

341/8 

30.24 

0.89 

0.76 

45 

0.26 

1.80 

5.3     , 

1 

760 

• 

Richardson-Vicks 

4.1* 

34%- 20% 

28% 

20.55 

0.72 

3.08 

9 

0.53 

1.48 

5.2 

1 

761 

880 

Middle  South  Utilities 

4.0 

17'/4-     9'/4 

13% 

18.07 

1.38 

2.79 

5 

0.77 

1.78 

13.6 



• 
• 

762 

892 

National  Intergroup 

3.8 

375/8-137/s 

271/2 

43.10 

1.57 

-0.66 

def 

0.19 

0.25 

0.9     | 

763 

595 

Louisiana-Pacific 

3.4 

35%-13% 

19% 

22.01 

1.11 

1.40 

14 

0.55 

0.80 

4.0     ' 

764 

431 

Combustion  Engineering 

3.0 

54%-201/2 

30'/2 

23.21 

0.76 

-0.24 

def 

0.33 

1.84 

6.0 

1 

765 

910 

No  Indiana  Public  Svc 

2.7 

151/2-10 

14% 

15.33 

1.09 

1.80 

8 

0.47 

1.56 

11.0     j 

• 

766 

312 

Newmont  Mining 

2.2 

791/4-27V8 

40 1/2 

48.77 

1.20 

1.27 

32 

1.58 

1.00 

2.5 

767 

918 

Toledo  Edison 

2.1 

21>A-13% 

17% 

24.12 

1.35 

3.60 

5 

1.11 

2.52 

14.1 

768 

894 

Ohio  Edison 

1.9 

16%-  9% 

13% 

15.78 

1.16 

2.56 

5 

0.99 

1.84 

13.5 

769 

790 

Big  Three  Industries 

1.9 

38    -15'/8 

201/2 

14.61 

0.71 

1.25 

16 

1.09 

0.80 

3.9 

I 

770 

800 

Central  Soya 

1.8 

21%-  85/s 

14% 

21.17 

1.49 

1.51 

9 

0.12 

0.84 

5.9 

1 

771 

341 

Wheeling-Pitts  Steel 

1.5 

40'/s-121/8 

17% 

61.78 

3.56 

-4.62 

def 

0.09 

none 

0.0 

- 
■ 

772 

• 

Arrow  Electronics 

1.2 

34    -  7% 

15% 

10.44 

0.66 

2.11 

7 

0.14 

0.20 

1.3 

773 

841 

Reynolds  Metals 

1.2 

41 5/8- 18% 

32% 

56.19 

1.71 

5.25 

6 

0.18 

1.00 

3.0 

■ 

774 

729 

Economics  Laboratory 

1.0 

33'/4-16 

24 1/2 

15.44 

0.63 

2.59 

9 

0.47 

1.04 

4.2 

1 

775 

682 

Cooper  Industries 

1.0 

62    -19'/4 

30% 

24.87 

0.81 

1.97 

16 

0.65 

1.52 

4-9 

776 

894 

Southwest  Forest  Inds 

0.8 

28%-  7!/4 

15% 

20.59 

1.32 

1.52 

10 

0.19 

none 

0.0 

I 

777 

912 

Research-Cottrell 

07 

2 1 '/«-  9% 

17% 

23.38 

1  33 

0.59 

30 

0.23 

0.32 

1.8    , 

778 

261 

Whittaker 

07 

50%- 14V2 

19  % 

23.52 

1.22 

3.51 

5 

0.18 

0.60 

3.1 

• 

779 

717 

First  Security 

0.6 

27H    141/8 

19% 

28.23 

1.43 

0.74 

27 

0.42 

1.10 

5.6 

1 

780 

366 

Standard  Oil  Ohio 

0.6 

91i/2  .26W 

44% 

32.68 

0.74 

6.21 

7 

0.88 

2.80 

6.3 

! 

781 

816 

Manufacturers  Hanover 

00 

51      -22V2 

31 '/8 

64.28 

2.07 

7.11 

4 

0.16 

3.20 

10.3 

781 

* 

Smithfield  Foods 

0.0 

11%-    4% 

8 

10.82 

1.35 

0.42 

19 

0.03 

none 

0.0    1 

1 

783 

882 

Michigan  National 

-0.2 

20'/4-  9% 

16 

28.49 

1.78 

-0.05 

def 

0.21 

none 

0.0    j 

' 

784 

806 

Potlatch 

-0.4 

491/4-19 

29% 

35.48 

1.19 

2.72 

11 

0.46 

1.56 

5.2 

1 

785 

843 

McDermott  International 

-0.5 

31 5/8-l  6% 

24% 

33.92 

1.36 

1.02 

24 

0.31 

1.80 

7.2 

1 

786 

616 

Pennzoil 

-0.6 

621/2-23  5/s 

43% 

23.88 

0.54 

4.26 

10 

0.89 

2.20 

5.0 

787 

950 

Polaroid 

-1.3 

371/4-16% 

27% 

29.77 

108 

1.32 

21 

0.67 

1.00 

3.6 

788 

782 

Equitable  of  Iowa 

-1.5 

28%- 13 1/2 

18% 

35.45 

1.94 

1.77 

10 

0.25 

1.28 

7.0 

| 

789 

457 

Intl  Minerals  &  Chems 

-1.5 

66'/2- 231/2 

38 

38.47 

1.01 

3.33 

11 

0.66 

2.60 

6.8 

] 

790 

345 

Handy  &  Harman 

-2.0 

341/2- 10% 

18% 

9.41 

0.50 

1.00 

19 

0.42 

0.66 

3.5 

791 

655 

Fedl  Natl  Mortgage 

-2.3 

30 '/a-  6% 

15% 

19.38 

1  23 

-0.19 

def 

0.12 

0.16 

1.0    ■ 

792 

637 

Tidewater 

-2.4 

54%- 15 1/2 

20'/2 

18.95 

0.92 

-0.73 

def 

1.11 

0.90 

4.4 

| 

793 

781 

Borman's 

-2.4 

13 'A-  2 

5 

8.53 

1.71 

-3.50 

def 

0.01 

none 

0.0 

' 

794 

514 

Schlumberger  Limited 

-2.6 

871/4-30 

40% 

20.09 

0.49 

3.92 

10 

2.02 

1.20 

3.0 

| 

795 

766 

Cessna  Aircraft 

-3.2 

36'/2-ll% 

22% 

17.09 

0.75 

0.05 

NM 

0.65 

0.40 

1.8 

1 

796 

583 

PSA 

-3.5 

42'/2-15 

17% 

31.72 

1.83 

-2.09 

def 

0.15 

0.60 

3.5 

797 

547 

Tektronix 

-3.5 

86%-34 

57% 

40.02 

0.69 

6.36 

9 

0.81 

1.00 

1.7 

| 

798 

660 

Black  &  Decker  Mfg 

-4.3 

28%- 12 

22 

11.78 

0.54 

1.95 

11 

0.72 

0.64 

2.9 

: 
l 

i 

799 

357 

A  E  Staley  Mfg 

-5.4 

421/2-15% 

19% 

23.11 

1.16 

1.26 

16 

0.26 

0.80 

4.0    , 

800 

391 

Foster  Wheeler 

-5.7 

301/2-  9% 

Wh 

10.92 

0.87 

0.99 

13 

0.31 

0.44 

3.5 

801 

731 

Norwest 

-5.9 

39'/2-17 

24 

35.93 

1.50 

1.81 

13 

0.27 

1.80 

7.5 

802 

836 

Gould 

-5.9 

43%- 19% 

21% 

19.80 

0.91 

1.79 

12 

0.65 

0.68 

3.1 

1 
■ 

803 

408 

ENSERCH 

-6.1 

40    -15% 

18% 

17.95 

0.98 

1.16 

16 

0.28 

1.60 

8.8 

804 

763 

Tenneco 

-6.5 

58%-22% 

36% 

41.34 

1.14 

4.85 

7 

0.35 

2.92 

8.1     | 

805 

878 

Phillips  Petroleum 

-7.3 

627/s-23i/2 

441/2 

40.13 

0.90 

5.77 

8 

0.44 

2.40 

5.4 

806 

713 

Nat!  Distillers  &  Chem 

-7.4 

33%- 18% 

26% 

30.72 

1.15 

2.02 

13 

0.28 

2.20 

8.3    j 

807 

824 

Di  Giorgio 

-7.8 

15%-  7 

11% 

18.32 

1.54 

0.52 

23 

0.06 

0.64 

5.4    j 

• 

808 

140 

U  S  Home 

-9.1 

20%-  5 

5% 

9.37 

1.67 

-0.88 

def 

0.17 

none 

0.0 

i 

809 

784 

Kerr-McGee 

-9.6 

46V2-221/2 

30% 

32.83 

1.07 

2.22 

14 

0.45 

1.10 

3.6 

5 

810 

864 

Nash 

-9.7 

33    -  8 'A 

25% 

23.23 

0.91 

3.95 

6 

0.21 

none 

0.0 

■ 

811 

555 

Amfac 

-9.8 

35%- 171/8 

23 

25.75 

1.12 

-2.20 

def 

0.16 

1.44 

6.3    , 

812 

936 

Lukens 

-10.9 

17V2-  8% 

11% 

23.96 

2.13 

0.08 

NM 

0.15 

0.40 

3.6 

813 

886 

Geotgia-Pacifk 

-50.9 

34%- 13% 

23 'A 

19.48 

0.83 

2.24 

10 

0.35 

0.80 

3.4 

• 

814 

883 

Champion  Spari  r,i 

-11.1 

13V2-  6% 

9 

9.37 

1.04 

0.81 

11 

0.42 

0.40 

4.4   j 

815 

954 

Cincinnati  Gas  &  Elec 

-11.3 

20    -  8% 

14% 

20.35 

1.38 

2.51 

6 

0.44 

2.16 

14.6    j 

815 

907 

Rexnord 

-11.3 

20%-  8 1/2 

14% 

18.10 

1.23 

1.29 

11 

0.34 

0.40 

2.7 

817 

741 

Dow  Chemical 

-11.7 

39%- 19% 

28% 

25.77 

0.91 

2.80 

10 

0.47 

1.80 

6.3 

818 

815 

Crocker  National 

-12.1 

42    -161/4 

251/2 

58.81 

2.31 

-8.21 

def 

0.20 

0.40 

1.6 

819 

703 

Weyerhaeuser 

-12.2 

41%-22!/2 

27% 

21.65 

0.78 

1.85 

15 

0.67 

1.30 

4.7 

Note:  Except  as  indicated,  price  ch.in         i 

■    is,  1984. 'Not  rani 

<ed.  tFour-year  price  chan 

3,e  ^Three-year  price  change.  ttPrice 

change  does  not  reflec 

value  of  shares  received  in  a  spinoff  def:  defio 

i1    <l:.  Negative  equ 

ty.  NA:  Not  available. 

Sources:  Media  General  Financ 

al  Services,  I  no 

;  Forbe 
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0     927 

Puget  Sound  Power  &  Lt 

-13.2% 

16'/2-    9'/4 

12% 

$17.04 

1.38 

$1.60 

8 

0.90 

$1.76 

14.2% 

1     969 

Texas  Air 

-13.3 

15%-  4 

8% 

-8.96 

NE 

-3.50 

def 

0.09 

none 

0.0 

2     137 

Dynalectron 

-13.5 

17%-  55/s 

10% 

10.22 

0.99 

0.98 

11 

0.15 

0.25 

2.4 

3     513 

Williams  Cos 

-13.7 

497/s-l  2% 

27% 

34.34 

1.24 

5.02 

6 

0.24 

1.40 

5.1 

4     509 

Texas  Eastern 

-13.9 

44%-18% 

28% 

27.21 

0.95 

3.23 

9 

0.26 

2.20 

7.7 

5     905 

Amsted  Industries 

-14.4 

49    -18% 

32% 

32.98 

1.01 

2.23 

15 

0.57 

1.60 

4.9 

6     717 

SmithKline  Beckman 

-14.9 

88%-43>/2 

53% 

24.67 

0.46 

6.15 

9 

1.48 

2.80 

5.2 

7     935 

Amdahl 

-15.5 

29%-  7% 

10% 

9.59 

0.88 

0.80 

14 

0.55 

0.20 

1.8 

8     756 

Harris  Corp 

-15.6 

60%-2O% 

27% 

20.48 

0.74 

2.19 

13 

0.53 

0.88 

3.2 

9     900 

General  Refractories 

-15.8 

11    -  2% 

8 

2.78 

0.35 

1.49 

5 

0.10 

none 

0.0 

0     840 

Champion  International 

-16.2 

30%- 11% 

20 

29.21 

1.46 

2.15 

9 

0.24 

0.40 

2.0 

1     913 

Revere  Copper  &  Brass 

-16.4 

25%-  4% 

12% 

8.20 

0.64 

-0.19 

def 

0.12 

none 

0.0 

2     775 

Columbia  Gas  System 

-17.2 

47    -267/s 

31% 

41.04 

1.31 

5.10 

6 

0.25 

3.18 

10.2 

3     433 

Allegheny  International 

-17.3 

55%- 16% 

23% 

23.72 

1.01 

1.98 

12 

0.10 

1.40 

6.0 

3     537 

Pacific  Resources 

-17.3 

14%-  5% 

7% 

7.12 

1.00 

-0.23 

def 

0.06 

none 

0.0 

5     770 

GATX 

-17.7 

44    -20'/2 

30% 

29.46 

0.97 

-7.26 

def 

0.47 

1.20 

4.0 

6     932 

Liquid  Air 

-17.9 

34'/2-14% 

19% 

20.36 

1.04 

1.98 

10 

0.50 

1.60 

8.2 

7     801 

Lone  Star  Industries 

-18.3 

38%- 17% 

23% 

33.81 

1.45 

2.33 

10 

0.30 

1.90 

8.1 

8     645 

United  Energy  Resources 

-18.7 

56    -22 

25% 

32.27 

1.28 

2.32 

11 

0.17 

2.48 

9.8 

9     960 

Republic  Airlines 

-18.8 

11%-    27/8 

47/s 

-0.73 

NE 

1.43 

3 

0.09 

none 

0.0 

0     687 

Best  Products 

-19.0 

26%-  9% 

12% 

26.64 

2.13 

1.32 

9 

0.16 

0.24 

1.9 

1     868 

First  City  Bancorp 

-19.4 

411/4-14!/8 

15% 

24.25 

1.55 

1.11 

14 

0.27 

1.30 

8.3 

2     805 

Bethlehem  Steel 

-19.5 

32    -14% 

17 

23.52 

1.38 

-3.51 

def 

0.14 

0.60 

3.5 

3     866 

Lubrizol 

-19.7 

41%-14'/4 

22% 

12.03 

0.54 

1.71 

13 

1.04 

1.16 

5.2 

4     879 

NICOR 

-20.4 

45%-24% 

26% 

31.57 

1.20 

1.96 

13 

0.29 

3.04 

11.5 

15     873 

Gelco 

-20.6 

37    -13% 

15% 

15.10 

0.96 

0.94 

17 

0.24 

0  56 

3.6 

16     820 

Pan  Am  Corp 

-20.8 

9%-  2% 

4% 

4.19 

0.88 

-1.70 

def 

0.13 

none 

0.0 

7     897 

Ingersoll-Rand 

-23.1 

80    -35% 

40 

49.52 

1.24 

-2.66 

def 

0.33 

2.60 

6.5 

8     723 

Stewart  &  Stevenson 

-23.4 

23%-  9% 

11% 

18.73 

1.65 

-0.59 

def 

0.22 

none 

0.0 

(9     955 

Chicago  Pneumatic  Tool 

-23.8 

25%- 10% 

18 

24.30 

1.35 

2.39 

8 

0.22 

none 

0.0 

iO     438 

Fairchild  Industries 

-23.8 

33%-107/8 

16% 

18.27 

1.12 

1.84 

9 

0.25 

0.80 

4.9 

I     650 

Computer  Sciences 

-24.2 

29%- 11 

14% 

11.59 

0.82 

1.40 

10 

0.28 

none 

0.0 

•2     875 

Deere 

-24.3 

49%-20% 

29% 

33.60 

1.13 

1.89 

16 

0.47 

1.00 

3.4 

.3     953 

Revlon 

-24.4 

53%-22% 

34 

25.27 

0.74 

3.15 

11 

0.54 

1.84 

5.4 

>4     842 

Gibraltar  Finl  Corp  Cal 

-25.6 

16    -  2% 

8% 

10.18 

1.22 

2.03 

4 

0.16 

none 

0.0 

»5     901 

Sperry 

-25.7 

65%-20'/2 

37% 

51.58 

1.38 

5.22 

7 

0.41 

1.92 

5.1 

.6     870 

Longview  Fibre 

-25.8 

40    -14'/2 

23% 

17.99 

0.76 

2.57 

9 

0.56 

1.28 

5.4 

•7     942 

Alexander  &  Alexander 

-26.0 

38    -17 

24% 

9.00 

0.37 

-0.33 

def 

1.21 

1.00 

4.1 

>8     874 

Dresser  Industries 

-26.0 

57    -12'/4 

19% 

24.61 

1.28 

0.99 

19 

0.41 

0.80 

4.2 

>9     833 

Halliburton 

-26.2 

86%-21 

31% 

30.17 

0.96 

2.93 

11 

0.66 

1.80 

5.7 

>0     889 

DEKALB  AgResearch 

-26.2 

60%- 12% 

23% 

30.42 

1.31 

2.37 

10 

0.47 

0.72 

3.1 

il     903 

National-Standard 

-26.5 

21%-  7!/s 

14% 

22.10 

1.55 

1.85 

8 

0.21 

0.40 

2.8 

>2     300 

Levi  Strauss 

-26.5 

56    -19% 

26% 

25.15 

0.94 

2.24 

12 

0.38 

1.85 

6.9 

ii     869 

Kaiser  Aluminum  &  Chem 

-27.3 

30'/4-lll/2 

14 

28.07 

2.01 

0.36 

39 

0.18 

0.60 

4.3 

>3     765 

Ramada  Inns 

-27.3 

\1Vi-  4% 

6 

6.40 

1.07 

0.18 

33 

0.38 

none 

0.0 

>5     914 

Koppers 

-27.3 

35%-ll% 

19% 

19.38 

0.99 

1.12 

18 

0.32 

0.80 

4.1 

>6     817 

Moore  McCormack  Res 

-28.1 

39%-ll% 

20% 

39.42 

1.92 

1.91 

11 

0.34 

1.04 

5.1 

57     320 

Western  Union 

-28.9 

54%- 13% 

15% 

30.56 

1.99 

-6.50 

def 

0.34 

none 

0.0 

)8     855 

United  Illuminating 

-29.0 

29-9 

15 

31.41 

2.09 

5.43 

3 

0.39 

2.00 

13.3 

49     930 

MAPCO 

-29.0 

51%-20l/2 

26 

22.32 

0.86 

2.60 

10 

0.37 

1.00 

3.8 

'0     727 

Stauffer  Chemical 

-29.4 

31%- 14% 

15% 

23.21 

1.46 

0.39 

41 

0.46 

1.44 

9.1 

'1     937 

Inland  Steel 

-29.6 

36    -18% 

22% 

44.91 

2.02 

-2.53 

def 

0.16 

0.50 

2.2 

72     922 

Ashland  Oil 

-29.9 

45%-20% 

28% 

38.77 

1.38 

-7.40 

def 

0.10 

1.60 

5.7 

73     865 

UGI 

-30.0 

36%-161/2 

19% 

25.10 

1.30 

1.89 

10 

0.24 

2.04 

10.6 

74     957 

Apple  Computer 

-30.4t 

62%- 10% 

23% 

6.38 

0.27 

1.05 

23 

0.94 

none 

0.0 

75     961 

Harnischfeger 

-30.6 

23%-  5% 

9% 

9.75 

1.04 

0.26 

36 

0.31 

none 

0.0 

76     952 

Burroughs 

-30.6 

871/2-27l/s 

54% 

49.12 

0.90 

5.18 

10 

0.52 

2.60 

4.8 

77     902 

Bucyrus-Erie 

-30.6 

27%-10% 

13% 

12.62 

0.91 

-2.38 

def 

0.66 

0.44 

3.2 

78     592 

NL  Industries 

-31.2 

48%-10% 

11% 

15.29 

1.29 

0.15 

NM 

0.53 

0.20 

1.7 

79 

BRAE 

-31.3 

27%-  6 

11 

12.32 

1.12 

1.18 

9 

0.10 

none 

0.0 

80     909 

Clark  Equipment 

-31.3 

40    -18 

26% 

32.14 

1.22 

1.73 

15 

0.36 

1.10 

4.2 

81     904 

Ideal  Basic  Industries 

-31.4 

36%- 11% 

15% 

23.39 

1.47 

-2.99 

def 

0.55 

none 

0.0 

82     845 

Midland-Ross 

-31.5 

30^-11% 

18% 

19.50 

1.04 

0.97 

19 

0.28 

1.00 

5.3 

ote:  Except  as  indicated,  price  changes  are  frori 

i  Dec.  31. 197 

9  to  Nov  15,1984 

.  *Not  ran 

ted.  t  Four-year  price  chanj 

!,e  ^Three-year  price  change.  ttPrice 

change  does  not  reflect  the 

alue  of  shares  received  in  a  SDinoff.  def:  defici 

NM:  Not  m« 

aningful  NE:  Negative  equ 

ty.  NA:  Not  ava 

liable. 

Sources  Media  General  Financ 

at  Services,  Inc 
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Introducing  the  most  powerfii 


The  new  IBM 
Personal  Computer  AT. 


Hold  on  to  your  hat. 

The  new  IBM  Personal  Computer  AT  ( for 
Advanced  Technology)  is  based  on  the  advanced 
80286  16-bit  microprocessor.  This  remarkable 
computer  will  run  many  of  the  programs  written 
for  the  IBM  PC,  up  to  three  times  faster.  You'll  be 
able  to  recalculate  large  spreadsheets  in  seconds 
and  retrieve  files  in  a  flash. 

It's  got  the  power  (and  price)  to  surprise  you. 
In  many  ways. 

Compatibility,  expandability, 
networking  too. 

With  the  IBM  Disk  Operating  System,  the  IBM 
Personal  Computer  AT  can  use  many  programs 
from  the  fastest-growing  library  in  the  personal 
computer  software  industry. 

The  IBM  Personal  Computer  AT  is  also  available 
with  up  to  3  million  bytes  of  user  memory  to  run 
multiuser,  multitasking  operating  systems  such 
as  XENIX™.  Volume  upon  volume  of  information  is 
available  at  your  fingertips.  You  can  customize 
your  system  to  store  up  to  20,000  pages  of  infor- 
mation at  one  time.  And  its  keyboard  helps  you  use 
all  of  this  computing  power  more  easily. 

This  new  member  of  the  IBM  PC  Family  is  a 
powerful  stand-alone  computer  that  can  also  be 
both  the  primary  file  server  and  a  station  on  your 


network.  With  the  new  IBM  PC  Network  (which  is 
so  easy  to  connect  you  can  do  it  yourself),  the 


IBM  Personal  Computer  AT  Specifications 


User  Memory 

256KB-3MB* 
Microprocessor 

16/24-bit  80286* 

Real  and  protected  modes* 

Auxiliary  Memory 

1.2MB  and  360KB  diskette 

drives* 
20MB  fixed  disk  drive* 
41.2MB  maximum  auxiliary 

memory* 
Keyboard 

Enlarged  enter  and  shift  keys 
84  keys 
10-foot  cord* 
Caps  lock,  num  lock  and  scroll 

lock  indicators 
Display  Screen 
IBM  Monochrome  and  Color 

Displays 
Operating  Systems 
DOS  3.0,  XENIX* 


Diagnostics 

Dower-on  self-testing* 

Parity  checking* 

CMOS  configuration  table  with 

battery  backup* 
Languages 
BASIC,  Pascal,  FORTRAN, 

Macro  Assembler,  COBOL,  APL 
Printers 
Supports  attachment  of  serial 

and  parallel  devices 
Permanent  Memory 
(ROM)  64KB 

Clock/calendar  with  battery* 
Color/Graphics 
Text  mode 
Graphics  mode 
Communications 
RS-232-C  interface 
Networking 
High-performance,  high-capacity 

station  on  the  IBM  PC  Network* 


'Advanced  Features  for  Personal  Computers 


IBM  Personal  Computer  AT  can  share  informatior 
with  IBM  PCs.  PC/XTs  and  IBM  Portable  PCs. 


Get  a  hands-on,  hats-off 
demonstration. 


The  new  IBM  Personal  Computer  AT  has  the 
power,  compatibility  and  expandability  many  PC 
users  need,  at  a  very  appealing  price. 

For  more  information  contact  your  authorized 
IBM  PC  dealer.  IBM  Product  Center  or  IBM 
marketing  representative.  For  a  store  near  you 
call  1-800-447-4700.  In  Alaska  or  Hawaii  call 
1-800-447-0890.  =•=■==  =® 


ersonal  computer  IBM  has  ever  made. 


IX '"  is  a  registered  trademark  of  Microsoft  Corporation. 


Who's  where  in  the  stock  market 


Book 

Latest 

' 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

84        83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

883     388 

Thorn  Apple  Valley 

-31.7% 

9%-  4% 

5% 

$  9.55 

1.82 

$  0.27 

19 

0.03 

none 

0.0%       ' 

884     915 

Westmoreland  Coal 

-31.8 

33    -13'/2 

18% 

27.19 

1.45 

2.12 

9 

0.25 

$0.40 

2.1 

885     375 

Reading  &  Bates 

-31.9 

397/8-    75/8 

8% 

15.21 

1.76 

0.12 

72 

0.64 

0.40 

4.6 

886     846 

Crown  Zellerbach 

-31.9 

62%-15>/4 

29% 

35.42 

1.20 

3.15 

9 

0.26 

1.00 

3.4 

887     941 

BankAmerica 

-32.6 

30%- 14% 

18% 

28.71 

1.54 

1.83 

10 

0.20 

1.52 

8.2 

888     747 

CBI  Industries 

-32.7 

70%-24'/8 

25% 

26.54 

1.03 

2.46 

10 

0.64 

1.55 

6.0 

889     425 

ASARCO 

-33.1 

58%-17% 

25 

36.27 

1.45 

-2.97 

def 

0.49 

none 

0.0 

890     548 

NIKE 

-34.5t 

27%-  6% 

6% 

7.36 

1.07 

0.68 

10 

0.27 

0.30 

4.4 

891     973 

HRT  Industries 

-34.8 

45    -  4'/4 

5% 

6.31 

1.17 

-40.25 

def 

0.09 

none 

0.0 

892     467 

Tesoro  Petroleum 

-35.3 

321/4-121/4 

12% 

29.28 

2.37 

0.59 

21 

0.05 

0.40 

3.2 

893     290 

Freeport-McMoran 

-35.8 

32%-10>/> 

15% 

10.00 

0.64 

1.27 

12 

1.29 

0.60 

3.8 

894 

Imperial  Corp  of  Amer 

-36.2t 

35    -  4% 

7'/2 

12.84 

1.71 

-1.67 

def 

0.14 

none 

0.0 

895     604 

Fluor 

-36.3 

71    -11% 

16% 

22.18 

1.32 

-0.23 

def 

0.29 

0.40 

2.4 

896     964 

First  Pennsylvania 

-37.1 

9    -  2% 

5'/2 

8.72 

1.59 

-0.57 

def 

0.17 

none 

0.0 

897     827 

Baker  International 

-39.3 

53'/2-15'/4 

16'/4 

14.77 

0.91 

1.00 

16 

0.62 

0.92 

5.7 

898     921 

Xerox 

-39.6 

71%- 20% 

371/2 

44.40 

1.18 

3.05 

12 

0.41 

3.00 

8.0 

899     945 

Caterpillar  Tractor 

-39.8 

731/4-29 

321/2 

35.07 

1.08 

-1.97 

def 

0.47 

0.50 

1.5 

900     572 

American  Motors 

-40.0 

111/4-  2% 

41/8 

1.07 

0.26 

0.18 

23 

0.11 

none 

0.0 

901     893 

InterFirst 

-40.1 

323/s-  9'/2 

11 '/2 

16.15 

1.40 

1.79 

6 

0.32 

0.60 

5.2 

902     949 

Eastern  Air  Lines 

-40.3 

13%-  3'/2 

4% 

3.14 

0.68 

-3.43 

def 

0.04 

none 

0.0 

903     824 

Diamond  Shamrock 

-41.7 

39%- 161/2 

18% 

19.63 

1.07 

-0.31 

def 

0.51 

1.76 

9.6 

904     948 

Dravo 

-42.0 

33%-  91/4 

12 

16.14 

1.35 

-0.49 

def 

0.20 

0.50 

4.2         , 

905     631 

Datapoint 

-43.8 

671/2-10% 

14% 

17.49 

1.20 

1.29 

11 

0.49 

none 

0.0 

906     792 

Holly  Corp 

-44.0 

19%-  4% 

81/8 

12.28 

1.51 

3.57 

2 

0.08 

0.24 

3.0 

907     484 

Gulf  Resources  &  Chem 

-44.1 

37%-  9% 

13% 

10.20 

0.75 

1.78 

8 

0.35 

none 

0.0 

908     965 

Avon  Products 

-45.1 

42%- 19 1/4 

21% 

16.15 

0.75 

2.25 

10 

0.51 

2.00 

9.2 

909     926 

Long  Island  Lighting 

-45.3 

18    -  3% 

8 

19.30 

2.41 

3.01 

3 

0.45 

none 

0.0 

910     233 

Global  Marine 

^5.8 

361/2-  4 

5% 

16.12 

2.87 

-0.45 

def 

0.44 

0.24 

4.3 

911     780 

Hughes  Tool 

-46.2 

48%- 121/2 

14 

20.28 

1.45 

-3.79 

def 

0.67 

0.48 

3.4 

912 

L  B  Foster 

-46.5* 

17 1/2-  4 

7% 

7.21 

0.95 

0.39 

20 

0.21 

0.10 

1.3 

913     532 

Valero  Energy 

-46.6 

43%-  5% 

5% 

18.58 

3.16 

-0.33 

def 

0.08 

0.44 

7.5 

914     665 

Cameron  Iron  Works 

-46.8 

67    -11% 

13% 

11.25 

0.86 

-5.74 

def 

0.78 

0.12 

0.9 

915     958 

Toro 

-47.1 

23%-  5% 

121/2 

8.93 

0.71 

0.98 

13 

0.30 

0.20 

1.6 

916     295 

Western  Co  of  North  Am 

-47.4 

32'/s-  4'/2 

5% 

7.98 

1.56 

-0.85 

def 

0.40 

none 

0.0 

917     734 

Caesars  World 

-48.3 

18%-  6% 

9'/4 

6.55 

0.71 

0.66 

14 

0.44 

none 

0.0 

1 

918     946 

Chromalloy  American 

-48.9 

28'/4-  7% 

11% 

15.98 

1.36 

-2.67 

def 

0.20 

none 

0.0        1 

919     835 

Phelps  Dodge 

-49.8 

481/2-131/2 

15% 

39.86 

2.57 

-3.63 

def 

0.41 

none 

0.0 

920     933 

Northwest  Steel  &  Wire 

-51.2 

291/4-12'/4 

12% 

25.70 

2.10 

-4.57 

def 

0.45 

none 

0.0        1 

921     928 

Inco 

-52.1 

33  '/>-  7% 

11% 

10.82 

0.95 

-1.71 

def 

0.78 

0.20 

1.8 

922     920 

Pittston 

-53.7 

34%-  9% 

11% 

14.00 

1.18 

-2.14 

def 

0.33 

none 

0.0 

923     919 

Armco 

-55.5 

41%-  9 

11% 

18.31 

1.65 

^t.34 

def 

0.17 

none 

0.0 

924     898 

Bally  Manufacturing 

-55.6 

36^-14% 

16 

18.49 

1.16 

0.08 

NM 

0.31 

0.20 

1.3 

925     968 

Savin 

-56.8 

19    -  3% 

6% 

3.68 

0.58 

-3.80 

def 

0.32 

none 

0.0 

926     908 

Amer  Hoist  &  Derrick 

-57.7 

26  Vi-  8'/2 

8% 

19.51 

2.20 

-5.86 

def 

0.17 

none 

0.0 

927     951 

Bird 

-59.8 

21%-  4% 

6% 

12.76 

1.89 

-0.90 

def 

0.10 

none 

0.0 

928     810 

Kaneb  Services 

-60.0 

40'/8-  87/s 

91/4 

13.07 

1.41 

-0.85 

def 

0.56 

0.40 

4.3 

929     943 

AM  AX 

-60.5 

69    -16% 

18 

24.42 

1.36 

-5.69 

def 

0.50 

0.20 

1.1 

930     977 

Tiger  International 

-61.2 

28%-  4'/4 

7% 

4.15 

0.56 

-3.79 

def 

0.11 

none 

0.0 

931     400 

Mission  Insurance  Group 

-62.5 

41    -  7V2 

7% 

18.09 

2.33 

-11.25 

def 

0.18 

none 

0.0 

932     929 

Smith  International 

-63.8 

701/4-121/2 

12% 

23.99 

1.90 

0.57 

22 

0.39 

0.96 

7.6 

933     962 

Western  Air  Lines 

-63.9 

11%-  2% 

3% 

2.16 

0.58 

-2.56 

def 

0.08 

none 

0.0 

934     939 

Pubis '  Service  Indiana 

-65.2 

271/2-  7'/8 

8'/8 

27.32 

3.36 

2.07 

4 

0.48 

1.00 

12.3 

935     916 

Parker  Drilling 

-66.8 

36%-  61/8 

6'/4 

12.12 

1.94 

-2.18 

def 

0.82 

0.16 

2.6        1 

936     365 

Crown  Central  Petroleum 

-72.8 

47%- 11 

12% 

30.56 

2.44 

-1.18 

def 

0.05 

none 

0.0 

937     831 

Cook  United 

-73.6 

9%-   1 1/4 

1% 

0.88 

0.64 

-8.42 

def 

0.02 

none 

0.0 

938     963 

Manvilk- 

-74.1 

31%-  4'/4 

6% 

33.05 

5.29 

1.47 

4 

0.08 

none 

0.0 

939     956 

Massey-Fcrgtiso;: 

-74.4 

11%-  1% 

2% 

-4.72 

NE 

-1.13 

def 

0.18 

none 

0.0 

940     940 

Consumers  Power 

-74.8 

21%-  4% 

4% 

26.04 

5.48 

2.41 

2 

0.13 

none 

0.0 

941     967 

Wickes  Co; 

-75.9 

171/s-  2% 

3 

-14.44 

NE 

0.92 

4 

0.02 

none 

0.0 

942     762 

NVF 

-77.4 

71/8-    1 

l'/e 

0.99 

0.88 

-0.46 

def 

0.08 

none 

0.0 

943     959 

Allis-Chalnv 

-77.6 

37'/s-  6% 

7% 

16.19 

2.09 

-5.37 

def 

0.08 

none 

0.0       i 

944     906 

Storage  Technology 

-81.3 

40%-  2 

3'/4 

14.70 

4.52 

-3.52 

def 

0.13 

none 

0.0 

945     972 

Internationa!  Harvester 

-82.1 

39%-  2% 

7 

-28.96 

NE 

-2.73 

def 

0.11 

none 

0.0 

Note:  Except  as  indicated,  |  > 

15  1984 

.  *Not  ran 

<ed.  tFour-year  price  chanj 

>e.  ^Three-year  price  chanj 

e.  ft  Price 

change  does  not  reflect  tl 

value  of  shares  received  in  a  s,- 

t.  NM:  Not  m< 

■aningful  Ml    Negative  equ 

ty.  NA:  Not  available. 

Sources  Media  General  Finana 

al  Services,  Inc. 
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Book 

Latest 

5-year 

1980-84 

Book 

value/ 

12-month 

Price/ 

Price/ 

Indicated 

nk 

price 

price 

Recent 

value 

recent 

earnings 

earnings 

sales 

annual 

Current 

83 

Company 

change 

range 

price 

(per  share) 

price 

per  share 

ratio 

ratio 

dividend 

yield 

966 

Pettibone 

-82.7% 

29 'A-  3% 

3% 

$  6.07 

1.67 

$-8.07 

def 

0.05 

none 

0.0% 

976 

AM  International 

-83.6 

24%-     3/4 

2% 

-1.56 

NE 

0.89 

3 

0.18 

none 

0.0 

938 

Evans  Products 

-83.8 

24 '/«-  3 '/is 

31/4 

10.31 

3.17 

-5.65 

def 

0.03 

none 

0.0 

It 

Geo  International 

-84.3t 

46'/2-  5 

5% 

10.16 

1.94 

-0.88 

def 

0.22 

none 

0.0 

944 

Oak  Industries 

-84.5 

381/2-  27/s 

3 

5.27 

1.76 

-5.87 

def 

0.12 

none 

0.0 

975 

Rath  Packing 

-93.0 

8 1/4-     1/4 

% 

1.30 

3.47 

-3.00 

def 

0.00 

none 

0.0 

894 

Tosco 

-94.4 

451/8-    l'/s 

11/4 

-5.62 

NE 

-10.66 

def 

0.02 

none 

0.0 

428 

Charter 

-95.3 

44'/4-   11/2 

1% 

28.89 

17.78 

^14.84 

def 

0.00 

none 

0.0 

Amer  Info  Technology 

76%-32 

73% 

83.33 

1.14 

NA 

NA 

0.84 

$6.00 

8.2 

American  President 

36%- 18% 

33% 

28.82 

0.86 

8.35 

4 

0.45 

none 

0.0 

Amer  Tel  &  Tel 

21l/4-147/s 

18% 

NA 

NA 

NA 

NA 

NA 

1.20 

6.4 

Bell  Atlantic 

80'/4-65 

77'/8 

85.93 

1.11 

NA 

NA 

0.93 

6.40 

8.3 

BellSouth 

341/4-271/4 

32'/4 

107.74 

3.34 

NA 

NA 

0.99 

2.60 

8.1 

Big  Bear 

15    -  8 '/4 

9% 

8.17 

0.84 

1.58 

6 

0.08 

none 

0.0 

Bindley  Western  Inds 

2 1 5/s-l  3  '/2 

21 

9.46 

0.45 

1.28 

16 

0.12 

none 

0.0 

Bowater 

25%- 14% 

21% 

13.38 

0.63 

2.11 

10 

0.69 

0.18 

0.8 

CalFed 

30    -11% 

15% 

36.42 

2.41 

NA 

NA 

0.16 

0.32 

2.1 

Centex 

251/2-17 

23% 

20.56 

0.87 

2.51 

9 

0.38 

none 

0.0 

CIGNA 

55%-27 

38i/2 

66.74 

1.73 

1.21 

32 

0.20 

2.60 

6.8 

Continental  Illinois 

41/2-     1/2 

% 

43.14 

69.02 

-27.57 

def 

0.01 

none 

0.0 

Delchamps 

141/s-  9% 

13% 

8.51 

0.62 

1.35 

10 

0.16 

0.28 

2.0 

FoxMeyer 

28'/2-20 

23% 

11.88 

0.50 

1.39 

17 

0.27 

none 

0.0 

Glendale  Federal  S&L 

I31/2-  6% 

8 

29.13 

3.64 

2.36 

3 

0.14 

none 

0.0 

Great  Amer  First  Savings 

131/2-    81/8 

12i/4 

26.11 

2.13 

NA 

NA 

0.24 

0.40 

3.3 

Gulfstream  Aerospace 

23!/2-131/2 

141/. 

5.69 

0.40 

1.67 

9 

0.78 

0.55 

3.9 

Home  Federal  S&L  Cal 

251/4-11% 

181/8 

27.34 

1.51 

2.72 

7 

0.42 

none 

0.0 

Inspiration  Resources 

14%-  4% 

51/8 

17.12 

3.34 

-2.25 

def 

0.18 

none 

0.0 

Jefferson  Smurfit 

27    -15 

l9Vi 

9.86 

0.51 

2.20 

9 

0.28 

0.40 

2.1 

Keystone  Consol  Inds 

6%-  2% 

2% 

18.50 

6.43 

-4.06 

def 

0.03 

none 

0.0 

KN  Energy 

56    -15'/s 

301/s 

15.61 

0.52 

2.19 

14 

0.57 

1.48 

4.9 

Lafarge 

12%-  8% 

9% 

10.17 

1.08 

-0.10 

def 

0.38 

0.20 

2.1 

Louisiana  Land  &  Explor 

34%-22'/4 

31  '/a 

20.54 

0.66 

3.10 

10 

0.65 

1.00 

3.2 

Mack  Trucks 

221/8-131/4 

13% 

16.87 

1.23 

3.52 

4 

0.22 

none 

0.0 

McLean  Industries 

151/2-  81/s 

11% 

7.08 

0.61 

1.13 

10 

0.49 

none 

0.0 

NI  Industries 

241/2-13 

16 1/2 

6.85 

0.42 

2.37 

7 

0.46 

none 

0.0 

Norfolk  Southern 

70%-40'/4 

561/2 

66.34 

1.17 

7.55 

7 

1.01 

3.20 

5.7 

NYNEX 

74%-58% 

72% 

83.92 

1.15 

NA 

NA 

0.75 

6.00 

8.2 

Pabst  Brewing 

I61/2-  2% 

9% 

5.97 

0.64 

-0.45 

def 

0.09 

none 

0.0 

Pacific  Telesis  Group 

691/2-511/4 

65 1/2 

70.24 

1.07 

NA 

NA 

0.82 

5.40 

8.2 

Perini 

31    -  8% 

26% 

30.68 

1.16 

2.35 

11 

0.10 

0.80 

3.0 

PNC  Financial 

46%-  9 '/8 

44% 

36.70 

0.82 

6.07 

7 

0.69 

2.32 

5.2 

Price  Co 

48    -  6'/s 

431/4 

3.09 

0.07 

1.27 

34 

0.85 

none 

0.0 

RLC 

12'/4-  3% 

7% 

5.22 

0.66 

0.83 

9 

0.38 

0.20 

2.5 

Rollins 

I31/2-  3% 

8% 

1.40 

0.16 

0.64 

14 

0.82 

0.46 

5.2 

Santa  Fe  Southern  Pacific 

351/4-20% 

24% 

30.20 

1.21 

2.49 

10 

0.72 

1.00 

4.0 

Sea-Land 

21 '/2-14% 

18 'A 

30.11 

1.65 

NA 

NA 

0.24 

0.48 

2.6 

Southwestern  Bell 

69V4-55 

65V8 

77.22 

1.19 

NA 

NA 

0.88 

5.60 

8.6 

Sovran  Financial 

38-9 

371/4 

25.99 

0.70 

4.36 

9 

0.69 

1.68 

4.5 

Student  Loan  Marketing 

34'/2-20% 

32 

6.14 

0.19 

1.79 

18 

1.15 

0.16 

0.5 

Temple-Inland 

37%-25% 

341/2 

29.12 

0.84 

NA 

NA 

0.66 

0.50 

1.4 

Time  Inc 

48%-33% 

41% 

13.54 

0.33 

2.95 

14 

0.84 

0.82 

2.0 

Trans  World  Airlines 

18%-  7 '/a 

9% 

15.93 

1.66 

NA 

NA 

0.09 

none 

0.0 

Transworld 

331/2-  71/2 

30  Vi 

11.41 

0.37 

2.71 

11 

0.43 

0.40 

1.3 

Tribune 

33%-24 

32% 

19.10 

0.58 

2.56 

13 

0.76 

0.84 

2.6 

U  S  West 

68    -551/8 

65% 

75.97 

1.16 

NA 

NA 

0.87 

5.40 

8.2 

1  Except  as  indicated,  price  changes  are  from  Dec  31,  1979  to  Nov.  15,  1984.  *Not  r 

anked.  "Not  comparable 

because  of  change  in  ownership,  size 

or  corporate  structure. 

ur-year 

price  change,  t Three  year  price  change.  ttPrice  change  does  not 

reflect  the 

value  of  shares 

received  it 

i  a  spinoff,  def:  deficit.  NM 

Not  mean 

ngful.  NE:  Negative  equity. 

Not  av 

illable. 

Sources.  Media  General  Firumc 

ial  Services,  Inc 

.  Forbes 
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Which  i 
Which  i 


primitive"? 


Maybe  you  can  tell  at  a  glance;  maybe  you  can't.  But 
before  you  leap  to  the  answers  down  below,  put  another 
question  to  yourself:  How  do  they  relate  to  each  other,  and  we 
to  them?  It  is  a  fascinating  question  which  we  can  only  now  fully 
explore  for  the  first  time— in  an  exciting  and  enlightening  new 
exhibition  "  'Primitivism'  in  20th  Century  Art:  Affinity  of  the 
Tribal  and  the  Modern"  at  The  Museum  of  Modern  Art. 

In  over  350  works— 150  modern  and  200  tribal— we  can 
now  get  a  definitive  view  of  the  similarities  and  differences,  the 
influences  and  affinities  which  have  intrigued  us  for  nearly  a 
hundred  years.  It  is  a  show  which  sheds  new  light  on,  and 
challenges  much  of  our  "received  wisdom"  about,  both 
"primitive"  and  "modern"  and  their  relation  to  each  other.  It 
may  be  the  first  art  exhibition  you've  ever  seen  which  asks  and 
answers  so  many  questions  about  art— and  about  ourselves. 

That's  one  reason  we  sponsored  this  exhibition,  and  why 
we  urge  you  to  see  it  at  the  times  and  places  listed  below.  In  our 
business  as  in  yours,  we  must  constantly  ask  ourselves  new 
questions,  and  be  prepared  for  answers  quite  different  from 
those  we  expect— from  the  endless  resources  of  our  individual 
imagination,  individual  creativity  and  individual  innovativeness. 
Sponsorship  of  art  that  reminds  us  of  these  things  is  not 
patronage;  it's  a  business  and  human  necessity. 

If  your  company  would  like  to  know  more  about 
corporate  sponsorship  of  art,  write  Hamish  Maxwell, 
Chairman  of  the  Board,  Philip  Morris  Incorporated, 
120  Park  Avenue,  New  York,  N.Y  10017. 

Philip  Morris  Incorporated 

It  takes  art  to  make  a  company  great. 

Makers  of  Marlboro,  Benson  &  Hedges  100's, 
Merit,  Parliament  Lights,  Virginia  Slims 
and  Players;  Miller  High  Life  Beer,  Lite  Beer, 
Lowenbrau  Special  and  Dark  Special  Beers, 
Meister  Brau  and  Milwaukee's  Best;  7UP, 
Diet  7UP,  LIKE  Cola  and  Sugar  Free  LIKE  Cola. 


Philip  Morris  Inc.  1984 


"  'Primitivism'  in  20th  Century  Art:  Affinity  of  the  Tribal  and  the  Modern"  appears  at  The  Museum  of 

Modern  Art,  New  York,  September  27, 1984— January  15, 1985;  The  Detroit  Institute  of  Arts,  Detroit, 

February  27— May  19, 1985;  Dallas  Museum  of  Art,  Dallas,  June  23— September  1, 1985. 
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WHO'S 
WHEREIN 

PROFITABILITY? 

It's  difficult  to  lead  this  list,  but  it's  even  tougher  to  stay  on  top.  As 
current  performance  indicates,  many  leaders  have  started  to  tumble. 


This  table  ranks  the  1,000  companies  surveyed  in 
this  issue  on  the  basis  of  long-term  profitability.  But 
pay  attention  to  more  than  where  a  firm  falls  in  the  roster. 
Business  today  is  often  much  better  or  much  worse  than 
the  long-term  numbers  indicate. 

MCI,  which  leads  the  pack,  is  a  perfect  example.  Its 
long-term  profitability  is  impressive.  But  the  telecommu- 
nications carrier  missed  its  average  by  a  wide  mark  during 
the  most  recent  12  months.  Read  the  industry  analysis  on 
page  208,  and  you'll  realize  MCI's  historic  return  on  equity 
is  high  in  part  because  of  a  preferred  stock  issue  that 
reduced  its  common  equity  base. 

This  isn't  a  unique  situation.  A  number  of  firms  sport 
extraordinarily  high  returns  on  equity  because  they  have 
borrowed  unusual  amounts  of  money.  Jefferson  Smurfit 
has  a  debt-to-equity  ratio  of  1.7.  This  is  well  above  the 
median  for  the  packaging  industry,  and  the  extra  leverage 
increases  the  risk  associated  with  managing  the  company. 

That's  why  few  companies  remain  at  the  top  of  this  list 
very  long.  Of  the  50  profit  leaders  in  the  Forbes  1975 


Annual  Report  on  American  Industry,  only  3  are  still  in 
that  select  group:  GEICO,  American  Home  Products  and 
Charter  Co.  Charter's  stay  will  surely  be  short.  Though 
profits  were  spectacular  when  oil  prices  were  high,  it  filed 
for  bankruptcy  last  year. 

Understand  how  hard  it  is  to  lead  this  roster,  then,  and  it 
is  no  surprise  that  only  4  of  the  top  50  firms  here — 
ServiceMaster,  Limited,  Dun  &.  Bradstreet  and  Pioneer — 
managed  to  match  their  long-term  profitability  in  the 
most  recent  12  months.  Another  4  actually  posted  deficits 
for  the  current  period:  Financial  Corp.  of  America,  Coleco, 
Charter  and  Global  Marine.  When  a  company  ranks 
among  this  elite,  it's  far  more  likely  that  trouble  will 
develop  than  that  things  will  improve. 

That's  why  the  most  useful  way  to  read  these  tables  may 
be  from  the  bottom  up.  Turn  to  page  259,  which  is  littered 
with  once-troubled  companies.  Scan  the  current  perfor- 
mance column,  however,  and  you'll  see  quite  a  few  im- 
pressive numbers.  A  decade  from  now  these  turnaround 
candidates  might  rank  near  the  top  of  this  roster.  ■ 
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Who's  where  in  profitability 


Company 


Return  on  equity 

latest 
5-year         12 
rank     average  months 


Company 


Return  on  equity 

latest 
5-year  12 

rank     average  months 


Company 


Return  on  equity 

lat. 

5-year         12 

rank     average  mom 


■ 


:-, 


:tl 
It 
11 


MCI  Communications  1  125.3%       3.7% 

Apple  Computer  2  113.8  17.0 

Lockheed  3         87.1  38.3 

NIKE  4        83.2  10.0 

Price  Co  5        65.7  41.4 


ServiceMaster  Inds 
Humana 
Federal  Express 
Limited 
Phibro-Salomon 


19 
20 
21 

22 
23 


40.8% 

38.3 

37.7 

37.3 

36.7 


49.5% 

30.8 

15.5 

43.2 

20.7 


Occidental  Petroleum  37  33.2%  13. 

Todd  Shipyards  38  33.0  17. 

Dow  Jones  39  32.7  30. 

Food  Lion  40  32.2  27. 

G  Heileman  Brewing  41  31.9  21. 


FoxMeyer  6  64.1  11.6 

Subaru  of  America  7  59.8  39.0 

Jefferson  Smuriit  8  54. 1  22. 1 

Financial  Corp  o   Amer  9  54.0  def 

Coleco  Industries  10  50.0  def 


GEICO  24  36.3  24.5 

PulteHome  25  35.9  17.6 

SmithKline  Beckman  26  35.7  24.5 

Student  Loan  Marketing  27  35.7  28.9 

Wal-Mart  Stores  28  35.6  33.6 


Global  Marine 
Dun  &  Bradstreet 
L  B  Foster 
E  F  Hutton  Group 
First  Executive 


42 
43 

44 
45 
46 


31.6 
31.6 
31.1 
30.8 
30.6 


5. 

6. 

12. ! 


Tandy 
Comdisco 
Rolm 
Big  Bear 
Charter 


11 
12 
13 
14 
15 


49.4 
46.7 
46.5 
46.3 

45.2 


24.6 
15.5 

8.1 
23.8 

def 


James  River  Corp  of  Va  29  35.4  24.7 

Allied  Corp  30  35.4  2.7 

Wang  Laboratories  31  34.5  20.3 

Mitchell  Energy  &  Dev  32  34.3  13.3 

American  Home  Products  33  34.0  32.9 


Pioneer 
EG&G 

Tesoro  Petroleum 
Toys  "R"  Us 
First  Boston 


47 
48 
49 
50 
51 


30.6 
30.3 
30.2 
29.8 
29.7 


37 
24 

22 
19 


Prime  Computer 
Standard  Oil  Ohio 
Bergen  Brunswig 


17 


- 
41.1 


18.8 
14.7 


Bindley  Western  Ind  34        33.8         13.3 

Schlumberger  Limited  35        33.6        19.4 

Texas  Oil  &  Gas  36        33.4        29.0 


Deluxe  Check  Printers 

MEI 

General  Cinema 


52  29.2        29 

53  28.9        25 

54  28.9        87 


» 


def:  Deficit.  NA:  Noi  ;  Negative 


Sources  Media  General  Financial  Services,  Inc ,  Forb 
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io's  where  in  profitability 


Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

latest 

5-year 

12 

5-year 

12 

5-year 

12 

ipany 

rank 

average 

months 

Company 

rank 

average 

months 

Company 

rank 

average 

months 

Convenience  Stores 

55 

28.9% 

24.1% 

Bristol-Myers 

118 

23.3% 

24.2% 

Payless  Cashways 

181 

20.9% 

16.2% 

ed  Bancshares 

56 

28.7 

23.9 

USAir  Group 

118 

23.3 

20.1 

Bally  Manufacturing 

182 

20.9 

0.4 

sh  &  McLennan  Cos 

57 

28.6 

15.4 

United  Energy  Resources 

120 

23.2 

7.2 

Roadway  Services 

183 

20.9 

18.6 

:ry  Air  Freight 

58 

28.4 

26.2 

Raytheon 

121 

23.2 

12.0 

Square  D 

184 

20.9 

20.9 

>A  Industries 

59 

28.2 

20.5 

Resorts  International 

122 

22.9 

5.9 

Gap  Stores 

185 

20.9 

15.7 

60 

28.0 

30.9 

Beverly  Enterprises 

123 

22.9 

11.5 

G  D  Searle 

186 

20.8 

20.7 

thington  Industries 

61 

27.7 

21.9 

Lear  Siegler 

124 

22.9 

17.0 

Cooper  Industries 

187 

20.8 

7.9 

ogg 

62 

27.7 

25.4 

McDonald's 

124 

22.9 

21.5 

Pitney  Bowes 

188 

20.8 

23.7 

o  Laboratories 

63 

27.6 

20.3 

Bruno's 

126 

22.9 

26.0 

Anheuser-Busch  Cos 

189 

20.8 

20.4 

CO 

64 

27.6 

23.0 

Merck 

127 

22.8 

19.8 

Weis  Markets 

189 

20.8 

19.2 

gheny  Beverage 

65 

27.1 

17.5 

Washington  Post 

128 

22.7 

25.1 

Storage  Technology 

191 

20.8 

def 

er  Valu  Stores 

66 

27.0 

26.9 

McGraw-Hill 

129 

22.7 

22.8 

Sysco 

192 

20.7 

17.6 

rch's  Fried  Chicken 

67 

26.2 

14.2 

Capital  Cities  Commun 

130 

22.7 

21.1 

Intel 

193 

20.7 

19.8 

ville 

68 

26.1 

22.1 

Big  V  Supermarkets 

131 

22.6 

5.5 

Warnaco 

194 

20.7 

16.0 

idy's  International 

69 

26.1 

21.4 

Natl  Medical  Enterprises 

131 

22.6 

18.0 

Transco  Energy 

195 

20.6 

16.4 

mnah  Foods  &  Inds 

70 

26.0 

20.2 

Tosco 

133 

22.4 

NE 

Wyman-Gordon 

195 

20.6 

13.3 

lAgra 

71 

26.0 

17.8 

Coca-Cola 

134 

22.4 

21.3 

Auto  Data  Processing 

197 

20.6 

17.1 

dee 

72 

26.0 

8.7 

Rorer  Group 

135 

22.4 

19.9 

Equifax 

198 

20.5 

21.9 

mont  Aviation 

73 

25.8 

19.3 

Snap-On  Tools 

135 

22.4 

22.3 

Giant  Food 

199 

20.5 

22.0 

Dyne 

74 

25.8 

12.0 

Lucky  Stores 

137 

22.3 

16.8 

Combined  International 

200 

20.5 

19.7 

nzoil 

75 

25.7 

17.8 

Eli  Lilly 

138 

22.2 

23.0 

Morton  Thiokol 

200 

20.5 

19.4 

>n  Industries 

76 

25.5 

17.4 

American  Brands 

139 

22.2 

19.4 

Whittaker 

202 

20.4 

15.0 

ner  Construction 

77 

25.2 

24.2 

Atlantic  Richfield 

140 

22.2 

6.5 

Lubrizol 

203 

20.4 

14.2 

y  Services 

78 

25.1 

28.3 

Geo  International 

141 

22.2 

def 

Masco 

204 

20.4 

17.0 

erican  Stores 

79 

25.0 

26.1 

Boeing 

142 

22.2 

25.0 

Purolator  Courier 

205 

20.4 

10.0 

'er 

80 

25.0 

19.9 

Petrie  Stores 

143 

22.1 

16.7 

R  H  Macy 

206 

20.4 

20.0 

i  Group 

81 

24.7 

18.6 

Gannett 

144 

22.0 

20.6 

Genuine  Parts 

207 

20.4 

18.3 

child  Industries 

82 

24.6 

8.9 

Valero  Energy 

145 

22.0 

def 

General  Electric 

208 

20.4 

19.6 

Reynolds  Industries 

82 

24.6 

19.0 

Amer  International  Grp 

146 

21.9 

14.6 

Bowater 

209 

20.3 

16.8 

ott  Laboratories 

84 

24.6 

27.2 

Murphy  Oil 

146 

21.9 

10.0 

MCorp 

210 

20.3 

15.4 

P 

85 

24.4 

25.9 

Anixter  Bros 

148 

21.9 

8.2 

Ametek 

211 

20.3 

23.8 

nputer  Sciences 

85 

24.4 

12.3 

Cullum  Companies 

149 

21.9 

15.8 

Ashland  Oil 

211 

20.3 

def 

:port-McMoran 

87 

24.4 

12.5 

Sanders  Associates 

150 

21.9 

15.4 

Reading  &  Bates 

213 

20.2 

1.1 

:or 

87 

24.4 

14.9 

Chesebrough-Pond's 

151 

21.8 

17.4 

Hannaford  Bros 

214 

20.2 

17.0 

Howard  Paper 

89 

24.3 

17.4 

Emerson  Electric 

152 

21.8 

20.5 

Baker  International 

215 

20.2 

6.8 

ytag 

90 

24.3 

28.3 

Pay  Less  Drug  Stores  NW 

153 

21.8 

20.8 

Cox  Communications 

216 

20.1 

16.9 

cago  &  North  Western 

91 

24.3 

14.2 

Texas  Commerce  Bancshrs  154 

21.6 

17.9 

Hewlett-Packard 

217 

20.1 

23.0 

ton  Hotels 

92 

24.3 

14.7 

Browning-Ferris  Inds 

155 

21.6 

22.3 

E-Systems 

218 

20.1 

24.8 

irdian  Industries 

93 

24.2 

18.7 

Supermarkets  General 

155 

21.6 

17.1 

Exxon 

219 

20.1 

19.4 

co  Chemical 

94 

24.2 

21.7 

Hospital  Corp  of  Amer 

157 

21.6 

18.2 

Banc  One 

220 

20.1 

19.4 

xander  &  Alexander 

95 

24.2 

def 

Midlantic  Banks 

158 

21.6 

18.0 

Parker  Drilling 

221 

20.0 

def 

>n  Products 

96 

24.1 

14.) 

Amerada  Hess 

159 

21.5 

9.2 

Johnson  &  Johnson 

222 

19.9 

15.6 

i  Strauss 

97 

24.1 

8.7 

Cabot 

160 

21.5 

14.4 

Natl  Service  Industries 

223 

19.9 

18.4 

sion  Insurance  Group 

98 

24.0 

def 

General  Re 

161 

21.5 

9.8 

Hershey  Foods 

224 

19.9 

17.5 

lip  Morris 

99 

23.9 

24.7 

Loews 

162 

21.4 

19.2 

Louisiana  Land  &  Explor 

224 

19.9 

15.0 

stern  Co  of  North  Am 

99 

23.9 

def 

Revco  D  S 

163 

21.4 

22.5 

Flowers  Industries 

226 

19.9 

18.7 

teb  Services 

101 

23.8 

def 

Intl  Flavors  &  Frag 

164 

21.4 

19.9 

Procter  &  Gamble 

227 

19.8 

17.4 

er  Medical  Intl 

102 

23.8 

28.3 

Marriott 

165 

21.3 

20.5 

New  York  Times 

228 

19.8 

22.8 

e  Aid 

102 

23.8 

24.2 

Sundstrand 

166 

21.3 

11.9 

Ryder  System 

229 

19.8 

20.6 

ste  Management 

104 

23.7 

17.2 

United  States  Shoe 

167 

21.3 

16.0 

BRAE 

230 

19.7 

8.8 

mont  General 

105 

23.7 

def 

Martin  Marietta 

168 

21.3 

def 

General  Dynamics 

231 

19.7 

28.1 

neer  Hi-Bred  Intl 

106 

23.6 

19.6 

Merrill  Lynch 

169 

21.3 

1.3 

M/A-Com 

231 

19.7 

9.8 

\ 

107 

23.6 

27.0 

Service  Merchandise 

170 

21.2 

17.6 

Warner  Communications 

233 

19.7 

def 

mblic  New  York 

108 

23.6 

15.4 

Minn  Mining  &  Mfg 

171 

21.2 

19.7 

Paine  Webber  Group 

234 

19.6 

3.8 

ranced  Micro  Devices 

109 

23.6 

47.1 

Winn-Dixie  Stores 

172 

21.2 

19.5 

Engelhard 

235 

19.6 

10.7 

nity  Industries 

109 

23.6 

def 

Walgreen 

173 

21.1 

24.3 

Standard  Oil  Indiana 

236 

19.6 

17.5 

ist  Co  of  Georgia 

111 

23.5 

26.1 

IU  International 

174 

21.1 

5.3 

Interpublic  Group 

237 

19.6 

20.6 

iiston  Natural  Gas 

112 

23.5 

11.8 

Foster  Wheeler 

175 

21.1 

9.1 

SONAT 

238 

19.6 

16.3 

ertson's 

113 

23.5 

19.6 

American  Express 

176 

21.1 

10.3 

H  J  Heinz 

239 

19.5 

22.0 

tes  Department  Stores 

113 

23.5 

23.8 

Old  Republic  Intl 

177 

21.0 

19.6 

Consol  Freightways 

240 

19.4 

13.1 

in  Foods 

115 

23.5 

23.3 

Blount 

178 

21.0 

23.5 

Upjohn 

241 

19.4 

16.4 

wn-Forman 

116 

23.4 

14.4 

Cooper  Tire  &  Rubber 

179 

21.0 

16.3 

Alco  Standard 

242 

19.4 

15.5 

ex 

117 

23.4 

21.3 

Cameron  Iron  Works 

180 

21.0 

def 

MAPCO 

243 

19.3 

12.2 

deficit.     NA:  Not  available.  NE: 

Negative  equity. 

Sources:  Media  Genera!  Financial  Services,  Inc.;  Forbes 
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Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

lates 

5-year 

12 

5-year 

12 

5-year 

12   ( 

montf 

Company 

rank 

average 

months 

Company 

rank 

average 

months 

Company 

rank 

average 

State  Street  Boston 

244 

19.3% 

19.6% 

Centel 

306 

17.9% 

16.6% 

Holly  Corp 

370 

16.7% 

41.3' 

CBI  Industries 

245 

19.3 

9.3 

General  Host 

306 

17.9 

9.7 

Bausch  &  Lomb 

371 

16.7 

15.0, 

Unocal 

246 

19.3 

14.0 

Northwest  Industries 

309 

17.9 

def 

Circle  K 

371 

16.7 

32.2, 

Arkla 

247 

19.2 

12.1 

CPC  International 

310 

17.8 

10.5 

First  City  Bancorp 

373 

16.6 

5.2 

Times  Mirror 

247 

19.2 

20.6 

W  W  Grainger 

310 

17.8 

16.0 

Morrison-Knudsen 

374 

16.6 

13.0 

Vulcan  Materials 

249 

19.2 

17.2 

United  Technologies 

312 

17.8 

17.4 

Combustion  Engineering 

375 

16.6 

def 
10.2 

Fluor 

250 

19.2 

def 

Schering-Plough 

313 

17.8 

13.7 

Universal  Foods 

376 

16.6 

Longs  Drug  Stores 

251 

19.1 

16.9 

Ruddick 

314 

17.8 

17.5 

Revlon 

377 

16.6 

11.9, 

General  Mills 

252 

19.1 

17.5 

Zapata 

314 

17.8 

6.0 

Valley  National 

377 

16.6 

12.6, 

Std  Commercial  Tobacco 

252 

19.1 

14.7 

Smithfield  Foods 

316 

17.8 

5.6 

Zurn  Industries 

377 

16.6 

9.5  ' 

CNA  Financial 

254 

19.1 

11.5 

Denny's 

317 

17.7 

15.2 

Emhart 

380 

16.5 

18.4, 

Nabisco  Brands 

255 

19.1 

17.7 

Edison  Brothers  Stores 

317 

17.7 

16.1 

)  P  Morgan 

381 

16.5 

15.8 

Universal  Leaf  Tobacco 

256 

19.0 

19.3 

Security  Pacific 

319 

17.7 

15.8 

PNC  Financial 

381 

16.5 

17.3 

H  H  Robertson 

257 

19.0 

8.5 

Media  General 

320 

17.6 

15.7 

Scott  &  Fetzer 

383 

16.5 

i8.8; 

3.5 

Pacific  Resources 

258 

19.0 

def 

Brown  Group 

321 

17.6 

17.1 

Kemper 

384 

16.5 

Fleming  Cos 

259 

19.0 

17.8 

Pillsbury 

321 

17.6 

17.4 

Ball  Corp 

385 

16.5 

17.1 

Shell  Oil 

260 

18.9 

15.3 

Raychem 

321 

17.6 

10.9 

Sterling  Drug 

386 

16.4 

15.5 

PepsiCo 

261 

18.9 

11.2 

Amer  Natural  Resources 

324 

17.5 

17.8 

Tecumseh  Products 

387 

16.4 

18.0, 
7.3, 
13.5 

Gillette 

262 

18.9 

20.9 

Hanover  Insurance  Cos 

324 

17.5 

6.6 

Archer  Daniels  Midland 

388 

16.3 

Panhandle  Eastern 

262 

18.9 

10.5 

Mobil 

326 

17.5 

10.3 

First  Interstate  Bancorp 

388 

16.3 

General  Instrument 

264 

18.8 

5.3 

Digital  Equipment 

327 

17.5 

12.2 

R  R  Donnelley  &  Sons 

390 

16.3 

18.1 

Fleet  Financial  Group 

265 

18.7 

18.5 

Whirlpool 

327 

17.5 

19.3 

Figgie  Intl  Holdings 

391 

16.3 

1 1.0 

Centex 

266 

18.7 

12.2 

American  General 

329 

17.5 

15.5 

Hughes  Tool 

392 

16.3 

def; 

18.6 
8.8- 

Pfizer 

267 

18.7 

22.8 

Illinois  Tool  Works 

329 

17.5 

16.5 

Witco  Chemical 

393 

16.3 

Baxter  Travenol  Labs 

268 

18.7 

15.7 

Leaseway  Transportation 

329 

17.5 

12.2 

American  Petrofina 

394 

16.3 

Rockwell  International 

269 

18.7 

21.2 

Eastman  Kodak 

332 

17.4 

11.1 

Dibrell  Brothers 

395 

16.2 

32.5 

Consolidated  Papers 

270 

18.6 

20.0 

Brunswick 

333 

17.4 

24.0 

Gerber  Products 

396 

16.2 

16.2 

Ohio  Casualty 

271 

18.6 

5.6 

Harris  Corp 

333 

17.4 

12.0 

Federal-Mogul 

397 

16.2 

15.6 

Clorox 

272 

18.5 

21.7 

Southland 

335 

17.4 

14.8 

Norstar  Bancorp 

397 

16.2 

17.1  ' 

Gelco 

273 

18.5 

6.4 

MGM  Grand  Hotels 

336 

17.3 

NE 

Saga 

397 

16.2 

23.5 

Meredith 

273 

18.5 

18.0 

First  Atlanta 

337 

17.3 

19.6 

Thrifty  Corp 

397 

16.2 

20.5 
16.2 
16.6 

Amer  Broadcasting  Cos 

275 

18.5 

15.8 

Texas  Eastern 

338 

17.3 

11.9 

Mercantile  Stores 

401 

16.1 

Farmers  Group 

276 

18.5 

16.9 

Jack  Eckerd 

339 

17.3 

15.0 

Texas  Utilities 

401 

16.1 

TRW 

277 

18.4 

16.3 

Frontier  Holdings 

340 

17.2 

def 

MCA 

403 

16.1 

8.8 

Bankers  Trust  New  York 

278 

18.4 

17.1 

Consolidated  Foods 

341 

17.2 

20.3 

Kroger 

404 

16.1 

13.3  ' 

Nordstrom 

279 

18.4 

16.2 

Dexter 

342 

17.1 

15.1 

Crown  Central  Petroleum 

405 

16.0 

del 

American  Standard 

280 

18.4 

14.0 

InterNorth 

343 

17.1 

16.2 

Citizens  &  Southern  Ga 

406 

16.0 

18.0 
14.1 
21.0 
19.6- 

Harvey  Hubbell 

280 

18.4 

17.4 

McCormick 

343 

17.1 

28.7 

CBT 

407 

16.0 

Barnett  Banks  of  Fla 

282 

18.4 

20.2 

Oneok 

345 

17.1 

12.4 

Dillard  Dept  Stores 

408 

16.0 

Southwestern  Public  Svc 

282 

18.4 

21.8 

Sonoco  Products 

346 

17.1 

17.4 

Lowe's  Companies 

409 

16.0 

Chevron 

284 

18.4 

10.7 

Big  Three  Industries 

347 

17.0 

8.4 

Avery  International 

410 

15.9 

18.7 

Phillips  Petroleum 

285 

18.3 

14.4 

Wachovia 

347 

17.0 

19.3 

Oxford  Industries 

410 

15.9 

19.2 
12.C 
15.6, 

Halliburton 

286 

18.3 

9.6 

Swift  Independent 

349 

17.0 

12.2 

Texas  American  Bancshrs 

412 

15.9 

Curtice-Burns 

287 

18.3 

20.1 

Air  Products  &  Chems 

350 

17.0 

13.4 

Brooklyn  Union  Gas 

413 

15.9 

Stop  &  Shop  Cos 

288 

18.3 

19.3 

Handy  &  Harman 

351 

16.9 

10.6 

Fuqua  Industries 

414 

15.9 

27.6 

Briggs  &  Stratton 

289 

18.2 

15!3 

Southern  Union 

351 

16.9 

7.8 

Diversified  Energies 

415 

15.8 

22.1 

Dayton-Hudson 

290 

18.2 

16.4 

Moore  Corp 

353 

16.9 

13.1 

Idle  Wild  Foods 

416 

15.8 

72 
12.6 

15.C 

Jerrico 

291 

18.2 

12.2 

NCNB 

354 

16.9 

18.4 

McKesson 

416 

15.8 

United  Telecom 

292 

18.2 

14-0 

USF&G 

355 

16.9 

11.2 

Westinghouse  Electric 

418 

15.8 

ENSERCH 

293 

18.2 

6.5 

United  Illuminating 

356 

16.8 

26.3 

Sovran  Financial 

419 

15.8 

17.2: 

Sun  Company 

293 

18.2 

8.9 

Fischbach 

357 

16.8 

7.6 

Parker-Hannifin 

420 

15.8 

16.« 

Kimberly-Clark 

295 

18.1 

14.3 

Dynalectron 

358 

16.8 

9.6 

Seaway  Food  Town 

421 

15.8 

4.; 

Tidewater 

295 

18.1 

def 

General  Foods 

358 

16.8 

17.4 

Motorola 

422 

15.7 

20..: 

14-.S 

6.5 

Bank  of  New  England 

297 

18.1 

15.4 

Public  Service  Indiana 

358 

16.8 

7.6 

Alltel 

423 

15.7 

Palm  Beach 

298 

18.1 

16.1 

United  Virginia  Bankshrs 

358 

16.8 

16.9 

Chubb 

424 

15.7 

Amer  Hospital  Supply 

299 

18.0 

165 

Culbro 

362 

16.7 

10.4 

General  Signal 

424 

15.7 

12i 

Iowa-Illinois  Gas  &  El 

299 

18.0 

15.4 

Tyler 

363 

16.7 

20.4 

Sun  Chemical 

424 

15.7 

7.( 

Perkin-Elmer 

301 

18.0 

13.9 

Datapoint 

364 

16.7 

8.0 

New  England  Elec  System 

427 

15.7 

is.: 

First  Union 

302 

19.0 

Knight-Ridder  Newspapers  365 

16.7 

16.7 

U  S  Bancorp 

427 

15.7 

Carnation 

303 

18.0 

18.0 

American  Greetings 

366 

16.7 

17.9 

A  E  Staley  Mfg 

429 

15.7 

RepubiicBank 

304 

17.9 

11.6 

Ralston  Purina 

366 

16.7 

22.0 

Citicorp 

430 

15.7 

is.: 

Rohr  Industries 

304 

17.9 

26.0 

Tenneco 

366 

16.7 

11.8 

Johnson  Controls 

430 

15.7 

16.( 

Avnet 

306 

17.9 

15.6 

Tektronix 

369 

16.7 

17.1 

Mercantile  Bancorp 

430 

15.7 

13.;' 

i                    \  Not  available.  NE:  Negative  equitv 

Sources:  Media  General  Financial  Services,  Inc.;  Fo 

\ 
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Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

latest 

5-year 

12 

5-year 

12 

5-year 

12 

ipany 

rank 

average 

months 

Company 

rank 

average 

months 

Company 

rank 

average 

months 

,ean  Industries 

433 

15.6% 

16.7% 

Northern  States  Power 

496 

14.7% 

17.3% 

Squibb 

557 

14.0% 

15.5% 

tinental  Telecom 

434 

15.6 

15.0 

Marsh  Supermarkets 

497 

14.7 

5.2 

Ex-Cell-O 

560 

14.0 

11.8 

r  Department  Stores 

434 

15.6 

17.6 

Raman 

498 

14.7 

18.4 

Maryland  National 

560 

14.0 

13.4 

ico 

436 

15.6 

12.9 

Intl  Multifoods 

499 

14.7 

10.9 

Rainier  Bancorporation 

562 

14.0 

15.1 

on  Camp 

437 

15.6 

15.3 

NL  Industries 

499 

14.7 

0.9 

Alcan  Aluminium 

563 

14.0 

10.0 

cinnati  Milacron 

438 

15.5 

5.0 

Newmont  Mining 

501 

14.7 

2.6 

Seagram 

563 

14.0 

13.9 

IX 

439 

15.5 

6.9 

Rohm  &  Haas 

501 

14.7 

19.4 

Stone  Container 

565 

14.0 

7.4 

Robins 

440 

15.5 

9.7 

Stanley  Works 

503 

14.7 

16.3 

Central  Hudson  Gas  &  El 

566 

13.9 

16.7 

theast  Banking 

441 

15.5 

12.3 

E  I  Du  Pont  de  Nemours 

504 

14.7 

13.0 

Farm  House  Food 

567 

13.9 

7.7 

tral  &  South  West 

442 

15.5 

15.8 

National  Semiconductor 

505 

14.6 

16.2 

K  mart 

567 

13.9 

18.5 

throp 

443 

15.5 

26.2 

PacifiCorp 

505 

14.6 

18.6 

Niagara  Mohawk  Power 

567 

13.9 

16.8 

inison  Manufacturing 

444 

15.4 

16.2 

Rose's  Stores 

505 

14.6 

18.9 

Mellon  Bank 

570 

13.9 

11.5 

t  Grace 

445 

15.4 

8.9 

Pay'n  Save 

508 

14.6 

10.5 

Harcourt  Brace 

571 

13.9 

18.1 

stal  Corp 

446 

15.4 

18.7 

Safeco 

509 

14.6 

13.0 

Earle  M  Jorgensen 

572 

13.9 

6.5 

k  of  Boston 

447 

15.4 

12.0 

Manufacturers  Hanover 

510 

14.6 

12.0 

Dow  Chemical 

573 

13.9 

10.8 

California  Edison 

447 

15.4 

17.1 

Ethyl 

511 

14.6 

14.6 

InterFirst 

574 

13.8 

10.3 

dbaum 

449 

15.3 

11.4 

Iowa  Resources 

512 

14.5 

14.5 

CFS  Continental 

575 

13.8 

16.3 

ladyne 

450 

15.3 

21.6 

NY  State  Electric  &  Gas 

512 

14.5 

16.4 

Greyhound 

576 

13.8 

8.9 

> 

451 

15.3 

16.5 

Peoples  Energy 

512 

14.5 

19.3 

Houston  Industries 

577 

13.8 

15.9 

iker  Oats 

452 

15.3 

19.5 

First  Security 

515 

14.5 

2.6 

Middle  South  Utilities 

577 

13.8 

16.0 

wis  Power 

453 

15.2 

17.9 

George  A  Hormel 

516 

14.5 

11.2 

Cincinnati  Gas  &  Elec 

579 

13.8 

12.4 

aco 

454 

15.2 

7.6 

Federated  Dept  Stores 

517 

14.5 

12.9 

National  Can 

580 

13.7 

12.0 

t  Natl  State  Bancorp 

455 

15.2 

27.6 

Blue  Bell 

518 

14.5 

10.8 

Parker  Pen 

580 

13.7 

7.5 

sas  Power  &  Light 

456 

15.2 

19.2 

Munford 

518 

14.5 

15.4 

Dayton  Power  &  Light 

582 

13.7 

11.5 

consin  Power  &  Light 

457 

15.2 

15.0 

PSA 

520 

14.5 

def 

Safeway  Stores 

583 

13.7 

13.2 

iday  Inns 

458 

15.1 

12.5 

Huntington  Bancshares 

521 

14.4 

15.4 

MidCon 

584 

13.7 

13.6 

XAR 

458 

15.1 

18.0 

Business  Men's  Assur 

522 

14.4 

12.0 

Union  Electric 

585 

13.6 

25.9 

penter  Technology 

460 

15.1 

11.5 

First  Bank  System 

523 

14.4 

11.7 

North  American  Philips 

586 

13.6 

14.7 

ific  Lighting 

461 

15.1 

10.0 

Duke  Power 

524 

14.4 

15.0 

Kay 

587 

13.5 

7.2 

>mical  New  York 

462 

15.1 

14.5 

San  Diego  Gas  &  Elec 

524 

14.4 

17.3 

United  States  Gypsum 

588 

13.5 

23.6 

20  Energy 

463 

15.1 

17.1 

Tyson  Foods 

524 

14.4 

27.2 

Orange  &  Rockland  Utils 

589 

13.5 

14.6 

nsamerica 

464 

15.1 

7.6 

LTV 

527 

14.4 

def 

Great  Northern  Nekoosa 

590 

13.4 

14.2 

Banks 

465 

15.1 

13.5 

Wisconsin  Public  Service 

527 

14.4 

17.0 

Central  Illinois  Pub  Svc 

591 

13.4 

12.8 

Jc's 

465 

15  1 

3.4 

Consol  Natural  Gas 

529 

14.4 

16.2 

Hoover  Universal 

591 

13.4 

18.0 

Minerals  &  Chem 

465 

15.1 

8.8 

Aetna  Life  &  Casualty 

530 

14.4 

4.8 

Wetterau 

593 

13.4 

15.4 

R 

468 

15.1 

16.3 

Chase  Manhattan 

530 

14.4 

10.8 

McDonnell  Douglas 

594 

13.4 

15.3 

»aul  Cos 

468 

15.1 

def 

PPG  Industries 

532 

14.4 

16.5 

BankAmerica 

595 

13.4 

6.4 

es  Lear jet 

470 

15.0 

7.0 

Kansas  City  Power  &  Lt 

533 

14.3 

19.2 

Pacific  Gas  &  Electric 

596 

13.3 

15.0 

ik  of  New  York 

471 

15.0 

16.8 

Honeywell 

534 

14.3 

12.9 

Norwest 

597 

13.3 

5.1 

ualdson,  Lufkin 

471 

15.0 

14.3 

Cleveland  Electric 

535 

14.3 

17.6 

First  Wisconsin 

598 

13.3 

10.6 

xander  &  Baldwin 

473 

15.0 

16.4 

Ogden 

536 

14.3 

11.6 

Joy  Manufacturing 

598 

13.3 

6.5 

tnmercial  Metals 

474 

15.0 

8.4 

Wells  Fargo 

537 

14.3 

12.5 

NICOR 

598 

13.3 

7.1 

!K 

475 

15.0 

18.7 

Colgate-Palmolive 

538 

14.3 

14.5 

Kerr-McGee 

601 

13.3 

6.8 

ntana  Power 

476 

15.0 

9.1 

Data  General 

539 

14.2 

17.0 

Caesars  World 

602 

13.3 

13.6 

Energy 

477 

15.0 

14.0 

Gordon  Jewelry 

539 

14.2 

11.8 

Commonwealth  Edison 

603 

13.3 

15.7 

a  Wrigley  Jr 

477 

15.0 

16.7 

Hercules 

539 

14.2 

15.8 

Consolidated  Edison 

604 

13.3 

15.5 

rth  American  Coal 

479 

15.0 

23.1 

Allegheny  Power  System 

542 

14.2 

15.4 

Harsco 

605 

13.3 

10.0 

ing  Bank 

480 

15.0 

12.5 

USLIFE 

543 

14.2 

9.8 

H  J  Wilson 

606 

13.2 

4.8 

tt  &  Kraft 

481 

14.9 

15.4 

Gulf  States  Utilities 

544 

14.2 

14.0 

Laclede  Gas 

607 

13.2 

20.1 

tnpbell  Soup 

482 
483 

14.9 

16.6 

Kidde 

544 

14.2 

12.5 

Federal  Paper  Board 

608 

13.2 

20.8 

mmonwealth  Energy 

14.9 

21.3 

Nash  Finch 

544 

14.2 

12.8 

Rochester  Gas  &  Elec 

608 

13.2 

16.3 

ig  Island  Lighting 

484 

14.9 

16.7 

Travelers 

547 

14.2 

10.9 

Torchmark 

610 

13.2 

15.7 

itrice 

485 

14.8 

22.2 

U  S  Home 

548 

14.1 

def 

Toledo  Edison 

611 

13.2 

15.5 

Iden  West  Financial 

485 

14.8 

33.2 

Liquid  Air 

549 

14.1 

9.7 

Union  Pacific 

612 

13.2 

7.7 

lerican  Family 

487 

14.8 

15.9 

Columbia  Gas  System 

550 

14.1 

12.5 

Baltimore  Gas  &  Elec 

613 

13.1 

17.0 

restates  Financial 

487 

14.8 

18.1 

Quaker  State  Oil 

551 

14.1 

10.8 

Southern  Company 

613 

13.1 

18.0 

n  Banks 

487 

14.8 

12.7 

Wisconsin  Elec  Power 

552 

14.1 

17.5 

Interco 

615 

13.1 

10.6 

zona  Public  Service 

490 

14.8 

14.9 

Capital  Holding 

553 

14.1 

13.7 

FMC 

616 

13.1 

15.6 

D 

490 

14.8 

16.2 

Norfolk  Southern 

553 

14.1 

11.4 

iTT 

617 

13.1 

9.1 

lLCO  Enterprises 

490 

14.8 

15.7 

Borg-Warner 

555 

14.1 

14.0 

Pennsylvania  Power  &  Lt 

617 

13.1 

13.2 

tvident  Life  &  Ace 

490 

14.8 

14.5 

Smith  International 

556 

14.0 

2.3 

Dresser  Industries 

619 

13.1 

4.0 

estar 

494 

14.8 

16.2 

Norton 

557 

14.0 

9.8 

Univar 

619 

13.1 

17.3 

st  Products 

495 

14.8 

8.2 

Portland  General  Elec 

557 

14.0 

19.2 

Amsted  Industries 

621 

13.1 

6.8 

:  deficit.     NA:  Not  available.  NE: 

Negative 

equity. 

Sources:  Media  General  Financial  Services, 

Inc ,  Forbes 

BES,  JANUARY  14,  1985 
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Who's  where  in  profitability 


Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

lai 

5-year 

12 

5-year 

12 

5-year         1 

Company 

rank 

average 

months 

Company 

rank 

average 

months 

Company 

rank 

average  mot 

Life  Investors 

621 

13.1% 

11.9% 

Continental  Illinois 

685 

11.9% 

def 

Dominion  Resources 

748 

10.5%     12; 

So  New  England  Tel 

621 

13.1 

14.4 

Tribune 

686 

11.9 

13.1% 

Fieldcrest  Mills 

749 

10.5          6' 

Federal  Co 

624 

13.1 

20.8 

Easco 

687 

11.9 

def 

Marine  Midland  Banks 

749 

10.5        1C 

Florida  Power  &  Light 

624 

13.1 

12.7 

Public  Service  E&G 

687 

11.9 

15.3 

WICOR 

751 

10.5        2C 

Echlin 

626 

13.0 

18.9 

Ferro 

689 

11.8 

10.6 

Scovill 

752 

10.5        13 

i 

Grumman 

627 

13.0 

23.7 

Sherwin-Williams 

689 

11.8 

17.1 

Fleetwood  Enterprises 

753 

10.4        31. 

Central  Illinois  Light 

628 

13.0 

13.1 

Thorn  Apple  Valley 

691 

11.8 

3.0 

Arrow  Electronics 

754 

10.4        2C 

Eastern  Gas  &  Fuel 

629 

13.0 

13.3 

Amer  National  Insurance 

692 

11.8 

10.0 

DEKALB  AgResearch 

755 

10.4          8 

10.4          8 

Ohio  Edison 

629 

13.0 

17.0 

Lincoln  National 

693 

11.8 

11.8 

Zale 

756 

Amer  District  Telegraph 

631 

13.0 

6.3 

American  Electric  Power 

694 

11.8 

14.2 

Magic  Chef 

757 

10.3        26; 

Potomac  Electric  Power 

632 

13.0 

17.0 

Alcoa 

695 

11.7 

11.5 

Riegel  Textile 

758 

10.3         1C, 

International  Paper 

633 

13.0 

7.1 

Public  Service  Colorado 

696 

11.7 

14.2 

Carter  Hawley  Hale 

759 

10.3         14 

Oklahoma  Gas  &  Electric 

634 

12.9 

14.5 

Louisville  Gas  &  Elec 

697 

11.7 

14.7 

Cluett,  Peabody 

760 

10.2         \-\ 

Borden 

635 

12.9 

13.8 

American  Cyanamid 

698 

11.7 

13.7 

Hawaiian  Electric  Inds 

761 

10.2        id 

Becton,  Dickinson 

636 

12.9 

10.6 

NBD  Bancorp 

699 

11.7 

11.0 

Sears,  Roebuck 

761 

10.2        U, 

Carolina  Power  &  Light 

637 

12.9 

14.7 

Corning  Glass  Works 

700 

11.6 

5.6 

Manufacturers  National 

763 

10.1         V/ 

Levitz  Furniture 

638 

12.9 

21.0 

Duquesne  Light 

700 

11.6 

14.5 

Warner-Lambert 

764 

10.1         l'l 

National  City 

638 

12.9 

14.0 

Associated  Dry  Goods 

702 

11.6 

13.7 

Cessna  Aircraft 

765 

10.1          0, 

Delmarva  Power  &  Light 

640 

12.8 

16.0 

MGM/UA  Entertainment 

703 

11.6 

9.4 

Amdahl 

766 

io.o     <; 

Westvaco 

641 

12.8 

15.8 

Moore  McCormack  Res 

704 

11.6 

4.1 

Celanese 

767 

9.9        1( 

Ryan  Homes 

642 

12.8 

10.6 

Comerica 

705 

11.5 

12.4 

Willamette  Industries 

768 

9.9        ll 

Fidelcor 

643 

12.8 

15.6 

Centerre  Bancorporation 

706 

11.5 

7.1 

Northern  Trust 

769 

9.9          il 

Northeast  Utilities 

644 

12.7 

20.3 

Detroit  Edison 

706 

11.5 

13.5 

Arden  Group 

770 

9.8        1 

So  Carolina  Elec  &  Gas 

644 

12.7 

16.7 

Kentucky  Utilities 

708 

11.5 

14.1 

Eagle-Picher  Industries 

771 

9.8        i: 

Allied  Stores 

646 

12.7 

13.4 

Santa  Fe  Southern 

709 

11.5 

8.2 

SCM 

771 

9.8          ! 

| 

Signal  Cos 

647 

12.6 

10.4 

Household  International 

710 

11.4 

14.6 

Berkshire  Hathaway 

773 

9.8       ■; 

Perini 

648 

12.6 

7.8 

Hammermill  Paper 

711 

11.4 

13.5 

Anderson,  Clayton 

774 

9.7          • 

Atlantic  City  Electric 

649 

12.6 

14.0 

Smart  &  Final  Iris 

712 

11.4 

17.5 

Phillips-Van  Heusen 

774 

9.7       i; 

Burlington  Northern 

649 

12.6 

14.0 

Colonial  Penn  Group 

713 

11.3 

14.7 

Goodyear  Tire  &  Rubber 

776 

9.7        1. 

Puget  Sound  Power  &  Lt 

651 

12.6 

9.4 

Strawbridge  &  Clothier 

714 

11.3 

14.0 

Atlanta  Gas  Light 

777 

9.7         li 

City  Investing 

652 

12.5 

3.8 

Yellow  Freight  System 

715 

11.3 

17.7 

Williams  Cos 

778 

9.7         1 

Super  Food  Services 

652 

12.5 

15.8 

Diamond  Shamrock 

716 

11.3 

1.5 

ASARCO 

779 

9.7          ] 

Hartmarx 

654 

12.5 

15.2 

Foxboro 

717 

11.2 

1.9 

St  Regis 

780 

9.7 

Monfort  of  Colorado 

654 

12.5 

23.4 

Colt  Industries 

718 

11.2 

28.0 

First  Chicago 

781 

9.6 

Philadelphia  Electric 

654 

12.5 

14.9 

Sperry 

718 

11.2 

10.0 

Mead 

782 

9.5        11 

Collins  &  Aikman 

657 

12.4 

24.5 

Gould 

720 

11.1 

9.1 

Lone  Star  Industries 

783 

9.5 

West  Point-Pepperell 

657 

12.4 

13.1 

Pacific  Telesis  Group 

720 

11.1 

11.6 

Springs  Industries 

783 

9.5 

U  S  West 

659 

12.4 

10.9 

DWG 

722 

11.1 

1.9 

Central  Soya 

785 

9.5 

J  C  Penney 

660 

12.4 

13.5 

California  First  Bank 

723 

11.1 

8.3 

Black  &  Decker  Mfg 

786 

9.5        li 

Utah  Power  &  Light 

661 

12.4 

12.2 

Godfrey 

723 

11.1 

7.8 

Bemis 

787 

9.5 

Society 

662 

12.3 

14.7 

CSX 

725 

11.1 

10.8 

First  Natl  Supermarkets 

787 

9.5 

Jefferson-Pilot 

663 

12.3 

12.2 

UGI 

725 

11.1 

7.7 

Champion  Spark  Plug 

789 

9.3 

Florida  Progress 

664 

12.3 

14.0 

Washington  Gas  Light 

725 

11.1 

15.0 

Owens-Corning  Fiberglas 

790 

9.3        li 

Pennwalt 

664 

12.3 

12.2 

ARA  Services 

728 

11.0 

11.7 

Varian  Associates 

791 

9.3        11 

Ceco  Industries 

666 

12.3 

8.1 

DeSoto 

728 

11.0 

15.2 

Richardson-  Vicks 

792 

9.2         11 

National  Fuel  Gas 

667 

12.2 

'18.0 

McGraw-Edison 

730 

10.9 

8.9 

Robertshaw  Controls 

793 

9.2         11 

Penn  Traffic 

668 

12.2 

9.7 

Weyerhaeuser 

731 

10.9 

8.5 

Equitable  of  Iowa  Cos 

794 

9.2 

White  Consolidated  Inds 

669 

12.2 

9.2 

Monsanto 

732 

10.9 

12.7 

Georgia-Pacific 

794 

9.2        1! 

City  Federal  S  &  L 

670 

12.2 

39.3 

Walt  Disney  Productions 

733 

10.9 

1.5 

McDermott  International 

796 

9.2 

Crown  Cork  &  Seal 

671 

12.2 

10.7 

Washington  National 

733 

10.9 

6.5 

Roper  Corp 

796 

9.2       2: 

Rykoff-Sexton 

671 

12.2 

14.0 

National  Gypsum 

735 

10.9 

19.1 

Penn  Central 

798 

9.1 

Bell  Atlantic 

673 

12.2 

11.1 

Control  Data 

736 

10.9 

2.7 

Adolph  Coors 

799 

9.1 

Stauffer  Chemical 

673 

12.2 

1.8 

Avco 

737 

10.9 

10.0 

Pueblo  International 

799 

9.1         1 

Morse  Shoe 

675 

12.1 

10.3 

Scott  Paper 

738 

10.8 

11.5 

Stewart  &  Stevenson 

801 

9.1 

Boston  Edison 

676 

12.1 

14.1 

RCA 

739 

10.8 

10.5 

Athlone  Industries 

802 

9.0 

Textron 

676 

12.1 

9.5 

Dorsey 

740 

10.7 

10.1 

Owens-Illinois 

803 

9.0        1 

Dana 

678 

12.1 

16.0 

Natl  Distillers  &  Chem 

741 

10.6 

7.2 

No  Indiana  Public  Svc 

804 

9.0        1 

Allegheny  International 

679 

12.1 

8.0 

Crocker  National 

742 

10.6 

def 

Potlatch 

805 

8.9 

Transway  International 

680 

12.1 

13.2 

Union  Carbide 

743 

10.6 

4.0 

Northwestern  Natl  Life 

806 

8.9 

Shawmut 

681 

12.0 

13.8 

Carson  Pirie  Scott 

744 

10.6 

5.6 

Gifford-Hill 

807 

8.9 

Consumers  Power 

682 

12.0 

9.3 

Texas  Instruments 

745 

10.6 

27.4 

Unidynamics 

807 

8.9         1 

Central  Steel  &  Wire 

683 

12.0 

13.1 

Gulf  &  Western  Inds 

746 

10.6 

13.7 

Deere 

809 

8.8 

Economics  Laboratory 

683 

17.6 

AmeriTrust 

747 

10.5 

10.5 

Barnes  Group 

810 

8.8         ! 

def:  deficit.  NA:  Not  available.  NE:  Nega 

Sources.  Media  General  Financial  Services,  Inc., 
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io's  where  in  profitability 


ipany 


Return  on  equity 

latest 
5-year         12 
rank     average  months 


iple-Inland  811  8.8%  12.8% 

jarch-Cottrell  812  8.8  2.2 

Walter  813  8.7  13.4 

fie  Gamble  Robinson  814  8.7  2.4 

pco-Pittsburgh  815  8.6  1.8 


istrong  World  Inds 

tinental  Corp 

l 

ler  Manufacturing 

pwell 


816 
816 
818 
819 
820 


14.2 
0.9 

10.4 
def 
0.9 


iken 

er  Communications 

le  Cascade 

land-Ross 

nord 


821 
822 
823 
823 
825 


6.5 
def 

7.5 
6.3 

7.3 


mpion  International  826  8.3  7.4 

erican  Maize-Products  827  8.3  9.2 

in  Industries  827  8.3  15.7 

Giorgio  827  8.3  2.9 

Murphy  827  8.3  12.2 


Company 


Return  on  equity 

latest 
5-year         12 
rank     average  months 


Avondale  Mills  875  5.5%  13.4% 

Northwest  Steel  &  Wire  876  5  3  def 

Bell  &  Howell  877  5.0  22  6 

Fruehauf  878  4.9  17.0 

Nashua  879  4.9  17.2 


Polaroid 

Crown  Zellerbach 
Beneficial  Corp 
H  F  Ahmanson 
Macmillan 


880 
881 
882 
883 
884 


4.9 
4.8 

4.7 
4.7 
4.7 


4.4 
8.6 

11.7 
6.6 

19.4 


Del  E  Webb 

B  F  Goodrich 

American  Can 

Cyclops 

F  W  Woolworth 


885 
886 
887 
888 
889 


4.5 
4.5 
4.4 
4.2 
4.0 


12.0 
6.3 
8.9 
8.8 

12.2 


CIGNA 

Sybron 

Dravo 

Northwest  Airlines 

J  P  Stevens 


890 
890 
892 
893 
894 


4.0 
4.0 
3.9 
3.6 
3.6 


2.0 
def 
def 
11.5 
3.9 


Company 


Return  on  equity 

latest 
5-year         12 
rank     average  months 


Armco 
Ramada  Inns 
Singer 

Wheeling-Pitts  Steel 
American  Bakeries 


938 
939 
940 
941 
942 


def 
def 
def 
def 
def 


def 

3.0% 
12.9 

def 
11.5 


Genesco  943  def  52.4 

Gulf  Resources  &  Chem  944  def  19.1 

Evans  Products  945  def  def 

Interstate  Bakeries  946  def  def 

GAF  947  def  def 


Borman's  948  def  def 

Talley  Industries  949  def  15.5 

NVF  950  def  def 

National  Intergroup  951  def  def 

Inspiration  Resources  952  def  def 


Trans  World  Airlines  953  def  6.3 

Harnischfeger  954  def  2.5 

Bird  955  def  def 

Imperial  Corp  of  Amer  956  def  def 

Inco  957  def  def 


lins 

gview  Fibre 

vart-Warner 

board  Marine 

roughs 


827 
832 
832 
834 
835 


25.3 
14.3 
6.1 
15.2 
10.4 


Kaufman  &  Broad  895  3.5  11.1 

Great  Western  Financial  896  3.5  10.4 

General  Public  Utils  897  3.4  7.3 

AMAX  898  3.4  def 

Great  Amer  First  Savings  899  3.3  6.7 


Great  Atl  &  Pacific  Tea  958  def  10.1 

Wilson  Foods  959  def  def 

Bethlehem  Steel  960  def  def 

Pan  Am  Corp  961  def  def 

Allis-Chalmers  962  def  def 


ier  Aluminum 

higan  National 

;rsoll-Rand 

iver 

leral  Motors 


835 
837 
838 
839 
840 


8.2 
8.1 
8.1 
8.0 
8.0 


1.2 

def 

def 

18.8 

24.0 


Western  Union  900  3.3  def 

Lafarge  901  3.1  def 

A  O  Smith  902  3.1  8.8 

Firestone  Tire  &  Rubber  903  2.9  8.1 

AMR  904  2.9  23.7 


First  Pennsylvania  963  def  def 

United  Merchants  &  Mfrs  964  def  9.6 

Cook  United  965  def  def 

Tiger  International  966  def  def 

General  Refractories  967  def  61.0 


ndustries 

rlake 

ta  Air  Lines 

erpillar  Tractor 

il  Basic  Industries 


841 
842 
843 
844 
844 


7.9 

7.9 
7.8 
7.7 

7.7 


11.0 

11.8 

23.2 

def 

def 


Bucyrus-Erie 

RLC 

Mohasco 

Pittston 

Manville 


905 
906 
907 
908 
909 


2.8 
2.8 
2.7 
2.6 
2.6 


def 
16.3 

8.0 
def 

4.4 


Pettibone  968  def  def 

Mattel  969  def  NE 

Eastern  Air  Lines  970  def  def 

Chrysler  971  def  85.1 

International  Harvester  972  def  NE 


chmen  Industries 

Eac 

lington  Industries 

iperweld 

lhattan  Industries 


846 
847 
848 
849 
850 


7.7 
7.6 
7.5 
7.4 
7.3 


23.6 
def 
5.2 
5.1 

16.1 


Peabody  International  910  2.4  def 

Phelps  Dodge  911  2.4  def 

Crane  912  2.4  def 

Castle  &  Cooke  913  2.4  def 

Clark  Equipment  914  2.2  5.8 


Pantry  Pride 
HRT  Industries 
American  Motors 
Western  Ait  Lines 
Texas  Air 


973 
974 
975 
976 

977 


def 
def 
def 
def 
def 


9.6 

def 

10.2 

def 

NE 


.owenstein 
ier  Foods 
line 

'CO 


851 

852 
853 
854 

855 


7.2 
7.1 
7.1 
7.1 
7.0 


1.5 

16.4 

def 

6.6 

12.2 


Kerr  Glass  Mfg  915  1.7  def 

Foodarama  Supermarkets  916  1.7  def 

Lukens  917  1.6  0.3 

Alexander's  918  1.4  6.3 

Ford  Motor  919  1.3  39.3 


Allied  Supermarkets 
Republic  Airlines 
AM  International 
Rath  Packing 
Wickes  Cos 


978 
979 
980 
981 
982 


def 
def 
def 
def 
def 


0.2 
NE 
NE 
def 

NE 


ller-Globe 
:hor  Hocking 
chhold  Chemicals 
bey-Owens-Ford 
nmins  Engine 


856 
857 
857 
859 
860 


7.0 
6.9 
6.9 
6.8 
6.8 


17.9 
4.1 
12.3 
16.7 
35.7 


National-Standard  920  1.3  8.3 

United  Brands  921  1.2  6.3 

Westmoreland  Coal  922  1.1  7.9 

CertainTeed  923  1.1  8.4 

Southwest  Forest  Inds  924  0.8  0.7 


Massey-Ferguson 
Amer  Info  Technology 
Amer  Tel  &  Tel 
American  President  Cos 
BellSouth 


983 


def 

NA 
NA 
NA 

NA 


NE 
12.5 

NA 
28.9 
11.5 


isiana-Pacific 
istrong  Rubber 
:n  Group 

ckway  Inc  (NY) 
in 


861 
862 
863 
864 
865 


6.8 
6.7 
6.7 
6.5 
6.5 


6.5 
13.6 
11.8 

def 

23.5 


Chromalloy  American  925  0.5  def 

Mack  Trucks  926  0.4  9.4 

UAL  927  0.3  16.5 

Uniroyal  928  0.2  15.0 

Amer  Hoist  &  Derrick  929  0.2  def 


CalFed 
Delchamps 
Glendale  Federal  S&L 
Gulfstream  Aerospace 
Home  Federal  S&L  Cal 


NA 
NA 
NA 

NA 
NA 


9.7 
18.2 
16.2 
29.2 

9.9 


iCorp 

lith  Electronics 

Iwood 

in 

TX 


865 
867 
868 
869 
870 


6.5 
6.3 
6.2 
6.1 
6.1 


6.5 

17.6 

15.7 

def 

def 


Chicago  Pneumatic  Tool  930  0.1  9.8 

Revere  Copper  &  Brass  931  def  def 

Oak  Industries  932  def  def 

Inland  Steel  933  def  def 

United  States  Steel  934  def  def 


Keystone  Consol  Inds 
NI  Industries 
NYNEX 
Pabst  Brewing 
Sea-Land 


NA 
NA 
NA 
NA 
NA 


def 

36.0 

11.3 

def 

8.9 


nolds  Metals 
;ansas  Best 
ipers 
nark 


871 

872 
873 
874 


6.0 
5.9 
5.8 
5.7 


9.0 

17.3 

5.6 

16.2 


Federal  Natl  Mortgage  935  def  def 

Toro  935  def         12.4 

Gibraltar  Finl  Corp  Cal         937  def        20.0 


Southwestern  Bell 
Time  Inc 
Transworld 


NA 
NA 
NA 


11.3 
23.0 
24.8 


deficit.  NA:  Not  available.  NE:  Negative  equity. 


Sources:  Media  General  Financial  Services,  Inc  ,  i 
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WHO'S  WHERE 
IN  THE 
INDUSTRY 
GROUPS 

Last  year  was  good  for  the 
economy  but  not  for 
corporate  profitability.  The 
1,000  companies  in  this  issue 
failed  to  match  their  five- 
year  return  on  equity. 


The  economic  recovery  was  what  everyone  talked  about 
in  1984,  and  by  some  measures  corporate  performance 
kept  pace.  The  1,000  companies  in  this  issue  posted  medi- 
an earnings  increases  of  15.8%.  But  profitability  is  a  better 
measure  of  a  company's  vitality,  and  here  the  numbers  are 
less  encouraging.  In  the  key  measure  of  return  on  equity, 
the  all-industry  median  for  1984  was  13.4% — good,  but 
well  below  the  five-year  average  of  15.1%. 

So  even  a  recovery  year  can  carry  considerable  disap- 
pointment, and  1984  was  no  exception.  Of  the  42  industry 
groups  in  this  table,  25  failed  to  match  their  long-term 
profitability.  Many  of  the  biggest  losers  are  at  the  top  of 
the  list,  where  such  sectors  as  oilfield  drillers  and  petro- 
leum took  painful  drubbings.  Farther  down  the  ranks,  the 
performance  of  builders,  metals  firms  and  heavy  equip- 
ment manufacturers  was  particularly  disappointing. 

Strangely,  some  of  the  best  news  is  at  the  bottom  of  the 
list.  Automakers,  airlines  and  thrift  institutions  posted 
impressive  rebounds.  So  did  coal  and  paper  companies,  as 
well  as  consumer  products  firms.  But  perhaps  the  best  way 
to  summarize  this  topsy-turvy  year  is  simply  to  note  that, 
on  a  trailing  12-month  basis,  the  return  on  equity  of  once- 
beleaguered  automotive  suppliers  is  16%.  That's  exactly 
the  same  as  the  figure  for  the  beverage  industry,  which 
leads  the  list  in  terms  of  long-term  profitability.  ■ 


: 


I 


Industry  medians 

Yardsticks  of  management  performance 

Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

Industry 

latest 
5-year            12 
rank           average         months 

debt/ 

equity 

ratio 

net 

profit 

margin 

rank 

5-year 
average 

latest 

12 

months 

5-year 
rank          average 

lates 
12 

nion 

Beverages 

Alcoholic  beverages 
Soft  drinks 

1               22.4%            16.0% 

—  18.3                13.9 

—  27.1                21.3 

0.5 

0.4 
0.5 

6.0% 

5.8 
6.2 

10 

13.3% 

14.6 
13.3 

9.9% 

8.0 
17.9 

1              20.2% 
18.3 

—             24.5 

-0.3 

-4.f 

14.; 

Tobacco 

2               20.3                19.3 

0.3 

5.7 

28 

7.4 

3.3 

4              11.1 

16.( 

Oilfield  drillers  and  services 

3               20.1                  1.7 

0.6 

0.3 

11 

13.3 

-4.0 

35           -29.4 

P-E 

Health  care 

Drugs 

Health  care 

Hospital  management 

4               19.9                15.6 

—  '    19.7                15.5 

—  19.4                15.7 

—  22.9                18.2 

0.3 

0.2 
0.3 

1.4 

7.6 

8.6 
6.5 

7.6 

20 

10.5 

9.9 
13.0 
39.8 

7.4 

7.4 

4.9 

11.5 

6              10.3 

—  7.9 

—  6.5 
29.1 

8.( 
10. 
5.( 

is.: 

Publishing 

5               19.2                20.6 

0.3 

7.6 

8 

13.9 

13.3 

2              12.6 

27.. 

Petroleum 

International  oils 
Other  oil  and  gas 

6               18.9                10.7 

—               18.3                13.0 
19.1                  9.6 

0.4 

0.4 
0.5 

3.1 

3.2 
2.9 

7 

15.4 

9.7 
15.6 

4.6 

2.3 
5.0, 

17                1.2 

—  1.2 

—  1.2 

-6.. 

8.:| 

-6.' 

Services 

Fast  food  chains 
Food  distributors 
Industrial  services 
Office  services 

7               18.0                17.1 

20.6                16.3 
13.9                15.8 
20.8                18.5 
18.0               16.7 

0.4 

0.5 
0.6 
0.3 
0.2 

3.2 

5.5 
1.2 
5.3 
4.2 

13 

12.8 

14.7 
11.6 
19.3 
10.1 

16.1 

12.2 
16.1 
15.8 
19.4 

6              10.3 

11.9 

—  10.3 

—  12.0 

—  3.6 

13.- 

10.1 

13.- 

8., 

28.' 

Electrical  equipment 

8               17.7                16.3 

0.1 

5.6 

24 

8.7 

11.7 

13                3.6 

26.: 

Computers 

9               17.4               12.9 

0.3 

5.6 

4 

18.2 

15.1 

15                3.1 

28.' 

Broadcasting 

10               16.9               16.5 

0.4 

4.3 

6 

16.2 

17.3 

28             -7.0 

27. 

D-D  Deficit  to  deficit.  D-P:  Deficit  i     pi 

li  f  Deficit  v.             . 

liable  NE  Negative  equity.  NN 

1:  Not  meaningful. 

Sources:  Media  Get 

era!  Financial  Services,  Inc. 
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Industry  medians 

yardsticks  of  management  performance 

Profitability 

Growth 

Return  on  equity 

Sales 

Earnings 

per  share 

latest 

debt/ 

net 

latest 

latest 

5-year            12 

equity 

profit 

5-year 

12 

5-year 

12 

Industry 

rank           average         months 

ratio 

margin 

rank 

average 

months 

rank 

average 

months 

Guilders 

11               16.7               10.0 

0.2 

2.1 

17 

11.0 

2.8 

27 

-6.2 

-16.2 

Commercial 

—              18.2                9.3 

0.2 

1.9 

— 

14.1 

-5.8 

— 

4.2 

-25.7 

Residential 

—              11.6               11.6 

0.2 

3.7 

— 

2.2 

16.1 

— 

-18.8 

-0.1 

Setailers-specialty 

12               16.1%            16.2% 

0.4 

3.2% 

15 

12.5% 

13.4% 

9 

6.8% 

22.0% 

Apparel 

—               19.6                16.1 

0.3 

4.7 

— 

12.6 

18.9 

— 

17.7 

12.3 

Catalog  showroom 

—               14.8                  8.2 

0.7 

1.8 

— 

21.3 

15.2 

— 

-4.5 

-5.2 

Drug  chains 

—               20.1               20.7 

0.3 

2.9 

— 

14.6 

11.1 

— 

16.7 

22.9 

Miscellaneous 

—               12.9                16.2 

0.5 

2.8 

— 

9.0 

14.0 

— 

0.0 

30.5 

Jewelry 

—               13.5                  8.4 

0.4 

3.5 

— 

2.6 

8.0 

— 

NM 

32.4 

Shoes 

—               14.9                16.6 

0.3 

4.1 

— 

7.2 

4.9 

— 

NM 

22.1 

Food  processors 

13               16.0                15.8 

0.3 

2.9 

25 

8.6 

9.2 

14 

3.2 

8.6 

Commodities 

—               15.2                 9.6 

0.3 

2.4 

— 

7.3 

17.8 

— 

-3.5 

-3.2 

Branded  foods 

—               16.8                17.4 

0.3 

4.1 

— 

9.1 

7.2 

— 

9.7 

11.7 

Meatpacking 

—               14.5                 9.3 

0.9 

0.8 

— 

8.4 

-0.8 

— 

NM 

-33.3 

Supermarkets 

14               15.9                13.3 

0.7 

1.0 

21 

10.2 

8.1 

16 

3.0 

3.6 

Major  chains 

—               21.2                17.1 

0.7 

1.3 

— 

11.3 

8.1 

— 

8.6 

6.3 

Regional  chains 

—              13.2               10.5 

0.7 

0.7 

— 

9.2 

6.6 

— 

-0.7 

1.7 

Convenience  stores 

—               17.4                15.4 

1.1 

2.1 

— 

16.4 

28.3 

— 

NM 

22.5 

Natural  gas  utilities 

15               15.8                14.0 

0.8 

3.6 

5 

16.9 

8.8 

11 

5.2 

16.9 

Distributors 

—              13.1               15.3 

0.9 

3.0 

— 

17.0 

10.5 

— 

3.3 

63.1 

Integrated 

—              15.1               16.2 

0.7 

3.8 

— 

16.9 

9.2 

— 

5.2 

0.7 

Producers  and  pipelines 

—              19.8               12.6 

0.9 

4.1 

— 

16.5 

1.6 

— 

10.3 

13.4 

Aerospace  and  defense 

16               15.8                15.2 

0.2 

4.0 

22 

10.1 

11.3 

22 

-1.5 

27.6 

Electronics 

17               15.7                15.9 

0.2 

4.9 

13 

12.8 

19.2 

18 

0.8 

27.6 

Equipment 

—              15.7               12.9 

0.3 

4.7 

— 

11.8 

18.3 

— 

0.8 

26.5 

Semiconductors 

—               17.9                19.8 

0.1 

5.3 

— 

16.9 

35.5 

— 

2.3 

70.8 

Telecommunications 

18               15.7                11.3 

0.6 

8.9 

15 

12.5 

8.2 

20 

0.6 

7.4 

Carriers 

—               14.8                11.6 

0.9 

9.4 

— 

11.1 

6.0 

— 

3.9 

6.2 

Manufacturing 

—               19.7                 8.1 

0.3 

4.6 

— 

23.0 

20.6 

— 

15.7 

13.9 

Leisure  and  recreation 

19               15.3                12.0 

0.4 

4.9 

27 

8.3 

13.5 

32 

-14.2 

-6.3 

Entertainment 

—               15.7                 9.1 

0.5 

5.8 

— 

10.4 

14.6 

— 

-5.2 

-37.8 

Hotels  and  gaming 

—               17.3                12.3 

1.1 

3.5 

— 

8.6 

9.0 

— 

-15.2 

-1.5 

Recreation 

—              12.0               19.6 

0.3 

5.2 

— 

-4.0 

17.7 

— 

NM 

33.6 

Recreational  vehicles 

—                 7.7               23.6 

0.0 

4.5 

— 

0.3 

26.0 

— 

NM 

-1.4 

Photography 

—               11.2                 7.8 

0.0 

4.8 

— 

3.3 

0.2 

— 

-11.0 

15.3 

Toys  and  electronics 

—              39.6              -1.1 

0.3 

2.9 

— 

24.4 

10.9 

— 

NM 

P-D 

Apparel 

20               15.2                15.9 

0.2 

4.1 

26 

8.4 

7.8 

3 

12.3 

14.3 

Clothing 

—              13.8               15.5 

0.2 

3.9 

— 

8.2 

9.2 

— 

9.5 

19.9 

Shoes 

—              21.3               17.1 

0.1 

4.5 

— 

12.0 

6.1 

— 

15.4 

0.2 

Banks 

21                15.1                13.5 

0.3 

6.8 

3 

18.6 

15.1 

5 

10.5 

6.2 

Multinational  banks 

—               15.0               12.0 

0.4 

5.0 

— 

16.7 

14.9 

— 

9.5 

-14.1 

Northeast 

—              15.1               15.5 

0.3 

7.9 

— 

21.7 

22.9 

— 

14.1 

2.4 

Midwest 

—              12.3               11.7 

0.2 

6.3 

— 

17.5 

11.1 

— 

0.5 

7.5 

Southeast 

—              16.9               18.4 

0.3 

8.5 

— 

21.0 

18.3 

— 

15.1 

15.7 

Southwest 

—               17.9                12.0 

0.3 

7.5 

— 

26.6 

19.8 

— 

12.4 

-8.5 

West 

—               14.5                12.5 

0.4 

5.6 

— 

16.1 

12.6 

— 

2.2 

7.3 

Financial  services 

22               15.1                11.7 

0.7 

3.8 

2 

19.7 

10.9 

12 

4.4 

-13.6 

Financial  services 

—               10.9               11.7 

2.2 

3.8 

— 

9.7 

10.9. 

— 

-2.2 

12.2 

Trading 

—              25.5               10.3 

0.4 

4.5 

— 

31.1 

8.5 

— 

24.1 

-51.8 

Insurance 

23               15.1                10.9 

0.1 

5.5 

23 

9.5 

12.9 

21 

0.3 

-2.9 

Brokers 

—               26.4                 6.0 

0.3 

5.8 

— 

15.6 

3.8 

— 

NM 

D-D 

Diversified 

—               18.0               11.8 

0.2 

6.8 

— 

10.3 

10.1 

— 

0.0 

-4.1 

Life  and  health 

—              13.1               11.9 

0.1 

4.8 

— 

11.4 

14.2 

— 

1.5 

16.8 

Property  and  casualty 

—              16.9                 6.6 

0.1 

5.5 

— 

8.0 

15.0 

— 

-3.4 

-45.9 

Diversified  companies 

24               14.2                11.0 

0.4 

3.5 

33 

5.4 

10.3 

23 

-1.7 

17.0 

Multicompanies 
Conglomerates 

—  13.1               10.4 

—  16.1               11.8 

0.3 
0.5 

3.7 
3.1 

- 

5.4 
5.6 

10.2 
10.5 

- 

2.0 
-8.3 

P.O 
9.0 

it  P-D  Profit  to  deficit,  def  Deficit.  NA  Not  avs 

liable  NE:  Nej 

ative  equity  N 

A:  Not  meaningful 

Sources:  Media  Get 

loral  financial  Services  trie 

l-orhcs 
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Industry  medians 

Yardsticks  of  management  performance 

Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

Industry 

5-year 
rank           average 

latest 

12 

months 

debt/ 

equity 

ratio 

net 

profit 

margin 

rank 

5-year 
average 

latest 

12 

months 

rank 

5-year 
average 

latest 

12 

mont 

Chemicals 

Diversified 
Specialized 

25              14.1% 

—  12.3 

—  15.6 

13.0% 

12.7 
13.8 

0.4 

0.3 
0.4 

3.8% 

3.4 

3.9 

35 

4.5% 

3.7 

5.5 

10.1% 

10.1 
10.7 

24 

-3.7% 

-5.9 

-0.4 

31.3' 

45.9 
23.7 

Retailers-general 

Department  stores 
Discount  and  variety 

26               13.9 

—  12.6 

—  14.6 

14.4 

14.1 
16.4 

0.5 

0.6 
0.5 

3.1 

3.6 
2.6 

19 

10.5 

10.5 
10.5 

13.1 

13.0 
13.1 

8 

9.3 

9.1 
12.6 

15.4 
13.6 
16.9 

Electric  utilities 

Northeast 

Midwest 

Southeast 

Southwest 

West 

27               13.6 

—  13.2 

—  14.1 

—  13.0 

—  14.8 

—  13.7 

15.5 

16.2 
15.4 
15.0 
15.8 
14.6 

0.9 

0.9 
1.0 
1.0 
1.0 
0.9 

12.0 

11.5 
11.7 
11.0 
13.1 
16.2 

9 

13.8 

14.1 
12.4 
13.0 
15.5 
15.5 

8.2 

9.9 

8.0 
8.1 
8.1 
8.9 

10 

6.4 

5.7 
7.9 
4.5 
6.4 
8.4 

9.9 

11.2 
3.7 

16.8 
8.9 

9.3 

Surface  transportation 

Railroads 
Truckers 
Other 

28               13.5 

—  12.6 

—  17.5 

—  14.4 

12.7 

11.0 
16.3 
11.1 

0.7 
0.6 
0.7 
0.8 

3.4 

3.9 
2.9 

2.7 

31 

5.5 

5.2 
4.9 
6.2 

15.7 

11.7 
17.5 
12.2 

26 

-5.5 

-4.7 
-5.0 

NM 

23.7 

30.9  j 
15.2  ' 
31.7 

Consumer  products 

Appliances 
Home  furnishings 
Household  products 
Personal  products 

29               13.4 

—  10.3 

9.5 

—  18.5 

—  18.5 

15.6 

18.2 

6.6 

17.6 

15.1 

0.3 

0.4 
0.3 
0.1 
0.2 

5.2 
3.8 
3.0 

7.2 
6.1 

34 

5.4 

2.9 

4.1 

8.9 

10.0 

7.4 
15.1 
8.8 
5.0 
3.0 

19 

0.7 

NM 

-10.1 

10.3 

7.6 

11.4 

50.1 
-23.6  1 

5.0 
4.1 

Industrial  machinery 

30               13.3 

9.8 

0.3 

2.9 

38 

3.6 

14.4 

31 

-12.2 

28.9  "i 

Packaging 

31                12.2 

12.4 

0.4 

2.3 

29 

6.8 

14.0 

30 

-10.8 

42.4) 

Paper 

32               11.2 

13.9 

0.5 

4.2 

32 

5.5 

16.5 

29 

-8.4 

70.8'  ' 

Office  equipment 

33               10.8 

14.3 

0.2 

5.0 

30 

6.8 

7.2 

36 

NM 

10.3 

Automotive  suppliers 

Parts  makers 
Tire  and  rubber 

34               10.5 

—               13.0 
6.5 

16.0 

16.6 
13.5 

0.3 

0.3 
0.3 

3.5 

4.0 
2.8 

37 

3.8 

3.8 
3.2 

16.6 

18.7 
12.2 

33 

-14.3 

-11.7 
NM 

43.8 
43.8 
39.0 

Building  materials 

Cement  and  gypsum 
Lumber 

Other  materials 
Equipment 

35                 9.8 

9.5 

—  8.8 

—  11.0 

—  14.1 

8.9 

6.8 

8.0 

12.8 

15.6 

0.4 

0.9 
0.5 
0.4 
0.2 

2.8 
1.9 
2.0 
3.2 
3.4 

39 

2.4 
2.1 
3.8 
2.0 
6.2 

13.2 

12.5 
14.7 
14.0 
14.5 

34 

-27.1 
-47.0 
-31.9 
-13.5 
NM 

32.1 

167.7] 
119.0 
24.4 
26.8  , 

Textiles 

36                9.5 

10.8 

0.4 

3.4 

36 

4.1 

10.5 

25 

-4.3 

26.6 

Metals 

Nonferrous  metals 
Steel 

37                 7.9 

8.6 
6.3 

1.5 

1.2 

5.1 

0.5 

0.6 
0.5 

def 
1.0 
def 

40 

0.4 

2.1 
-4.2 

22.3 

12.7 
27.2 

36 

NM 

NM 
NM 

D-D 

P-D 
D-D 

Coal 

38                 7.8 

10.6 

0.6 

3.4 

18 

10.9 

9.6 

36 

NM 

65.9 

Thrift  institutions 

39                 4.1 

9.9 

0.2 

5.1 

1 

22.8 

30.6 

40 

NM 

9.1 

Air  transport 

Freight 
Passenger 

40                 2.9 

20.4 
1.6 

6.3 

10.0 
0.8 

1.0 

0.6 
1.3 

def 
3.8 
def 

12 

13.0 

13.0 
13.6 

15.5 

15.5 
15.9 

40 

NM 
-6.0 

NM 

D-D 

-39.6 
D-D 

Heavy  equipment 

Agricultural 
Building  and  mining 

41                 2.5 

—                def 

5.2 

def 

NE 
2.2 

0.6 

3.0 

0.4 

def 
def 
def 

42 

-5.5 
-9.0 

-5.2 

5.8 

0.2 
7.9 

36 

NM 
NM 
NM 

D-D 

D-D 
D-E 

Automobiles  and  trucks 

47.                 1.3 

18.0 

0.4 

2.3 

41 

-1.5 

25.4 

40 

NM 

167.8 

All-industry  medians 

—              15.1 

13.4 

0.4 

3.7 

— 

10.2 

11.5 

— 

-0.6 

15.* 

D-D:  Deficit  to  deficit.  DP:  Deficit  to  pro 

it.  P-D  Profit  I 

1   Not  ava 

liable.  NE:  Negative  equity,  NN 

1.  Not  meaningful 

Sources  Media  Get 

eral  Fitumcial  Sen-ices,  Inc 
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WHO'S 
WHERE 
IN  THIS 
ISSUE 


The  eight  pages  that  follow  contain  an  alpha- 
betical list  of  the  1,000  companies  ranked  in 
this  issue.  Each  entry  includes  a  company's 
numerical  rank  in  terms  of  five-year  profit- 
ability, per-share  earnings  growth  and  stock 
market  performance.  In  addition,  the  index 
entry  indicates  where  to  find  the  company  in 
the  individual  industry  group  Yardsticks. 
Note  that  a  diversified  firm  can  appear  in  as 


many  as  three  different  Yardsticks.  TRW,  for 
example,  is  included  in  automotive  suppliers, 
electronics  and  diversified  companies.  U.S. 
Steel  is  ranked  on  its  performance  in  both 
metals  and  oil.  Time  Inc.  shows  up  in  publish- 
ing and  broadcasting.  Segment  percentages 
that  indicate  the  proportion  of  a  company's 
sales  and  profits  generated  by  each  industry 
group  are  a  part  of  every  group  Yardstick. 
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Where  to  find  the  company 


Rank 

Rank 

i 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

Company 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

Abbott  Laboratories 

84 

120 

305 

154 

Anheuser-Busch  Cos 

189 

76 

112 

78 

Advanced  Micro  Devices 

109 

99 

35 

140 

Anixter  Bros 

148 

101 

199 

208 

Aetna  Life  &  Casualty 

530 

702 

748 

163 

Apple  Computer 

2 

2 

874 

122 

198          1 

H  F  Ahmanson 

883 

»• 

700 

211 

ARA  Services 

728 

606 

298 

Air  Products  &  Chems 

350 

398 

651 

118 

Archer  Daniels  Midland 

388 

172 

738 

148 

Albertson's 

113 

191 

159 

202 

Arden  Group 

770 

18 

51 

202 

Alcan  Aluminium 

563 

763 

679 

170 

Arizona  Public  Service 

490 

458 

702 

134 

Alco  Standard 

242 

414 

392 

154,  185 

Arkansas  Best 

872 

•* 

400 

204 

Alexander  &  Alexander 

95 

•• 

857 

163 

Arkla 

247 

368 

472 

172 
170 

Alexander  &  Baldwin 

473 

168 

165 

204 

Annco 

938 

•  * 

923 

Alexander's 

918 

•  # 

92 

194 

Armstrong  Rubber 

862 

«• 

66 

67         1 

Allegheny  Beverage 

65 

53 

14 

78,  198 

Armstrong  World  Inds 

816 

652 

389 

113 

Allegheny  International 

679 

«* 

833 

126,  128 

Arrow  Electronics 

754 

*• 

772 

140 

Allegheny  Power  System 

542 

183 

363 

134 

Arvin  Industries 

827 

655 

241 

67 
170 

Allen  Group 

863 

•  » 

620 

67 

ASARCO 

779 

889 

Allied  Bancshares 

56 

65 

194 

71 

Ashland  Oil 

211 

731 

872 

187         j 

Allied  Corp 

30 

•  • 

759 

67,  118,  128 

Associated  Dry  Goods 

702 

142 

178 

194 

Allied  Stores 

646 

363 

282 

194 

Athlone  Industries 

802 

«* 

750 

170 

Allied  Supermarkets 

978 

•• 

361 

198,  202 

Atlanta  Gas  Light 

777 

599 

365 

172 

Allis-Chalmers 

962 

*• 

943 

156,  160 

Atlantic  City  Electric 

649 

397 

560 

134 

Alltel 

423 

424 

629 

208 

Atlantic  Richfield 

140 

214 

703 

187 

Aluminum  Co  of  America 

695 

•  • 

615 

170 

Auto  Data  Processing 

197 

151 

300 

198 

AM  International 

980 

*• 

947 

176 

Avco 

737 

721 

544 

50,  144 

AMAX 

898 

•  • 

929 

170 

Avery  International 

410 

220 

100 

181 
140 

Amdahl 

766 

703 

827 

122 

Avnet 

306 

394 

191 

Amerada  Hess 

159 

638 

744 

187 

Avon  Products 

96 

669 

908 

126 

American  Bakeries 

942 

»• 

727 

148 

Avondale  Mills 

875 

601 

364 

210 

American  Brands 

139 

315 

367 

128,  214 

Baker  International 

215 

»• 

897 

178 

Amer  Broadcasting  Cos 

275 

504 

503 

81 

Ball  Corp 

385 

222 

82 

181 

American  Can 

887 

•  • 

577 

181 

Bally  Manufacturing 

182 

720 

924 

168 

American  Cyanamid 

698 

550 

558 

118,  154 

Baltimore  Gas  &  Elec 

613 

345 

401 

134 

Amer  District  Telegraph 

631 

264 

256 

140 

Banc  One 

220 

200 

187 

71 

American  Electric  Power 

694 

533 

716 

134 

Bank  of  Boston 

447 

143 

283 

71 

American  Express 

176 

410 

237 

144,  163 

Bank  of  New  England 

297 

238 

180 

71 

American  Family 

487 

611 

136 

163 

Bank  of  New  York 

471 

197 

353 

71 

American  General 

329 

364 

308 

163 

BankAmerica 

595 

666 

887 

71 

American  Greetings 

366 

115 

24 

190 

Bankers  Trust  New  York 

278 

106 

174 

71 

Amer  Hoist  &  Derrick 

929 

•* 

926 

156 

Barnes  Group 

810 

** 

663 

67 

American  Home  Products 

33 

209 

385 

126,  154 

Barnett  Banks  of  Fla 

282 

122 

105 

71 

Amer  Hospital  Supply 

299 

177 

551 

154 

Bausch  &  Lomb 

371 

591 

585 

154 

Amer  Info  Technology 

•  • 

•• 

" 

208 

Baxter  Travenol  Labs 

268 

127 

704 

154 

Amer  International  Grp 

146 

128 

288 

163 

BayBanks 

465 

225 

183 

71 

American  Maize-Products 

827 

651 

656 

148 

Beatrice 

485 

675 

545 

148 

Amer  Medical  Intl 

102 

60 

286 

154 

Becton,  Dickinson 

636 

610 

693 

154 

American  Motors 

975 

,«« 

900 

62 

Bell  &  Howell 

877 

•  « 

277 

176 

Amer  National  Insurance 

692 

389 

380 

163 

Bell  Atlantic 

673 

•  • 

•• 

208 

Amer  Natural  Resources 

324 

286 

682 

172 

BellSouth 

•• 

•  • 

»» 

208 

American  Petrofina 

394 

463 

471 

187 

Bemis 

787 

643 

371 

181 

American  President  Cos 

•  • 

•  » 

*• 

204 

Beneficial  Corp 

882 

•• 

696 

144,  196 

American  Standard 

280 

715 

712 

113,204 

Bergen  Brunswig 

18 

56 

53 

154 

American  Stores 

79 

49 

63 

196,  202 

Berkshire  Hathaway 

773 

153 

65 

128,  163 

Amer  Tel  &  Tel 

•  • 

•a 

»* 

208 

Best  Products 

495 

604 

840 

196 

AmeriTrust 

747 

526 

420 

71 

Bethlehem  Steel 

960 

«• 

842 

170 

Ames  Department  Stores 

113 

93 

9 

194 

Beverly  Enterprises 

123 

54 

86 

154 

Ametek 

211 

301 

322 

160 

Big  Bear 

14 

57 

»• 

202 

AMF 

851 

.. 

749 

160,  168 

Big  Three  Industries 

347 

535 

769 

118,  178 

Amfac 

847 

•  ■ 

811 

128 

Big  V  Supermarkets 

131 

325 

227 

202 

AMP 

85 

336 

247 

140 

Bindley  Western  Ind 

34 

85 

•• 

154 

Ampco-Pittsburgh 

815 

»• 

697 

156,  170 

Bird 

955 

«• 

927 

113 

AMR 

904 

•  • 

130 

54 

Black  &  Decker  Mfg 

786 

•• 

798 

126 

Amsted  Industries 

621 

•  « 

825 

113,  156,  160 

Blount 

178 

194 

135 

109 

Anchor  Hocking 

857 

«• 

541 

126,  181 

Blue  Bell 

518 

646 

535 

58 

Anderson,  Clayton 

774 

622 

521 

148 

Boeing 

142 

598 

454 

50 

Profitability:  5-year  return  on 

:quiry.     Growth:  5 

year  annual 

"arnings-per-share  growth  Stock  I 

itarket:  5-year  price  change.  "Not  ranked. 

Sources:  Media  General  Financial  Sen 

ices,  lnc  Forbe 
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rhere  to  find  the  company 


Rank 

Rank 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

impany 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

ise  Cascade 

823 

752 

720 

113,  181,  185 

Chromalloy  American 

925 

•« 

918 

128,  160,  204 

rden 

635 

298 

219 

118,  148 

Chrysler 

971 

•* 

60 

62 

rg-Warner 

555 

387 

225 

67,  118,  128 

Chubb 

424 

589 

350 

163 

ban's 

948 

•* 

793 

202 

Church's  Fried  Chicken 

67 

442 

405 

198 

stem  Edison 

676 

482 

512 

134 

CIGNA 

890 

571 

mm 

163 

twatei 

209 

630 

.. 

185 

Cincinnati  Gas  &  Elec 

579 

468 

815 

134 

IAE 

230 

14 

879 

204 

Cincinnati  Milacron 

438 

mm 

671 

160 

iggs  &  Stratton 

289 

628 

741 

160 

Circle  K 

371 

** 

231 

202 

istol-Myeis 

118 

175 

182 

126,  154 

Citicorp 

430 

261 

517 

71 

ockway  Inc  (NY) 

864 

761 

645 

181 

Citizens  &  Southern  Ga 

406 

29 

123 

71 

ooklyn  Union  Gas 

413 

297 

498 

172 

City  Federal  S  &  L 

670 

.. 

84 

211 

own-Forman 

116 

52 

533 

78 

City  Investing 

652 

742 

293 

128,  163 

own  Group 

321 

150 

117 

58,  196 

Clark  Equipment 

914 

mm 

880 

156 

owning-Ferris  Inds 

155 

67 

99 

198 

Cleveland  Electric 

535 

315 

695 

134 

[no's 

126 

37 

89 

202 

Clorox 

272 

267 

148 

126 

unswick 

333 

28 

34 

168 

Cluett,  Peabody 

760 

229 

161 

58 

icyrus-Erie 

905 

** 

877 

156 

CNA  Financial 

254 

602 

394 

163 

ulington  Industries 

848 

518 

502 

126,  210 

Coachmen  Industries 

846 

*» 

26 

168 

nlington  Northern 

649 

429 

106 

204 

Coastal  Corp 

446 

•m 

701 

187 

irroughs 

835 

682 

876 

122 

Coca-Cola 

134 

364 

374 

78 

isiness  Men's  Assur  Co 

522 

432 

500 

163 

Coleco  Industries 

10 

•  * 

10 

168 

ltler  Manufacturing 

819 

** 

758 

113 

Colgate-Palmolive 

538 

347 

425 

126 

ibot 

160 

403 

399 

118,  187 

Collins  &  Aikman 

657 

107 

62 

210 

lesars  World 

602 

•* 

917 

168 

Colonial  Penn  Group 

713 

*» 

601 

163 

alFed 

mm 

»» 

*« 

211 

Colt  Industries 

718 

mm 

223 

67,  160 

alifornia  First  Bank 

723 

693 

715 

71 

Columbia  Gas  System 

550 

402 

832 

172 

ameron  Iron  Works 

180 

738 

914 

178 

Combined  International 

200 

440 

376 

163 

ampbell  Soup 

482 

354 

253 

148 

Combustion  Engineering 

375 

»» 

764 

160 

apital  Cities  Commun 

130 

130 

113 

81,  190 

Comdisco 

12 

19 

104 

122 

apital  Holding 

553 

263 

284 

163 

Comerica 

705 

548 

543 

71 

nation 

303 

245 

114 

148 

Commercial  Metals 

474 

552 

532 

170 

uolina  Power  &  Light 

637 

510 

628 

134 

Commonwealth  Edison 

603 

334 

573 

134 

arpenter  Technology 

460 

674 

618 

170 

Commonwealth  Energy 

483 

312 

467 

134 

arson  Pirie  Scott 

744 

617 

351 

194,  196 

Computer  Sciences 

85 

537 

851 

50 

arter  Hawley  Hale 

759 

654 

598 

194 

ConAgra 

71 

167 

44 

148 

astle  &  Cooke 

913 

.. 

672 

148 

Consolidated  Edison 

604 

152 

243 

134 

aterpillar  Tractor 

844 

.. 

899 

156 

Consolidated  Foods 

341 

201 

201 

126,  148 

BI  Industries 

245 

416 

888 

109 

Consol  Freightways 

240 

502 

267 

204 

BS 

451 

639 

522 

81,  168 

Consol  Natural  Gas 

529 

273 

317 

172 

BT 

407 

171 

273 

71 

Consolidated  Papers 

270 

561 

206 

185 

eco  Industries 

666 

499 

250 

113 

Consumers  Power 

682 

544 

940 

134 

elanese 

767 

.. 

444 

118,210 

Continental  Corp 

816 

759 

637 

163 

entel 

306 

360 

525 

208 

Continental  Illinois 

685 

701 

mm 

71 

enterre  Bancorporation 

706 

626 

595 

71 

Continental  Telecom 

434 

433 

600 

208 

entex 

266 

426 

M 

109 

Control  Data 

736 

283 

604 

122,  144 

entral  &  South  West 

442 

359 

518 

134 

Cook  United 

965 

•  * 

937 

194 

entral  Hudson  Gas  &  El 

566 

379 

639 

134 

Cooper  Industries 

187 

683 

775 

133,  160 

entral  Illinois  Light 

628 

329 

527 

134 

Cooper  Tire  &  Rubber 

179 

36 

23 

67 

entral  Illinois  Pub  Svc 

591 

380 

578 

134 

Adolph  Coors 

799 

492 

689 

78 

entral  Soya 

785 

649 

770 

148 

Copperweld 

849 

713 

170 

entral  Steel  &  Wire 

683 

634 

534 

170 

CoreStates  Financial 

487 

179 

167 

71 

ertainTeed 

923 

•  * 

593 

113 

Corning  Glass  Works 

700 

660 

688 

126,  154 

essna  Aircraft 

765 

** 

795 

50 

Cox  Communications 

216 

148 

129 

81 

FS  Continental 

575 

66 

22 

198 

CPC  International 

310 

"513 

606 

148 

hampion  International 

826 
789 

750 
705 

830 

113,  185 

Crane 

912 

711 

113 

hampion  Spark  Plug 

814 

67 

Crocker  National 

742 

»» 

818 

71 

harter  Co 

15 

•• 

953 

163,  187 

Crown  Central  Petroleum 

405 

757 

936 

187 

base  Manhattan 

530 

288 

719 

71 

Crown  Cork  &  Seal 

671 

607 

506 

181 

hemical  New  York 

462 

164 

328 

71 

Crown  Zellerbach 

881 

•« 

886 

185 

.hesebrough-Pond's 

151 

284 

244 
459 

436 

126,  148 

CSX 

725 

357 

546 

204 

■hevron 

675 

187 

Culbro 

362 

•* 

20 

214 

Chicago  &  North  Western 

91 

" 

27 

204 

Cullum  Companies 

149 

185 

193 

202 

hicago  Pneumatic  Tool 

930 
quitv     Growth:  ! 

>-year  annual 

849 

160 

Cummins  Engine 

860 

217 

67 

Profitability:  5-year  return  on  e 

earnings-per- 

share  growth.  Stock 

Market:  5-year  price  change.  "Not  ranked. 

Sources  Media  General  Financial  Services,  Inc ,  Forties 
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Where  to  find  the  company 

1 

- 

Rank 

Rank 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

Company                                   Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

Curtice-Burns 

287 

242 

181 

148 

Ethyl 

511 

474 

301 

118 

• 

Cyclops 

888 

«. 

447 

170 

Evans  Products 

945 

•« 

948 

196        li 

1 

Dana 

678 

695 

514 

67 

Ex-Cell-O 

560 

439 

571 

50,    67,  1611 

Dart  &  Kraft 

481 

417 

330 

148 

Exxon 

219 

296 

473 

187 

- 

Data  General 

539 

718 

318 

122 

Fairchild  Industries 

82 

648 

850 

50 

'. 

Datapoint 

364 

747 

905 

122 

Farm  House  Foods 

567 

744 

635 

198 

• 

Dayco 

855 

754 

667 

67,  160 

Farmers  Group 

276 

294 

373 

163 

1 

Dayton-Hudson 

290 

543 

121 

194 

Federal  Co 

624 

557 

398 

148 

'. 

Dayton  Power  &  Light 

582 

255 

737 

134 

Federal  Express 

21 

26 

160 

54 

Dean  Foods 

115 

88 

13 

148 

Federal-Mogul 

397 

581 

291 

67 

■ 

Deere 

809 

755 

852 

156 

Federal  Natl  Mortgage 

935 

.. 

791 

144 

DEKALB  AgResearch 

755 

713 

860 

148,  187 

Federal  Paper  Board 

608 

315 

536 

181,  185 

Delchamps 

.« 

** 

«. 

202 

Federated  Dept  Stores 

517 

306 

386 

194 

Delmarva  Power  &  Light 

640 

386 

453 

134 

Ferro 

689 

673 

698 

118 

Delta  Air  Lines 

843 

.. 

329 

54 

Fidelcor 

643 

69 

71 

Deluxe  Check  Printers 

52 

105 

149 

190 

Fieldcrest  Mills 

749 

697 

665 

126        1 

Dennison  Manufacturing 

444 

490 

341 

181,  198 

Figgie  Intl  Holdings 

391 

235 

271 

128,  198 

Denny's 

317 

308 

68 

198 

Financial  Corp  of  Amer 

9 

11 

164 

211 

DeSoto 

728 

396 

155 

113 

Firestone  Tire  &.  Rubber 

903 

** 

348 

67        1 

Detroit  Edison 

706 

455 

657 

134 

First  Atlanta 

337 

55 

37 

71 

Dexter 

342 

451 

462 

118 

First  Bank  System 

523 

381 

575 

71 

Di  Giorgio 

827 

657 

807 

148,  198 

First  Boston 

51 

3 

11 

144 

Diamond  Shamrock 

716 

•* 

903 

118,  187 

First  Chicago 

781 

372 

597 

71 

Dibrell  Brothers 

395 

78 

38 

214 

First  City  Bancorp 

373 

621 

841 

71 

Digital  Equipment 

327 

221 

519 

122 

First  Executive 

46 

9 

19 

163 

Dillard  Dept  Stores 

408 

34 

2 

194 

First  Interstate  Bancorp 

388 

419 

631 

71 

Walt  Disney  Productions 

733 

586 

622 

168 

First  Natl  State  Bancorp 

455 

154 

244 

71 

Diversified  Energies 

415 

423 

476 

172 

First  Natl  Supermarkets 

787 

»« 

133 

202 

Dominion  Resources 

748 

434 

387 

134 

First  Pennsylvania 

963 

** 

896 

71        1 

Donaldson,  Lufkin  &  Jenrette 

471 

21 

12 

144 

First  Security 

515 

576 

779 

71        | 

R  R  Donnelley  &  Sons 

390 

173 

116 

190 

First  Union 

302 

224 

97 

71        1 

Dorsey 

740 

»* 

344 

181,  204 

First  Wisconsin 

598 

234 

469 

71 

Dover 

80 

192 

272 

113,  160 

Fischbach 

357 

114 

550 

109 

Dow  Chemical 

573 

717 

817 

118 

Fisher  Foods 

853 

.. 

726 

202 

Dow  (ones 

39 

98 

67 

190 

Fleet  Financial  Group 

265 

131 

119 

71 

Dravo 

892 

.. 

904 

109 

Fleetwood  Enterprises 

753 

" 

31 

109,  168 

Dresser  Industries 

619 

758 

858 

178 

Fleming  Cos 

259 

160 

87 

198 

E  I  Du  Pont  de  Nemours 

504 

629 

691 

118,  187 

Florida  Power  &  Light 

624 

466 

396 

134 

Duke  Power 

524 

368 

455 

134 

Florida  Progress 

664 

446 

442 

134 

Dun  &  Bradstreet 

43 

112 

152 

190 

Flowers  Industries 

226 

189 

30 

148 

Duquesne  Light 

700 

358 

707 

134 

Fluor 

250 

722 

895 

109 

DWG 

722 

44 

658 

187,  210 

FMC 

616 

476 

264 

50,  118,  i:h 

Dynalectron 

358 

.. 

822 

109,  198 

Food  Lion 

40 

81 

72 

202 

E-Systems 

218 

62 

127 

50 

Foodarama  Supermarkets 

916 

.. 

434 

202 

Eagle-Picher  Industries 

771 

700 

705 

67,  160 

Ford  Motor 

919 

.. 

269 

62 

Easco 

687 

519 

670 

160,  170 

Fort  Howard  Paper 

89 

155 

198 

181,  185 

Eastern  Air  Lines 

970 

•• 

902 

54 

L  B  Foster 

44 

*• 

912 

178 

Eastern  Gas  &  Fuel 

629 

87 

646 

121,  172 

Foster  Wheeler 

175 

488 

800 

109,  160 

Eastman  Kodak 

332 

620 

489 

168 

Foxboro 

717 

714 

673 

160 

Eaton 

865 

*• 

321 

67,  140 

FoxMeyer 

6 

63 

•• 

154 

Echlin 

626 

500 

449 

67 

Freeport-McMoran 

87 

281 

893 

118,  187 

)ack  Eckerd 

339 

385 

520 

196 

Fremont  General 

105 

■« 

599 

163 

Economics  Laboratory 

683 

•• 

774 

126 

Frontier  Holdings 

340 

.. 

685 

54 

Edison  Brothers  Stores 

317 

585 

569 

196 

Fruehauf 

878 

.. 

616 

62 

EG&G 

48 

90 

169 

50,  140 

Fuqua  Industries 

414 

"• 

126 

126,  128,  1  ! 

Emerson  Electric 

152 

304 

323 

133 

GAF 

947 

.. 

215 

113,  118 

Emery  Air  Freight 

58 

633 

740 

54 

Gannett 

144 

229 

287 

190 

Em  hart 

380 

378 

304 

160 

Gap  Stores 

185 

61 

64 

196 

Engelhard 

235 

258 

684 

170 

Gates  Learjet 

470 

753 

752 

50 

ENSERCH 

293 

392 

803 

109,  172 

GATX 

870 

.. 

835 

204 

Entex 

117 

344 

717 

172 

GEICO 

24 

322 

29 

163 

Equifax 

198 

248 

102 

144 

Gel  co 

273 

.. 

845 

198 

Equitable  of  Iowa  Cos 

704 

614 

788 

163 

GenCorp 

865 

692 

419 

50,67 

Profitability:  5-year  return  on  equity 

Growth:  5 

year  annual 

earnings-per- 

%hare  growth  Stock 

Market:  5-year  price  change.  "Not 

ranked. 

Sources  Media  General  F 

tianaal  Ser 

ices,  Inc .  Fork 
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Jhere  to  find  the  company 


Rank 

Rank 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

■many 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

eneral  Cinema 

54 

30 

58 

78,  168 

Holly  Corp 

370 

514 

906 

187 

eneral  Dynamics 

231 

** 

270 

50 

Home  Federal  S&L  Cal 

«* 

.. 

*• 

211 

eneial  Electric 

208 

280 

252 

126,  128,  133 

Honeywell 

534 

451 

559 

50,  122,  140 

eneral  Foods 

358 

413 

422 

148 

Hoover 

839 

«« 

295 

126 

eneral  Host 

306 

142 

202 

Hoover  Universal 

591 

536 

263 

67,  160 

eneral  Instrument 

264 

480 

647 

140 

George  A  Hormel 

516 

437 

428 

148 

eneral  Mills 

252 

193 

302 

148 

Hospital  Corp  of  Amer 

157 

41 

176 

154 

eneral  Motors 

840 

•« 

494 

62 

Household  International 

710 

568 

383 

128,  144,  194 

eneral  Public  Utils 

897 

719 

612 

134 

Houston  Industries 

577 

575 

732 

134 

eneral  Re 

161 

195 

212 

163 

Houston  Natural  Gas 

112 

249 

724 

172 

eneral  Refractories 

967 

.. 

829 

160 

HRT  Industries 

974 

«« 

891 

194 

eneral  Signal 

424 

487 

648 

133,  140,  160 

Hughes  Tool 

392 

.. 

911 

178 

enesco 

943 

«« 

499 

58,  196 

Humana 

20 

16 

83 

154 

enuine  Parts 

207 

312 

306 

67 

Huntington  Bancshares 

521 

456 

218 

71 

eo  International 

141 

949 

178 

E  F  Hutton  Group 

45 

58 

56 

144 

eorgia-Pacific 

794 

746 

813 

113,  185 

IC  Industries 

841 

653 

265 

128,  148,  204 

erber  Products 

396 

276 

230 

148 

Ideal  Basic  Industries 

844 

.. 

881 

113 

iant  Food 

199 

86 

54 

202 

Idle  Wild  Foods 

416 

607 

508 

148 

ibraltar  Finl  Corp  Cal 

937 

" 

854 

211 

Illinois  Power 

453 

373 

669 

134 

ifiord-Hill 

807 

762 

746 

113 

Illinois  Tool  Works 

329 

399 

258 

160 

illette 

262 

333 

292 

126 

Imperial  Corp  of  Amer 

956 

.. 

894 

211 

lendale  Federal  S&L 

** 

.« 

** 

211 

Inco 

957 

.. 

921 

170 

lobal  Marine 

42 

40 

910 

178 

Ingersoll-Rand 

838 

«» 

847 

160 

odfrey 

723 

690 

461 

202 

Inland  Steel 

933 

«» 

871 

170 

olden  West  Financial 

485 

«« 

402 

211 

Insilco 

436 

570 

339 

113,  140 

F  Goodrich 

886 

.. 

563 

67,  118 

Inspiration  Resources 

952 

.. 

.. 

118,  170 

oodyear  Tire  &  Rubber 

776 

462 

334 

67 

Intel 

193 

578 

440 

140 

ordon  Jewelry 

539 

556 

633 

196 

Interco 

615 

560 

515 

58,  128 

ould 

720 

709 

802 

50,  140 

InterFirst 

574 

«« 

901 

71 

I  R  Grace 

445 

546 

751 

118,  128,  196 

Interlake 

842 

566 

439 

170 

f  W  Grainger 

310 

422 

505 

133 

IBM 

107 

243 

346 

122 

reat  Amer  First  Savings 

899 

** 

.. 

211 

Intl  Flavors  &  Frag 

164 

444 

586 

118 

reat  Atl  &  Pacific  Tea 

958 

.. 

332 

202 

International  Harvester 

972 

«. 

945 

62,  156 

reat  Northern  Nekoosa 

590 

525 

479 

185 

Intl  Minerals  &  Chem 

465 

597 

789 

118 

reat  Western  Financial 

896 

** 

735 

211 

Intl  Multifoods 

499 

273 

524 

148 

reyhound 

576 

421 

466 

204 

International  Paper 

633 

667 

583 

181,  185 

rumman 

627 

166 

220 

50 

InterNorth 

343 

418 

591 

172 

TE 

490 

408 

555 

208 

Interpublic  Group 

237 

528 

290 

190 

uardian  Industries 

93 

140 

49 

113 

Interstate  Bakeries 

946 

«• 

345 

148 

ulf  &  Western  Inds 

746 

H 

357 

128,  144,  168 

Iowa-Illinois  Gas  &  El 

299 

279 

486 

134 

ulf  Resources  &  Chem 

944 

.. 

907 

118,  121 

Iowa  Resources 

512 

441 

610 

134 

ulf  States  Utilities 

544 

383 

722 

134 

IPALCO  Enterprises 

490 

334 

482 

134 

ulfstream  Aerospace 

.. 

.« 

** 

50 

Irving  Bank 

480 

323 

388 

71 

alliburton 

286 

540 

859 

160,  178 

ITT 

617 

477 

754 

128,  163,  208 

ammermill  Paper 

711 

588 

274 

185 

IU  International 

174 

632 

553 

128,  204 

an'dy  &  Harman 

351 

644 

790 

170 

James  River  Corp  of  Va 

29 

109 

81 

185 

lannaford  Bros 

214 

100 

32 

202 

Jefferson-Pilot 

663 

485 

335 

163 

anover  Insurance  Cos 

324 

311 

222 

163 

Jefferson  Smurfit 

8 

1 

•  • 

181 

arcourt  Brace  Jovanovich 

571 

519 

195 

190 

Jerrico 

291 

92 

221 

198 

arnischfeger 

954 

## 

875 

156 

Jim  Walter 

813 

745 

674 

113 

arris  Corp 

333 

562 

828 

50,  122 

Johnson  &  Johnson 

222 

272 

630 

126,  154 

[arsco 

605 

656 

511 

113,  160 

Johnson  Controls 

430 

448 

613 

67,  133 

[artmarx 

654 

134 

96 

58,  196 

Earle  M  Jorgensen 

572 

691 

490 

170 

iarvey  Hubbell 

280 

309 

311 

133 

Joy  Manufacturing 

598 

743 

655 

156 

lawaiian  Electric  Inds 

761 

549 

438 

134 

K  mart 

567 

501 

549 

194 

leek's 

465 

603 

661 

194 

Kaiser  Aluminum  &  Chem 

835 

.. 

863 

170 

r  Heileman  Brewing 

41 

70 

458 

78 

Kaman 

498 

260 

93 

50,  160 

1 1  Heinz 

239 

129 

110 

148 

Kaneb  Services 

101 

522 

928 

121,  178 

lercules 

539 

553 

445 

50,  118 

Kansas  City  Power  &  Lt 

533 

174 

602 

134 

[ershey  Foods 

224 

217 

135 

115 

148 

Kansas  Power  &  Light 

456 

269 

340 

134 

lewlett-Packard 

89 

248 

122,  140 

Kaufman  &  Broad 

895 

" 

416 

109,  163 

lilton  Hotels 

92 

384 

414 

168 

Kay 

587 

** 

692 

148,  196 

loliday  Inns 

458            318 
juitv     Growth:  5-vear  annual 

246 

?arnings-per- 

168 

Kellogg 

62 

240 

307 

148 

Profitability:  5-vear  return  on  ec 

share  growth  Stock 

Vlarket:  S-year  price  change-  "Not  ranked. 

Sources;  Media  General  FinancuU  Ser 

ices,  Inc .  Forbes 
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Where  to  find  the  company 

i 

. 

■ 

Rank 

Rank 

• 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

Company 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

Kellwood 

868 

340 

177 

58 

McCormick 

343 

149 

431 

148 

Kelly  Services 

78 

390 

175 

198 

McDermott  International 

796 

349 

785 

160,  178 

Kemper 

384 

625 

562 

163 

McDonald's 

124 

133 

179 

198 

Kentucky  Utilities 

708 

321 

617 

134 

McDonnell  Douglas 

594 

302 

358 

50 

Kerr  Glass  Mfg 

915 

*• 

642 

181 

McGraw-Edison 

730 

671 

596 

133,  160 

Kerr-McGee 

601 

481 

809 

187 

McGraw-Hill 

129 

184 

154 

190 

Keystone  Consol  Inds 

mm 

•  * 

«• 

170 

MCI  Communications 

1 

•• 

33 

208 

Kidde 

544 

483 

480 

128 

McKesson 

416 

583 

493 

78,  154 

Kimberly-Clark 

295 

517 

249 

126,  185 

McLean  Industries 

433 

•  • 

H 

204 

KN  Energy 

477 

461 

#* 

172 

MCorp 

210 

182 

634 

71 

• 

Knight-Ridder  Newspapers 

365 

331 

285 

190 

Mead 

782 

" 

557 

181,  185 

Koppers 

873 

■« 

865 

113,  118,  128 

Media  General 

320 

168 

236 

190 

Kroger 

404 

460 

316 

202 

MEI 

53 

59 

18 

78 

Laclede  Gas 

607 

471 

234 

172 

Mellon  Bank 

570 

226 

470 

71 

Lafarge 

901 

** 

mm 

113 

Melville 

68 

196 

163 

58 

Lear  Siegler 

124 

509 

354 

50,    67,  128 

Mercantile  Bancorp 

430 

328 

349 

71 

Leaseway  Transportation 

329 

612 

649 

204 

Mercantile  Stores 

401 

132 

90 

194 

Levi  Strauss 

97 

521 

862 

58 

Merck 

127 

351 

677 

154 

Levitz  Furniture 

638 

533 

172 

196 

Meredith 

273 

125 

48 

190 

Libbey-Owens-Ford 

859 

728 

343 

67 

Merrill  Lynch 

169 

68 

147 

144 

Life  Investors 

621 

411 

404 

163 

MGM  Grand  Hotels 

336 

679 

539 

168 

Eli  Lilly 

138 

300 

756 

154 

MGM/UA  Entertainment 

703 

511 

611 

168 

Limited 

22 

8 

1 

196 

Michigan  National 

837 

M 

783 

71 

Lincoln  National 

693 

529 

379 

163 

MidCon 

584 

414 

568 

172         j 

Liquid  Air 

549 

623 

836 

118 

Middle  South  Utilities 

577 

504 

761 

134 

4 

Litton  Industries 

76 

•• 

475 

50,  128,  160 

Midland-Ross 

823 

M 

882 

133,  160 

Lockheed 

3 

•• 

78 

50 

Midlantic  Banks 

158 

117 

188 

71 

Loews 

162 

136 

88 

163,  214 

Minn  Mining  &  Mfg 

171 

489 

457 

128 

Lone  Star  Industries 

783 

•  • 

837 

113 

Mission  Insurance  Group 

98 

M 

931 

163 

Long  Island  Lighting 

484 

454 

909 

134 

Mitchell  Energy  &  Dev 

32 

159 

529 

172,  187 

Longs  Drug  Stores 

251 

326 

482 

196 

Mobil 

326 

507 

753 

187 

Longview  Fibre 

832 

712 

856 

181,  185 

Mohasco 

907 

«• 

235 

126 

Louisiana  Land  &  Explor 

224 

640 

** 

187 

Monfort  of  Colorado 

654 

*• 

232 

148 

Louisiana-Pacific 

861 

»« 

763 

113 

Monsanto 

732 

445 

501 

118 

Louisville  Gas  &  Elec 

697 

406 

579 

134 

Montana  Power 

476 

264 

643 

134 

M  Lowenstein 

852 

" 

25 

210 

Moore  Corp 

353 

530 

507 

176 

Lowe's  Companies 

409 

291 

98 

196 

Moore  McCormack  Res 

704 

741 

866 

113 

LTV 

527 

mm 

623 

50,  170 

I  P  Morgan 

381 

266 

456 

71 

Lubrizol 

203 

650 

843 

118 

Morrison-Knudsen 

374 

290 

411 

109 

Lucky  Stores 

137 

497 

728 

194,  202 

Morse  Shoe 

675 

"• 

565 

196 

Lukens 

917 

•• 

812 

170 

Morton  Thiokol 

200 

97 

202 

50,  118 

M/A-Com 

231 

145 

416 

140,  208 

Motorola 

422 

382 

313 

140,  208 

Mack  Trucks 

926 

«* 

•* 

62 

Munford 

518 

*• 

59 

202 

Macmillan 

884 

»» 

132 

190 

G  C  Murphy 

827 

4 

171 

194 

R  H  Macy 

206 

83 

95 

194 

Murphy  Oil 

146 

84 

755 

187 

Magic  Chef 

757 

456 

73 

126 

Nabisco  Brands 

255 

202 

429 

148 

Manhattan  industries 

850 

•• 

143 

58,  196 

Nalco  Chemical 

94 

324 

552 

118 

Manufacturers  Hanover 

510 

331 

781 

71 

Nash  Finch 

544 

388 

338 

198,  202 

Manufacturers  National 

763 

636 

393 

71 

Nashua 

879 

•• 

810 

176 

Manville 

909 

" 

938 

113 

National  Can 

580 

623 

538 

181 

MAPCO 

243 

676 

869 

187 

National  City 

638 

527 

686 

71 

Marine  Midland  Banks 

749 

112 

554 

71 

Natl  Convenience  Stores 

55 

124 

71 

202 

Marriott 

165 

71 

57 

168,  198 

Natl  Distillers  &  Chem 

741 

684 

806 

118,  128,  18 

Marsh  &  McLennan  Cos 

57 

354 

496 

163 

National  Fuel  Gas 

667 

314 

268 

172 

Marsh  Supermarkets 

497 

670 

101 

202 

National  Gypsum 

735 

710 

443 

113 

Martin  Marietta 

168 

428 

289 

50,  128 

National  Intergroup 

951 

.. 

762 

170 

Maryland  National 

560 

252 

185 

71 

Natl  Medical  Enterprises 

131 

33 

156 

154 

Masco 

204 

310 

278 

113 

National  Semiconductor 

505 

•• 

491 

140 

Massey-Ferguson 

983 

•  * 

939 

156 

Natl  Service  Industries 

223 

208 

157 

133,  198 

Mattel 

969 

•  • 

465 

168 

National-Standard 

920 

•* 

861 

170 

May  Department  Stores 

434 

292 

208 

194 

NBD  Bancorp 

699 

464 

448 

71 

Maytag 

90 

400 

360 

126 

NCNB 

354 

233 

213 

71 

MCA 

403 

478 

495 

168 

NCR 

468 

569 

516 

122 

Profitability:  5-year  return  on 

equity.     Growth:  5 

year  annual 

earnings-per-share  growth  Stock 

Market:  5-year  price  change  "Not  ranked 

Sources:  Media  General  Financial  Ser 

ices.  Inc.  Forbes 
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(There  to  find  the  company 


Rank 

Rank 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

.ompany 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

lew  England  Elec  System 

427 

237 

452 

134 

Penn  Traffic 

668 

572 

627 

202 

IY  State  Electric  &  Gas 

512 

395 

594 

134 

J  C  Penney 

660 

228 

320 

194 

ew  York  Times 

228 

43 

47 

190 

Pennsylvania  Power  &  Lt 

617 

498 

581 

134 

Iewmont  Mining 

501 

658 

766 

170 

Pennwalt 

664 

672 

699 

118 

IT  Industries 

.. 

** 

«* 

67,  126 

Pennzoil 

75 

541 

786 

187 

iagata  Mohawk  Power 

567 

302 

605 

134 

Peoples  Energy 

512 

563 

366 

172 

ncoR 

598 

704 

844 

172 

PepsiCo 

261 

472 

395 

78,  148 

I1KE 

4 

6 

890 

58 

Perini 

648 

45 

»« 

109 

!L  Industries 

499 

M 

878 

118,  178 

Perkin-Elmer 

301 

393 

663 

50,  140 

[ordstrom 

279 

no 

120 

196 

Petrie  Stores 

143 

555 

408 

196 

[orfolk  Southern 

553 

609 

.. 

204 

Pettibone 

968 

»• 

946 

156 

lorstar  Bancorp 

397 

239 

299 

71 

Pfizer 

267 

236 

326 

154 

forth  American  Coal 

479 

407 

608 

121 

Phelps  Dodge 

911 

*• 

919 

170 

Jorth  American  Philips 

586 

450 

170 

140 

PHH  Group 

81 

79 

238 

198 

Jortheast  Utilities 

644 

215 

497 

134 

Phibro-Salomon 

23 

73 

226 

144,  187 

lo  Indiana  Public  Svc 

804 

616 

765 

172 

Philadelphia  Electric 

654 

362 

747 

134 

Northern  States  Power 

496 

246 

372 

134 

Philip  Morris 

99 

141 

254 

214 

Northern  Trust 

769 

582 

347 

71 

Phillips  Petroleum 

285 

579 

805 

187 

Jorthrop 

443 

732 

184 

50 

Phillips-Van  Heusen 

774 

164 

94 

58 

Northwest  Airlines 

893 

733 

619 

54 

Piedmont  Aviation 

73 

366 

204 

54 

Northwest  Industries 

309 

•• 

433 

128 

Pillsbury 

321 

284 

207 

148,  198 

Northwest  Steel  &  Wire 

876 

"* 

920 

170 

Pioneer 

47 

227 

509 

172 

Northwestern  Natl  Life 

806 

686 

464 

163 

Pioneer  Hi-Bred  Intl 

106 

198 

239 

148 

Norton 

557 

711 

735 

160 

Pitney  Bowes 

188 

405 

262 

176 

Invest 

597 

551 

801 

71 

Pittston 

908 

** 

922 

54,  121 

lucor 

87 

635 

513 

170 

PNC  Financial 

381 

147 

•* 

71 

NVF 

950 

.. 

942 

170 

Polaroid 

880 

708 

787 

168 

NYNEX 

•  # 

Htt 

•  « 

208 

Portland  General  Elec 

557 

72 

636 

134 

)ak  Industries 

932 

*« 

950 

140 

Potlatch 

805 

730 

784 

185 

)ccidental  Petroleum 

37 

«• 

725 

148,  187 

Potomac  Electric  Power 

632 

294 

280 

134 

)gden 

536 

645 

694 

128 

PPG  Industries 

532 

447 

224 

67,  113 

)hio  Casualty 

271 

619 

708 

163 

Price  Co 

5 

5 

tut 

196 

)hio  Edison 

629 

251 

768 

134 

Primark 

874 

138 

296 

172 

Oklahoma  Gas  &  Electric 

634 

247 

459 

134 

Prime  Computer 

16 

50 

261 

122 

Did  Republic  Intl 

177 

431 

315 

163 

Procter  &  Gamble 

227 

257 

481 

126 

tin 

818 

473 

426 

118,  128 

Provident  Life  &  Ace 

490 

376 

423 

163 

)neok 

345 

567 

709 

172 

PSA 

520 

"" 

796 

54 

)range  &  Rockland  Utils 

589 

373 

390 

134 

Public  Service  Colorado 

696 

371 

580 

134 

Dutboard  Marine 

834 

96 

128 

168 

Public  Service  E&G 

687 

469 

607 

134 

Dwens-Corning  Fiberglas 

790 

706 

730 

113 

Public  Service  Indiana 

358 

327 

934 

134 

Dwens-Illinois 

803 

698 

337 

181 

Pueblo  International 

799 

594 

84 

202 

Oxford  Industries 

410 

38 

36 

58 

Puget  Sound  Power  &  Lt 

651 

467 

820 

134 

Pabst  Brewing 

«• 

•  • 

** 

78 

Pulte  Home 

25 

47 

4 

109 

PACCAR 

458 

723 

407 

62 

Purolator  Courier 

205 

121 

564 

54,67 

'acific  Gamble  Robinson 

814 

688 

757 

198,  202 

Quaker  Oats 

452 

558 

196 

148 

Pacific  Gas  &  Electric 

596 

348 

556 

134 

Quaker  State  Oil 

551 

353 

723 

187 

'acific  Lighting 

461 

298 

415 

172 

Questar 

494 

187 

279 

172 

Pacific  Resources 

258 

596 

833 

187 

Rainier  Bancorporation 

562 

435 

413 

71 

•acific  Telesis  Group 

720 

" 

•  • 

208 

Ralston  Purina 

366 

253 

139 

148 

'acifiCorp 

505 
234 

287 

587 

134 

Ramada  Inns 

939 

863 

168 

?aine  Webber  Group 

45 

144 

Rath  Packing 

981 

•* 

951 

148 

Palm  Beach 

298 

613 

205 

58 

Raychem 

321 

346 

739 

133 

Pan  Am  Corp 

961 

*• 

846 

54 

Raytheon 

121 

337 

681 

50,  128,  140 

Panhandle  Eastern 

262 

404 

641 

172 

RCA 

739 

•  ft 

468 

81,  128,  140 

Pantry  Pride 

973 
221 

•  • 

451 

202 

Reading  &  Bates 

213 

343 

885 

178 

Parker  Drilling 

935 

178 

Reichhold  Chemicals 

857 

595 

186 

118 

Parker-Hannifin 

420 

647 

391 

160 

Republic  Airlines 

979 

*« 

839 

54 

Parker  Pen 

580 

*• 

743 

198 

Republic  New  York 

108 

102 

158 

71 

Pay  Less  Drug  Stores  NW 

153 

123 

52 

196 

RepublicBank 

304 

213 

652 

71 

Payless  Cashways 

181 
508 

103 

508 

303 

474 

196 

Research-Cottrell 

812 

678 

777 

160 

Pay'n  Save 

196 

Resorts  International 

122 

725 

666 

168 

Peabody  International 

910 

" 

662 

160 

Revco  D  S 

163 

144 

251 

196 

Penn  Central 

798 

*• 

145 

50,  128,  187 

Revere  Copper  &  Brass 

931 

831 

170 

Profitability:  5-year  return  on 

equity.    Growth:  5-year  annual  earnings -per- 

share  growth  Stock 

Market:  5-year  price  change.  "Not  ranked 
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page 
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Growth 
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Revlon 

377 

663 

853 

126,  154 

Smithfield  Foods 

316 

736 

781 

148 

Rexnord 

825 

760 

815 

160 

SmithKline  Beckman 

26 

146 

826 

154 

R  J  Reynolds  Industries 

82 

289 

310 

148,  214 

Snap-On  Tools 

135 

479 

644 

67 

Reynolds  Metals 

871 

" 

773 

170 

Society 

662 

496 

406 

71 

Richardson-Vicks 

792 

490 

760 

126 

SONAT 

238 

126 

624 

172 

Riegel  Textile 

758 

665 

626 

210 

Sonoco  Products 

346 

338 

214 

181 

Rite  Aid 

102 

77 

74 

196 

So  Carolina  Elec  &  Gas 

644 

475 

540 

134 

RLC 

906 

737 

•  • 

204 

Southeast  Banking 

441 

377 

384 

71 

Roadway  Services 

183 

232 

276 

204 

So  California  Edison 

447 

255 

382 

134 

Robertshaw  Controls 

793 

553 

192 

133 

Southern  Company 

613 

210 

484 

134 

H  H  Robertson 

257 

254 

203 

113 

So  New  England  Tel 

621 

361 

325 

208 

A  H  Robins 

440 

170 

242 

154 

Southern  Union 

351 

564 

659 

172 

Rochester  Gas  &  Elec 

608 

275 

603 

134 

Southland 

335 

187 

590 

187,  202 
113,  185 

208 

1 

Rockwell  International 

269 

217 

211 

50,    67 

Southwest  Forest  Inds 

924 

•• 

776 

Rohm  &  Haas 

501 

204 

209 

118 

Southwestern  Bell 

•  • 

** 

•  • 

Rohr  Industries 

304 

240 

146 

50 

Southwestern  Public  Svc 

282 

307 

437 

134 

71        1 

Rollins 

827 

677 

•  • 

198 

Sovran  Financial 

419 

137 

«* 

Rolm 

13 

20 

107 

208 

Sperry 

718 

699 

855 

50,  122 

Roper  Corp 

796 

470 

136 

126 

Springs  Industries 

783 

178 

412 

126,  210 

Rorer  Group 

135 

354 

430 

154 

Square  D 

184 

600 

435 

133 

Rose's  Stores 

505 

91 

5 

194 

Squibb 

557 

425 

584 

154 

Ruddick 

314 

282 

75 

202 

A  E  Staley  Mfg 

429 

637 

799 

148 

Ryan  Homes 

642 

696 

718 

109 

Stanadyne 

450 

494 

312 

160        | 

Ryder  System 

229 

352 

210 

204 

Std  Commercial  Tobacco 

252 

320 

259 

214 

Rykoff-Sexton 

671 

223 

162 

198 

Standard  Oil  Indiana 

236 

278 

526 

187 

Safeco 

509 

577 

478 

163 

Standard  Oil  Ohio 

17 

75 

780 

187 

Safeway  Stores 

583 

453 

530 

202 

Stanley  Works 

503 

565 

668 

126,  160 

Saga 

397 

25 

15 

198 

State  Street  Boston 

244 

24 

16 

71 

St  Paul  Cos 

468 

539 

690 

163 

Stauffer  Chemical 

673 

•  • 

870 

118 
126,  154 

St  Regis 

780 

734 

362 

181,  185 

Sterling  Drug 

386 

350 

589 

San  Diego  Gas  &  Elec 

524 

180 

445 

134 

J  P  Stevens 

894 

*• 

653 

210 

Sanders  Associates 

150 

181 

297 

50,  176 

Stewart  &  Stevenson 

801 

•  • 

848 

160 
160 

Santa  Fe  Southern  Pacific 

709 

464 

•  # 

204 

Stewart-Warner 

832 

740 

621 

Savannah  Foods  &  Inds 

70 

•• 

40 

148 

Stone  Container 

565 

*• 

190 

181 

Savin 

869 

*• 

925 

176 

Stop  &  Shop  Cos 

288 

46 

17 

194,  202 

Schering-Plough 

313 

573 

640 

126,  154 

Storage  Technology 

191 

•» 

944 

122 

Schlumberger  Limited 

35 

108 

794 

140,  178 

Storer  Communications 

822 

•• 

441 

81 

SCM 

771 

661 

354 

113 

Strawbridge  &  Clothier 

714 

198 

21 

194 

SCOA  Industries 

59 

207 

153 

194 

Student  Loan  Marketing 

27 

10 

•• 

144 

Scott  &  Fetzer 

383 

493 

200 

128,  190 

Subaru  of  America 

7 

15 

7 

62 

Scott  Paper 

738 

627 

403 

126,  185 

Sun  Banks 

487 

212 

324 

71 

Scovill 

752 

•• 

492 

113 

Sun  Chemical 

424 

748 

460 

118,  140 

Sea-Land 

mm 

•• 

•* 

204 

Sun  Company 

293 

524 

561 

187 

Seagram 

563 

HI 

166 

78 

Sundstrand 

166 

592 

710 

50,  160 

G  D  Searle 

186 

118 

134 

154 

Super  Food  Services 

652 

271 

77 

198 

Sears,  Roebuck 

761 

430 

409 

144,  194 

Super  Valu  Stores 

66 

160 

189 

198 

Seaway  Food  Town 

421 

547 

523 

202 

Supermarkets  General 

155 

162 

80 

202 

Security  Pacific 

319 

262 

255 

71 

Swift  Independent 

349 

»• 

375 

148 

SEDCO 

64 

7 

245 

178 

Sybron 

890 

*• 

678 

154 

Service  Merchandise 

170 

219 

381 

196 

Sysco 

192 

74 

43 

198 

ServiceMaster  Inds 

19 

69 

141 

198 

Talley  Industries 

949 

•• 

421 

50,  126 

Shaklee 

72 

231 

377 

126 

Tandy 

11 

32 

111 

168 

Shawmut 

681 

156 

168 

71 

TECO  Energy 

463 

408 

485 

134 

Shell  Oil 

260 

186 

327 

187 

Tecumseh  Products 

387 

531 

548 

160 

Sheller-Globe 

856 

•  • 

125 

67 

Tektronix 

369 

587 

797 

140 

Sherwin-Williams 

689 

13 

50 

113,  196 

Teledyne 

74 

305 

91 

128,  160,  16 

Shopwell 

820 

39 

151 

202 

Temple-Inland 

811 

•• 

M 

113,  181 

Signal  Cos 

647 

724 

680 

50,  109,  128 

Tenneco 

366 

503 

804 

172,  187 

Singer 

940 

mm 

103 

50,  126 

Tesoro  Petroleum 

49 

419 

892 

187 

Skyline 

854 

707 

608 

109,  168 

Texaco 

454 

426 

683 

187 

Smart  &  Final  Iris 

712 

716 

41 

202 

Texas  Air 

977 

•• 

821 

54 

\  O  Smith 

902 

•• 

745 

67 

Texas  American  Bancshrs 

412 

342 

331 

71 

Smith  International 

556 

•• 

932 

178 

Texas  Commerce  Bancshrs 

154 

95 

333 

71 

Profitability:  5-year  return  on 

equity.     Growth:  5 

vear  annual 

earnings-per-share  growth  Stock 

Market:  5-vear  price  change  "Not  ranked 
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Profitability     Growth 


Industry 
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exas  Eastern 
exas  Instruments 
exas  Oil  &  Gas 
exas  Utilities 
extron 


horn  Apple  Valley 

hrifty  Corp 

idewater 

iger  International 

ime  Inc 


338 

745 

36 

401 

676 


532 

35 
250 
680 


824 
570 
109 
510 
576 


172 
50,  140 

187 

134 

50,  128,  160 


691 

397 
295 
966 


190 
751 


883 
131 
792 
930 


148 

196 

178 

54 

81,  190 


Rank 


Company 


Profitability     Growth 


Stock 
market 


Industry 

survey 

page 


USF&G 

USLIFE 

Utah  Power  &  Light 

Valero  Energy 

Valley  National 


355 
543 
661 
145 

377 


661 
516 
367 

22 
512 


Varian  Associates 

VF 

Vulcan  Materials 

Wachovia 

Wal-Mart  Stores 


791 
60 

249 

347 

28 


27 
538 
157 

23 


632 
528 
547 
913 

582 


233 

39 

260 

144 

6 


163 
163 
134 

172 
71 


140 

58 

113,  118 

71 

194 


imes  Mirror 

imken 

add  Shipyards 

oledo  Edison 

orchmark 


247 
821 
38 
611 
610 


401 

80 
391 

267 


281 
733 
370 
767 
140 


190 

160,  170 

50 

134 

163 


Waldbaum  449  115  122  202 

Walgreen  173  104  28  196 

Wang  Laboratories  31  17  108  122 

Warnaco  194  82  79  58 

Warner  Communications  233  "  742  140,  168 


oro 

osco 

oys  "R"  Us 

rans  World  Airlines 

ransamerica 


935 
133 
50 
953 
464 


31 


590 


915 

952 

8 

504 


126 

187 

168 

54 

144,  163 


Warner-Lambert 
Washington  Gas  Light 
Washington  National 
Washington  Post 
Waste  Management 


764 
725 
733 
128 
104 


631 

277 

659 

293 

51 


427 
476 
638 
70 
150 


154 
172 
163 
190 
198 


ransco  Energy  195  139  714  172 

ransway  International  680  694  588  204 

ransworld  "  486  "  168,  198 

ravelers  547  574  359  163 

ribune  686  618  "  190 


Del  E  Webb 
Weis  Markets 
Wells  Fargo 
Wendy's  International 
West  Point-Pepperell 


885 
189 
537 
69 
657 


727 
163 
436 
176 

285 


537 
124 
410 

76 

275 


109,  168 

202 

71 

198 

126,  210 


rinity  Industries 

rust  Co  of  Georgia 

RW 

urner  Construction 

yco  Laboratories 


109 
111 

277 
77 
63 


689 
48 

542 
42 

495 


542 

46 

342 

118 

228 


113 

71 

67,  128,  140 

109 
181,  198 


Western  Air  Lines  976 

Western  Co  of  North  Am  99 

Western  Union  900 

Westinghouse  Electric  418 

Westmoreland  Coal  922 


330 


933 
916 

867 
197 
884 


54 

178 

208 

50,  128,  133 

121 


yler 

yson  Foods 

AL 

GI 

nidvnamics 


363 
524 

927 
725 
807 


642 
442 

756 
729 


397 

55 

369 

873 
729 


160 
148 

54 
172 
160 


Westvaco 
Wetterau 
Weyerhaeuser 
Wheeling-Pitts  Steel 
Whirlpool 


641 
593 
731 
941 

327 


592 
584 

735 

270 


356 
266 
819 

771 
240 


185 
198 
113,  185 
170 
126 


Inion  Camp 
Won  Carbide 
Inion  Electric 
Inion  Pacific 
Iniroyal 


437 
743 
585 
612 
928 


544 
739 
373 
605 


416 
676 
614 
731 
136 


181,  185 

118,  128 

134 

187,  204 

67,  118 


White  Consolidated  Inds  669  664  706  126 

Whittaker  202  438  778  128,  154 

WickesCos  982  "  941  196 

WICOR  751  615  660  172 

Willamette  Industries  768  749  650  113,185 


Inited  Brands  921  "  734  148 

Inited  Energy  Resources  120  685  838  172 

Inited  Illuminating  356  205  868  134 

Inited  Merchants  &  Mfrs  964  "  216  58,210 

IS  Bancorp  427  484  592  71 


Williams  Cos 
H  J  Wilson 
Wilson  Foods 
Winn-Dixie  Stores 
Wisconsin  Elec  Power 


778 
606 
959 
172 
552 


218 
668 

319 
216 


823 
625 
352 
368 
309 


118,  172 
196 
148 
202 
134 


Inited  States  Gypsum 
I  S  Home 
.'nited  States  Shoe 
Inited  States  Steel 
I  S  West 


588 
548 
167 
934 
659 


687 

726 

94 


314 

808 

61 

566 


113 
109 

58,  196 

170,  187 

208 


Wisconsin  Power  &  Light  457  203  463  134 

Wisconsin  Public  Service  527  339  378  134 

Witco  Chemical  393  515  450  118 

FW  Wool  worth  889  "  531  194 

Worthington  Industries  61  341  432  170 


Inited  Technologies  312  370  424  50,113,128 

Jnited  Telecom  292  523  721                 208 

Jnited  Virginia  Bankshrs  358  158  173                   71 

Jnivar  619  681  574                  118 

Jniversal  Foods  376  258  488                 148 


Wm  Wrigley  Jr 

Wyman-Gordon 

Xerox 

Yellow  Freight  System 

Zale 


477 
195 
439 
715 
756 


449 
119 
641 
580 


487 
319 

898 
294 

572 


148 
50,  156 
176 
204 
196 


Jniversal  Leaf  Tobacco  256  206  257  118,214 

Jnocal  246  211  336  187 

Jpjohn  241  506  567  154 

JSAir  Group  118  411  42  54 


Zapata 

Zayre 

Zenith  Electronics 

Zurn  Industries 


314 

475 
867 
377 


12 
64 

«• 

559 


686 

3 

229 

654 


178 

194 

126,  140 

160 


Profitability:  5-year  return  on  equity     Growth:  5-year  annual  earnings-per-share  growth  Stock  Market:  5-year  price  change.  "Not  ranked. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


Looking  for  that  perfect  Caribbean  hide- 
away? If  you  have  plenty  of  cash  and  good 
manners,  try  these. 

Far  from 

the  madd(en)ing 

crowd 


Affluent  Americans  on  holiday 
in  the  Caribbean — a  difficult 
k  lot   to   please,    indeed — often 
fall  into  four  categories: 

The  cool-outs.  All  they  want,  they 
profess,  is  an  island  in  the  sun  where 
there  is  plenty  of  quiet,  decent  food, 
privacy  and  a  beach  to  dent.  No  prob- 
lem. Yet  no  sooner  have  they  un- 
packed their  Gucci  bags  than  they're 
bugging  the  resort  manager  to  get 
phone  calls  through  to  the  States.  Be- 
fore finishing  a  chapter  of  Life  Its  Own- 
self  or  A  Woman  of  Substance,  they 
complain  about  the  slow-moving  staff 
and  the  lack  of  Diet  Coke,  air-condi- 
tioning or  a  casino.  On  the  third  day, 
wearing  their  mosquito  bites  like  war 
wounds,  they  are  pester- 
ing other  guests  about 
"better"  resorts  to  try 
next  time.  (A  good  idea, 
because  the  management 
will  have  already  black- 
balled them.) 

The  athletes.  He's  golf, 
she's  tennis,  the  kids  are 
windsurfing  and  scuba. 
After  a  morning  of  sport 
and  a  lunch  of  salads  they 
put  the  rented  Jeep 
through  its  paces  explor- 
ing condo  sites,  scooping 
up  exotic  native  handi- 
crafts and  scouring  the 
undiscovered  jewel  for 
ethnic  restaurants.  Mid- 
week, the  sunburns,  the 
stepped-on  sea  urchins, 
the  tennis  elbows  and  the 
burnt-out   fairways    have 


all  of  them  longing  for  the  Florida 
they  should  have  gone  to,  again,  in  the 
first  place. 

The  sophisticates.  Embarrassed 
about  their  fellow  Americans'  reputa- 
tions as  boors,  these  self-styled  cos- 
mopolites eschew  resorts  where  En- 
glish is  the  langue  du pays.  (They  usu- 
ally spend  summer  vacations  in 
Europe,  of  course.)  Their  choice  is  an 
island  that  ends  in  a  vowel.  But  after 
three  days  in  which  the  only  person 
who  understands  them  is  a  cab  driver, 
they're  longing  for  the  true  comforts 
of  home — PBS  television,  the  Sunday 
Times  crossword  puzzle  and  someone 
to  talk  to. 

The  nagged.  Honoring  a  long-stand- 
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ing  commitment,  he  reluctantly  tears 
himself  (or  she  tears  herself)  away 
from  the  sticking  place  and  arrives  in 
the  tropics,  on  the  last  possible  plane, 
still  wearing  office  attire,  toting  a 
bulging  briefcase.  There  are  already 
messages  waiting  at  the  desk,  and  dur- 
ing the  week's  stay  there  are  a  half- 
dozen  cocktail  parties,  lunches  and 
dinners  scheduled  with  business  asso- 
ciates vacationing  on  the  same  is- 
land— perhaps  at  the  same  resort.  The 
blazer  and  madras  slacks  get  a  work- 
out. If  the  Wall  Street  Journal  isn't 
available — with  same-day  delivery — 
panic  sets  in. 

If  you  find  yourself  in  any  of  the 
above  categories,  read  no  further.  The 
following  Caribbean  re- 
sorts— culled  from  visit- 
ing some  of  the  Leeward 
Islands — are  for  serious 
R&R.  Most  of  these  places 
are  new,  even  brand-new, 
and  all  have  four  things  in 
common:  They  are  expen- 
sive, small,  remote  and, 
with  one  notable  excep- 
tion, dead  after  dinner. 

None  offers  golf  on  the 
premises,  videogame 

rooms  for  kids,  "Caribbe- 
an nights,"  free  rum  swiz- 
zles or  (with  one  excep- 
tion) gambling. 

The  coral  island  of  An- 
guilla  is  not  especially 
rich  in  history,  resources 
or  natural  beauty.  Except 
for  its  fine,  white  sandy 
beaches.  Enough  said.  The 
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The  Mallioubana  Hotel  on  Anguilla 


island  is  surprisingly  undeveloped, 
with  only  a  handful  of  small  hotels 
and  villas  available.  That  is  bound  to 
change. 

The  Cinnamon  Reef  Beach  Club  is 
one  of  three  small,  self-contained  lux- 
ury resorts  on  the  island,  fronting  on  a 
reef-protected  bay  rimmed  with  white 
sand  and  sea  grapes.  (It's  pretty  hard 
for  the  errant  windsurfer  to  get  into 
trouble.) 

But  the  resort  that  is  causing  all  the 
excitement  on  the  island  now  is  the 
new  Malliouhana,  as  sumptuous  a 
hostelry  as  one  can  find  anywhere  in 
the  islands.  According  to  Annette 
Royden,  wife  of  British  businessman 
Leon  Roydon,  the  aim  was  to  create  a 
resort  equal  to  the  vener- 
able Hotel  du  Cap  in  An- 
tibes,  which  Roydon  was 
unable  to  buy  and  so  tried 
to  duplicate.  A  tall  order, 
indeed,  when  the  location 
did  not  provide  even  an 
adequate  water  or  power 
supply. 

Its  two-story  villas — 
most  of  them  only  inches 
away  from  the  cliff  over- 
hanging the  Caribbean — 
are  Moorish  in  style,  with 
red-tiled  roofs,  vaulted 
windows  and  white  exte- 
riors. One  could  question 
the  need  for,  but  not  the 
delight  in,  the  lavishness 
of  the  appointments.  The 
marble  baths,  lined  with 
mirrors,  including  sepa- 
rate stall  shower,  oversize 


tub  and  bidet.  King-size  beds.  Walnut 
closets  and  French  doors  opening  to 
verandas  or  patios  overlooking  the 
sea.  Fully  stocked  minibars.  And  air- 
conditioning. 

The  main  building  of  the  4Troom 
hotel-villa  compound  houses  the  ter- 
raced dining  room  and  the  bar  (mod- 
eled after  Annabel's  in  London)  and 
gives  onto  terraces  lining  three  small 
swimming  pools — one  designed  espe- 
cially for  diving. 

There  are  three  Laykold  Champion- 
ship tennis  courts,  a  complete  water 
sports  center  and  beaches  that  stretch 
left  and  right  of  the  hotel  assuring 
privacy.  (A  recent  storm  cleaved 
much  of  the  sand  from  parts  of  one 
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The  Petit  St.  Vincent  Resort 


beach,  and  its  salt  spray  destroyed 
some  of  the  luxuriant  plants  and  flow- 
ers. But  the  vegetation  is  either  recov- 
ering or  being  replanted,  and  the  sea  is 
already  redepositing  sand.) 

Such  an  extraordinary  setting  calls 
for  equally  grand  dining.  And  the 
open-air  restaurant  perched  on  a  coral 
outcropping  serves  haute  cuisine  un- 
surpassed in  the  islands.  The  chef  is 
French,  of  course,  straight  from  La 
Bonne  Auberge  in  Antibes.  The  china 
is  Limoges,  the  silverware  Christofle, 
the  service  attentive,  the  wine  list 
impressive. 

Malliouhana,  naturally,  has  great 
appeal  for  anyone  with  the  taste  and 
the  pocketbook  for  quality.  But  it  is 
paccione  already  turning  away 
would-be  guests  in  sea- 
son. And  not  always  be- 
cause there  is  no  room  at 
the  inn  (see  box,  p.  274). 
Details  on  room  costs, 
etc.,  follow  the  text  of  this 
article. 

Long  Island  Resort,  like 
the  legendary  Petit  St. 
Vincent,  is  a  300-acre  is- 
land unto  itself.  Yet  it  is 
easy  to  reach,  a  short  boat 
trip  from  Antigua. 

Long  Island  is  tailored 
for  the  executive  serious 
about  decompressing  for  a 
few  days  or  so.  That  it  is 
reminiscent  of  the  style  of 
a  Rockresort  is  no  acci- 
dent; the  manager,  E.  Da- 
vid Brewer,  helped  Little 
Dix  Bay  and  Caneel  Bay 
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earn  their  deserved  reputations.  The 
Welshman  and  his  wife,  Michelle, 
know  what  wound-up  executives 
need  to  uncoil. 

There  are  no  telephones  in  the 
rooms,  no  air-conditioning  (no  need), 
no  keys  to  the  rooms  and  no  need  to 
reach  into  your  pocket  for  anything 
until  departure.  Use  of  Sunfish,  Wind- 
surfers, waterskiing  and  snorkeling 
gear,  tennis  and  croquet  courts,  bicy- 
cles, even  laundry  and  postage  are  in- 
cluded, as  are  meals  and  drinks  {and 
house  wine).  Besides  the  two  regular 
bars  on  the  island,  there  is  a  courtesy 
watering  spot  nestled  under  a  palm 
tree  on  a  secluded  beach  a  few  min- 
utes' stroll  from  the  guests'  accom- 
modations. Each  cottage  has  a  terrace 
overlooking  the  sea,  and  the  well-ap- 
pointed units  are  well  spaced  from 
one  another. 

There  is  precious  little,  aside  from 
sports,  to  do  on  the  island  except  loll 
on  the  beach,  or  stroll,  or  watch  worry 
lines  on  guests'  faces  disappear. 

As  peaceful  as  Long  Island  is,  over 
on  the  island  of  Antigua  itself  a  kind 
of  Club  Med  for  jet-setters  has  opened 
its  guarded  gates.  The  St.  James's 
Club,  affiliated  with  the  St.  James's 
Club  in  London,  caters  to  the  affluent 
who  love  flying  halfway  round  the 
globe  to  a  lavish  playground  where 
they  can  dock  their  yachts,  see  the 
same  well-tanned  faces,  disco  and 
gamble  till  dawn,  then  spend  the  day 


About  those  small  hotels 


Before  shuffling  off  to  the  Carib- 
bean to  research  this  piece,  I 
received  a  call  from  the  innkeeper 
of  a  small  resort  on  the  island  of 
Barbuda. 

"You'd  better  not  come  near  my 
place,"  he  said  angrily.  "You  are 
not  welcome.  I'll  call  your  boss. 
I've  called  other  publishers  in  the 
past  to  keep  my  place  out  of  the 
press.  I  don't  need  you." 

Another  innkeeper  told  me 
about  a  veteran  guest  who  had  sud- 
denly found  himself  blackballed  at 
that  same  resort.  The  reason:  bad- 
mouthing  the  manager  for  having 
fired  someone. 

Arrogance?  Of  course.  But  the 
simple  truth  is  that  small  resorts  in 
the  Caribbean,  if  they  are  run  prop- 
erly, can  pick  and  choose  their  cli- 
ents. As  a  resort  owner  put  it,  "In 
season  we  sell  out — period.  If  a 
travel  agent  is  obnoxious,  or  if  we 
had  a  problem  in  the  past  with 
guests,  we  turn  them  down.  Mon- 
ey has  nothing  to  do  with  it." 

As  odd  as  it  sounds,  then,  in  vis- 
iting small  resorts,  you  are  as 
much  on  trial  as  the  resort. 


There  are  travel  agents,  and 
there  are  people  who  simply  make 
reservations  for  you.  A  good  travel 
agent  is  easier  to  find  than  a  good 
lawyer,  but  the  best  method  of 
finding  one  is  the  same — by  word 
of  mouth.  A  travel  agent  who  has 
VIP  clients  will  have  more  clout 
and  know  more  about  the  places 
recommended. 

Finding  and  reporting  on  small 
hideaways  in  the  Caribbean  and 
elsewhere  is  the  occupation  of  An- 
drew Harper,  whose  Hideaway  Re- 
port is  an  excellent  guide  to  "peace- 
ful and  unspoiled  places,"  as  he 
puts  it.  Subscriptions  to  the 
monthly  are  $65.  Write  Harper  As- 
sociates, Inc.,  P.O.  Drawer  300, 
Fairfax  Station,  Va.  22039. 

Credit  cards  often  are  not  accept- 
ed at  small  resorts.  Personal 
checks  are  usually  welcomed  as 
payment  if  you  let  the  desk  know 
in  advance.  It's  a  good  idea  to  have 
traveler's  checks  on  hand,  too.  If 
you  make  last-minute  arrange- 
ments, some  puddle-jumper  air- 
lines will  accept  only  traveler's 
checks  or  cash. — W.G.F. 


sailing,  diving,  fishing,  playing  tennis, 
horseback  riding,  or  lying  supine  on 
pristine  beaches  or  at  poolside.  All 
within  walking  distance. 

Backed  by  Peter  de  Savary,  whose 
yacht  Victory  was  England's  challenger 
in  the  last  America's  Cup  race,  the 
club  naturally  offers  dock  space  and 
moorings  for  large  yachts. 

The  club  numbers  among  its  mem- 
bers scores  of  British  notables,  as  well 


as  a  few  Yanks.  A  sampling:  Anthony 
Andrews,  Leslie  and  Evie  Bricusse, 
Michael  Caine,  Douglas  Fairbanks  Jr., 
Sir  John  and  Lady  Mills,  Liza  Minelli, 
Dudley  Moore,  Gregory  Peck,  Chris- 
topher Plummer,  etc. 

Many  of  the  faithful  were  sched- 
uled to  be  on  hand  for  the  formal 
opening  on  Jan.  1,  1985,  to  view  a 
spectacular  fireworks  display  that  fea- 
tured the  pyrotechnic  destruction  of  a 


M  Maanen  Tourist  Office 


St  Maanen  Tourist  Office 


The  Oyster  Pond  Yacht  trten 


The  beachless,  volcanic  rock  of  Saba 
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4A  palace  rises  on  the  Grand  Canal. 

A  heartbeat  from  San  Marco. .  .and  in  the  hearts 

of  the  world's  most  fortunate  travelers." 


Illustration  from  Cigahotels  archives. 


HOTEL 

GRITTI  PALACE 

VENICE 


/    CIGA 
HOTELS 


Classic  tradition.  Modern  efficiency. 


Venice:  Hotel  Gritti  Palace,  Hotel  Danieli,  Hotel  Europa  &  Regina,  Residence  Palazzo  del  Giglio  Venice  Lido:  Hotel  Excelsior, 
Hotel  Des  Bains,  Residence  Excelsior  -Rome:  Le  Grand  Hotel,  Hotel  Excelsior  -Milan:  Hotel  Principe  diSavo.a,  Hotel  Palace,  Hotel 
Duca  di  Milano,  Hotel  Diana  Majestic  -Florence:  Hotel  Excelsior  -Naples:  Hotel  Excelsior  -Siena:  Park  Hotel -Pisa:  Hotel  Cavalien 

Cortina  D  'Ampezzo:  Hotel  Cristallo  -  Trieste:  Hotel  Duchi  d<  Aosta  -  Asolo  (Treviso) :  Hotel  Vdla  Cipriani 
Stresa  (Lake  Maggiore):  Hotel  Des  lies  Borromees  -  Genoa:  Hotel  Colombia  -Miami:  Grand  Bay  Hotel-Paris:  Hotel  Royal  Monceau. 

Contact  your  Travel  Agent  or  CIGAHOTELS,  745  Fifth  Avenue,  New  York,  N.Y.  10151.  Tel.  212-935-9540,  1-800-221-23  10 


Ever/  expensive  sedan  promises  hap- 
piness once  you've  bought  it. 

However,  each  differs  widely  on  what 
constitutes  hapomess. 

At  BMW,  we  believe  contentment  has 
improbable  origins-  in  microprocessors, 
suspension  designs,  braking  systems— 
and  that  it  is  experienced  some  ten  thou- 
sand times  a  year,  on  mile  after  mile  of 
winding  road  and  highway. 

There,  BMW  735i  owners  will  enjoy  a 
prosperity  no  other  luxury  car  provides 
AN  ARISTOCRACY  OF  ENGINEERS. 

The  735i  is  one  of  the  few  luxury  cars 
in  the  world  that  routinely  garners  critical 


praise  for  being,  as  Design  News  said  of 
its  predecessor,  "a  driver's  delight." 

It  is  a  driver's  car  because  it  is  first  an 
engineer's  car,  built  by  a  company  whose 
chairman  is  an  engineer  and  where 
engineers  sit  on  the  board  of  directors, 
not  just  behind  drafting  tables. 

A  sense  of  priorities  that's  evident 
everywhere  throughout  the  735L 

It  has,  for  example,  a  new  anti-lock 
braking  system  with  electronic  sensors 
that  monitor  all  four  wheels.  These  sensors 
"tell"  the  brakes  to  apply  pressure  inter- 
mittently, pulsating  in  split-second  intervals, 
preventing  locking  and  allowing  the  driver 


i  1984  BMW  of  North  America  Inc  T!  le  BMW  trademark  and  logoare  registered.  European  Delivery  can  be  arranged  through  your  authorized  U.S.  BMW  dealer 


to  steer  even  in  panic  stops. 

In  other  words,  the  influence  of  Br 
engineers  is  apparent  every  time  you 
apply  the  brakes.  And  it's  no  less  appa 
when  you  depress  the  accelerator 

The  735i's  new  3.5-liter  engine  us 
the  third  generation  of  a  BMW  innovat 
called  Digital  Motor  Electronics.  Here, 
other  sensors  probe  the  engine,  feedir 
data  back  to  a  microprocessor.  It  then 
"tells"  the  engine  the  precise  moment 
fire  for  peak  performance. 

Meanwhile,  in  the  factory,  every 
stage  of  the  production  process  is  prol 
by  BMW  engineers. 


i 


WBBR 


. 


Parts  are  measured  with  the  exacting 
ye  of  lasers.  Cars  are  spot-checked  with 
,000-stage  audits.  And  in  rare  instances 
'here  the  wishes  of  quality  control  engi- 
eers  might  conflict  with  production  expe- 
lencies,  the  issue  is  submitted  to  the 
oard  for  review. 

In  57  years,  the  engineers  have  never 
een  overruled. 
"AN  EXPERIENCE  TO  BE  SAVORED 
FOR  ALWAYS." 

All  this  would  suggest  the  735i  is 
iurely  a  "road"  car— if  you  weren't  sur- 
ounded  by  evidence  to  the  contrary. 

Richly-grained  wood  paneling  accents 


an  interior  characterized  by  thick  carpet- 
ing and  seats  covered  in  deep  furrows 
of  fine  leather. 

A  wraparound  dash  presents  all 
manner  of  vital  and  easily  readable  infor- 
mation. There's  even  a  multifunctional 
onboard  computer  you  can  activate  by  us- 
ing the  directional  signal,  so  your  hands 
never  have  to  leave  the  wheel— and  a  sep- 
arate indicator  that  informs  you  when 
routine  service  is  advisable. 

All  of  which  makes  the  735i  different 
from  conventional  luxury  sedans.  It's 
purchased  not  for  the  pleasure  the  act 
brings,  but  for  the  rewards  that  follow. 


And  those  rewards  include  not  just 
advanced  technology  or  abundant  civility, 
but  a  return  on  investment  that's  rare 
in  any  automobile: 

A  driving  experience  that,  as  Car  and 
Driver  wrote  of  7-Series  BMW's,  "can 
take  a  limited  amount  of  time  and  turn  it  in- 
to an  experience  to  be  savored  for  always." 

We  invite  you  to  sample  a  small  but 
revealing  portion  of  that  ex- 
perience at  your  nearest 
BMW  dealer.  Where  the  new 
735i  awaits  your  test  drive. 

THE  ULTIMATE  DRIVING  HI 
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mock  Spanish  galleon  as  its  finale. 

The  St.  James's  Club  is  not  all  that 
exclusive  at  the  moment;  there  is  a 
nominal  membership  fee  for  guests. 

But  for  all  its  action,  getting  lost  on 
the  100  acres  of  the  St.  James's  is  no 
problem.  Bay  and  oceanfront  beaches 
are  augmented  with  a  boardwalk  built 
out  over  the  coral  where  guests  can 
lounge  or  swim.  But  sports  are  the 
order  of  the  day,  with  most  included 
in  the  room  rates.  Scuba,  water-ski- 
ing, deep-sea  fishing  and  horseback 
riding  on  Texas  quarterhorses  are  ex- 
tra. There  is  also  a  gym,  a  nine-hole 
golf  course  nearby  and  a  beauty  salon 
run  by  Leonards  of  London.  After  vis- 
iting this  resort,  you  might  need  a 


less  ambitious  and  less  trafficked  by 
the  curious.  The  Oyster  Pond  Yacht 
Club,  with  a  small  lagoon  on  one  side 
and  the  sea  on  the  other,  is  one  resort 
that  does  not  compel  you  to  go  root- 
ing around  the  whole  island.  Its 
beach,  a  short  stroll  away,  is  long  and 
largely  empty,  and  a  water-sports 
center  and  tennis  are  on  the  grounds. 
The  hotel's  oceanfront  rooms  are  rela- 
tively Spartan  but  they're  clean  and 
airy,  with  small  balconies,  and  the 
dining  room  offers  fine  Continental 
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77je  Old  Gin  House  on  St.  Eustatius 


directors  have  yet  made  plans  to  use  it 
as  a  movie  set.  That  could  only  be 
because  they  don't  want  to  alert  the 
masses  to  its  existence. 

This  rustic  old  inn,  with  motel-like 
rooms,  is  not  everyone's  cup  of  tea.  It 
hugs  the  sea  next  to  the  ruins  of  what 
was  in  American  Revolutionary  days 
a  bustling  port,  from  which  more  than 
a  few  shiploads  of  armaments  were 
sent  to  the  revolutionaries.  It  was  sub- 
sequently sacked  by  the  British  and 
has  been  quiescent  ever  since. 

But  it  attracts  more  than  its  share  of 
celebrities — including  filmmakers — 
seeking  blissful  idleness  and  anonym- 
ity. There  is  a  small,  rocky  beach  (a 
recent  storm  removed  the  sand,  but  it 
is  coming  back,  slowly).  Nearby  is  a 
small  town  and  Dutch  fort  to  probe, 
and  an  hour's  drive  around  the  island 
will  reveal  little  except  some  spectac- 
ular vistas  and  one  or  two  tiny  guest 
houses.  This  is  world-class  remote. 

The  proprietors  of  the  Old  Gin 
House  are  Martin  and  John,  a  New 
Yorker  and  an  Ohioan  who  dropped 


The  80-foot  Oceans  of  Fantasy  doing  her  thing 


vacation. 

Mention  St.  Maarten  to  some  trav- 
elers and  watch  them  wrinkle  their 
noses.  This  half-Dutch,  half-French 
island,  after  extraordinary  resort  de- 
velopment in  recent  years,  is  now  all 
bustle  and  action,  with  gambling, 
nude  beaches,  honeymooner  specials, 
easy  access  from  the  mainland  and 
even  a  mammoth  time-share  project. 
All  the  things  that  drive  the  serious 
R&R  seeker  away.  Yes,  there  is,  of 
course,  La  Samanr.a.  Prior  to  the 
opening  of  the  Maliiouhana  on  nearby 
Anguilia,  it  was  in  a  class  by  itself, 
with  a  magnificent  sweep  of  beach  at 
its  feet  and  as  fine  a  dining  room  as 
exists  in  the  islanus. 

There  is  another  small  jewel   too, 


and  Caribbean  fare,  served  by  an  expe- 
rienced and  friendly  staff.  The  wine 
list  is  also  good. 

A  short  hop  from  St.  Maarten,  short 
enough  to  allow  for  day  trips,  is  Saba, 
a  tiny  Dutch  rock  with  no  beaches  at 
all,  only  a  couple  of  hotels  and  some 
of  the  best  scuba  diving  in  the  islands. 
Captain's  Quarters  caters  to  divers 
and  others  who  enjoy  staying  on  a 
rock.  It  isn't  sumptuous,  but  it  isn't 
pricey,  either. 

The  next  stop  on  the  puddle-jumper 
from  Saba  (Saba's  postage-stamp  land- 
ing zone  can  accommodate  only 
STOL  aircraft)  is  St.  Eustatius,  nick- 
named Statia. 

The  owners  of  the  tiny  Old  Gin 
House  on  Statia  assure  me  no  movie 


out  of  advertising  and  education  to 
restore  the  inn  and  have  some  fun 
running  it.  They  have  succeeded  in 
both.  The  high  point  of  the  day  is 
dinner,  served  in  the  dining  room  ad- 
jacent to  the  handsome  old  bar.  There 
is  one  sitting  and  one  menu — take  it 
or  diet.  Fortunately  Martin  has  be- 
come an  excellent  cook,  and  nowa- 
days he  is  ably  assisted  by  Rick,  an  ex- 
monk  who  says  he  has  died  and  gone 
to  heaven. 

Entering  the  small  reception  area  of 
the  hotel,  you  will  see  shelves  groan- 
ing with  books.  The  lounge  off  the 
dining  room  has  as  its  centerpiece  an 
old  spinet  and  sing-along  music 
books.  The  small  pool  is  barely  deep 
enough  to  wet  your  navel,  and  while 
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Particulars 


Malliouhana  Hotel,  Anguilla.  Ac- 
commodations: 34  double  rooms 
and  7  suites.  Daily  rates  (in  sea- 
son), including  continental  break- 
fast: $225-$285  for  double  rooms; 
$350-$450  for  villa  suites;  $825- 
$1,020  for  3-bedroom  villas.  How 
to  get  there:  by  air  via  St.  Maarten, 
Antigua,  St.  Thomas,  Guadaloupe. 
Contact:  Malliouhana  Hotel,  P.O. 
Box  173,  Maids  Bay,  Anguilla,  Brit- 
ish West  Indies,  809-497-2741;  or 
David  B.  Mitchell  &  Co.,  200 
Madison  Ave.,  New  York,  N.Y. 
10016,  212-696-1323. 

Cinnamon  Reef  Beach  Club,  An- 
guilla. Accommodations:  14  cot- 
tages with  central  dining  facility. 
Daily  rates  (in  season)  include 
breakfast  and  dinner:  $300  for  two. 
How  to  get  there:  by  air  via  St. 
Maarten,  Antigua,  St.  Thomas, 
Guadaloupe.  Contact:  Cinnamon 
Reef  Beach  Club,  Little  Harbour, 
Anguilla,  British  West  Indies,  809- 
497-2727;  or  Ralph  Locke,  315  E. 
72  St.,  New  York,  N.Y.  10021,  212- 
249-6840. 

Petit  St.  Vincent  Resort,  The 
Grenadines.  Accommodations:  22 
cottages  with  central  dining  pavil- 
ion. Daily  rates  (in  season),  includ- 
ing all  meals,  vary  depending  on 
the  month:  $340/$400  for  double 
rooms;  $255/$300  for  single  rooms. 
How  to  get  there:  by  air  via  Barba- 
dos and  Union  Island,  where  you're 
met  by  the  resort's  yacht.  Contact: 
Petit  St.  Vincent  Resort,  The  Gren- 
adines, West  Indies,  809-458-4801; 
or  Petit  St.  Vincent  Resort,  P.O. 
Box  12506,  Cincinnati,  Ohio 
45212,  513-242-1333. 

Long  Island  Resort,  Antigua.  Ac- 
commodations: 28  units;   central 


dining  room.  Daily  rates  (in  sea- 
son), including  all  meals:  $375  for 
singles;  $425  for  doubles;  $500  for 
triple  rooms.  How  to  get  there:  by 
air  to  Antigua,  by  private  launch  to 
Long  Island.  Contact:  Long  Island 
Resort,  P.O.  Box  243,  St.  John's, 
Antigua,  West  Indies,  809-463- 
2176;  or  Resorts  Management,  The 
Carriage  House,  201  Vi  E.  29  St., 
New  York,  N.Y.  10016,  212-696- 
4566. 

St.  James's  Club  Antigua.  Ac- 
commodations: 90  rooms  and 
suites,  5  villas,  3  restaurants.  For 
members.  Introductory  member- 
ship available  to  first-time  visitors 
for  $10  per  family.  Individual 
memberships,  $300  first  year,  $150 
annually.  Daily  rates  (in  season) 
vary  by  time  and  choice  of  meal 
plan:  $250-$375  for  rooms;  $450- 
$750  for  suites;  $825-$975  for  vil- 
las. How  to  get  there:  by  air  to 
Antigua.  Contact:  St.  James's  Club 
Antigua,  P.O.  Box  63,  St.  John's, 
Antigua,  West  Indies,  809-463- 
1430;  or  First  Resort  Corp.,  200 
Madison  Ave.,  New  York,  N.Y. 
10016,  212-689-3048. 

Hotel  Manapany,  St.  Barthe- 
lemy.  Accommodations:  20  cot- 
tages. Daily  rates  (in  season):  $170 
for  double  rooms;  $250  for  one- 
bedroom  suites;  $365-$420  for  cot- 
tages. How  to  get  there:  by  air  via 
St.  Thomas,  Guadaloupe  or  St. 
Maarten.  Contact:  Mondotels,  200 
W.  57  St.,  New  York,  N.Y,  10019, 
212-757-0225. 

Oyster  Pond  Yacht  Club,  St. 
Maarten.  Accommodations:  20 
double  rooms,  including  suites. 
Daily  rates  (in  season):  $200-$240 
for  double  rooms;  $260  for  suites. 


Modified  American  plan  available 
for  additional  $40  per  person  a  day. 
How  to  get  there:  by  air  from  most 
major  U.S.  cities.  Contact:  Oyster 
Pond  Yacht  Club,  P.O.  Box  239, 
Philipsburg,  St.  Maarten,  Nether- 
lands Antilles,  011-599-5-2206; 
David  B.  Mitchell  &  Co.,  200 
Madison  Ave.,  New  York,  N.Y. 
10016,  212-696-1323. 

The  Old  Gin  House,  St.  Eusta- 
tius.  Accommodations:  20  rooms. 
Daily  rates  (in  season):  $100  for 
singles  or  doubles;  $140  for  triples. 
For  modified  American  plan,  add 
$30  per  person.  How  to  get  there: 
by  air  via  St.  Maarten.  Contact: 
The  Old  Gin  House,  St.  Eustatius, 
Netherlands  Antilles,  011-599-3- 
2319;  or  Scott  Calder  Internation- 
al, 152  Madison  Ave.,  New  York, 
N.Y.  10016,  212-535-9530. 

Captain's  Quarters,  Saba.  Ac- 
commodations: 10  rooms.  Daily 
rates  (in  season):  $50  for  singles; 
$70  for  doubles;  $80  for  triples  ($95 
for  quads).  For  modified  American 
plan,  add  $22  each.  How  to  get 
there:  by  air  to  St.  Maarten,  by  air 
or  boat  from  St.  Maarten.  Contact: 
Captain's  Quarters,  Windward- 
side,  Saba,  Netherlands  Antilles, 
01 1-599-4-2201;  or  I.T.R.,  25  W.  39 
St.,  New  York,  N.Y.  10018,  212- 
840-6636. 

Oceans  of  Fantasy,  St.  Thomas. 
Eighty-foot  schooner,  3  state- 
rooms, 2  double  berths  (sleeping  a 
maximum  of  14,  including  4  crew 
members).  Rates  range  from  $7,000 
for  4  to  $12,000  for  10  for  one 
week.  Winter  port:  St.  Thomas; 
summer:  Newport,  R.I.  Contact: 
Homeport,  Inc.,  St.  Thomas, 
U.S.V.I.,  800-524-7318. 


you  are  at  dinner  one  of  the  two  house 
mutts  is  likely  to  snuggle  under  your 
feet.  It's  that  kind  of  place. 

The  small,  exotic  island  of  St. 
Barthelemy,  or  St.  Barts,  with  its  shel- 
tered harbor  of  Gustavia,  its  bistros 
and  its  beaches,  has  long  been  a  favor- 
ite spot  for  island-hopping  yachts- 
men. It  has  also  become  a  mecca  for 
the  Key  West  set. 

Thoroughly  French  (its  inhabitants 
are  descendants  of  settlers  from  Brit- 
tany, Normandy  and  Poitou),  St.  Barts 
boasts  no  big  hotels,  no  casinos,  no 
bustle.  Villas  and  small  hotels  dot  the 
island,  which  rises  mightily  from  the 
sea,  affording  spectacular  views. 

The  Hotel  Manapany  is  a  brand- 
new  resort  consisting  of  20  cottages 


nestled  into  the  hillside  overlooking 
Anse  des  Cayes,  one  of  the  island's 
many  coves.  The  white  cottages,  with 
gingerbread  trim,  peaked  roofs  and 
large,  open-air  verandas,  are  evocative 
of  the  old  French  architecture  of  the 
island  but  come  equipped  with  all  the 
modern  conveniences,  including  re- 
frigerator, stove,  air-conditioning, 
telephone,  built-in  hair  dryers,  even 
television  (useful  for  brushing  up  on 
your  French). 

There  is  a  beach  on  the  premises,  a 
pool  and  a  tennis  court,  plus  a  dining 
room  and  bar.  The  cottages  have  two 
bedrooms  and  baths,  suitable  for  an- 
other couple  or  kids. 

But  as  idyllic  as  the  Manapany  is, 
don't  confine  yourself  there.  Join  the 


many  visitors  who  rent  Mini-Mokes 
to  get  to  the  more  remote  beaches  and 
local  restaurants  (try  La  Toque  Lyon- 
naise  at  the  El  Sereno  Beach  Hotel, 
Les  Castelets  and  the  restaurant  at  the 
Hibiscus  in  Gustavia)  or  simply  to 
explore. 

Do  the  above  islands  sound  appeal- 
ing? Well,  you  could  charter  a  yacht 
and  see  some  or  all  of  them  at  your 
own  pace.  And  if  you  want  to  do  it  in 
style — on  an  80-footer  with  a  crew  of 
four,  including  a  European-educated 
chef — try  the  Oceans  of  Fantasy,  avail- 
able for  charter  out  of  St.  Thomas. 
You  set  the  itinerary,  the  crew  does 
the  sailing,  cooking,  cleaning,  serving 
and  guiding.  Bonnes  vacances.'—W.G.f. 
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Shortages  in  the  apostolic  workforce, "  continuing  doubts  about 
the  Church's  moneys-managing  abilities,  a  bureaucracy  essential- 
ly unchanged  for  centuries — these  are  the  management  burdens 
Pope  John  Paul  II  now  bears.  A  report  on  how  hes  coping. 


Managing  the  Lord's  work 


IKE     HIS      PREDECESSORS,      the 

present  chief  executive  of  the 


L  world's  oldest,  largest  and  most  centralized  mul- 
tinational enterprise  commands  only  a  modest 
salary,  earns  no  pension — he  is  expected  to  die  on  the  job — 
and  puts  in  long  hours  seven  days  a  week.  But  as  part  of  his 
holy  office,  Pope  John  Paul  II,  Supreme  Pontiff  of  the 
Roman  Catholic  Church,  shoulders  a  management  burden 
that  is  surely  unique  in  his  time  and  may  be  without 
precedent  in  a  succession  that  traces  back  nearly  2,000 
years,  to  St.  Peter. 

There  is,  first  of  all,  the  magnitude  of  John  Paul's  task. 
The  Church  reckons  there  are  now  810  million 
Roman  Catholics  around  the  world — about 
18%  of  the  earth's  population,  more  than  dou- 
ble the  number  at  the  end  of  World  War  II — 
organized  through  366,000  parishes  in  2,500 
dioceses,  plus  more  than  450  religious  orders, 
such  as  the  Jesuits,  Benedictines  and  Domini- 
cans, and  300,000  other  institutions,  such  as 
universities  and  hospitals  worldwide.  At  the 
same  time,  the  number  of  priests  and  nuns 
ministering  to  the  spiritual  and  temporal 
needs  of  the  faithful  is  declining.  The  latest 
Annuarium  Statistician  Ecclesiae,  the  Church's 
statistical  yearbook,  puts  the  present  "work  force  of  the 
apostolate"  at  1 .7  million.  That  is  a  decline  of  some  63, 100 
in  the  past  five  years — 5,000  fewer  diocesan  priests,  5,100 
fewer  religious  order  priests  and  53,000  fewer  women 
religious. 

There  is,  too,  the  fact  that  more  than  half  of  all  Catho- 
lics now  live  in  the  Third  World,  and  the  proportion  is 
rising.  This  shift  of  the  Church's  center  of  gravity  away 
from  Europe — and  Rome — must  profoundly  affect  the 
management  of  so  vast  an  organization.  It  complicates 
small  matters  of  communications,  larger  matters  of  ad- 
ministration, and  even  ultimate  matters  of  dogma  and 
discipline. 

Growing  size  and  complexity  inevitably  translate  into 
dollar  costs.  By  some  accounts  the  Vatican  is  operating  at  a 
$35  million  land  rising)  annual  deficit.  Is  that  serious?  It's 
impossible  to  say.  The  Vatican's  total  budget  is  never 
disclosed.  It's  obvious,  though,  that  for  all  the  fabulous 
treasures  in  the  Vatican  museums,  the  more  liquid  re- 
sources of  the  Holy  See  are  not  infinite.  Moreover,  a 
tradition  of  nearly  one  millennium  of  secrecy  about  mon- 
ey matters  is  now  seen  by  some  inside  the  Church  as 
increasingly  self-defeating,  even  dangerous. 


By  Arthur  Jones 


Of  even  greater  concern  is  the  state 

of  relations  between  the  pope  and  his 

clergy  and  the  faithful.  Not  since  the  Reformation,  over 
400  years  ago,  has  the  world  heard  so  much  dissent  within 
the  Church  on  urgent  matters.  Millions  of  Catholics  in 
Europe  and  the  U.S.  publicly  cheer  the  pope  but  privately 
ignore  his  strictures  on  artificial  birth  control,  divorce  and 
homosexuality.  In  Latin  America,  90%  Catholic,  John 
Paul  rebuffs  the  "liberation  theology"  movement,  which 
seeks  to  apply  the  Gospel  to  a  policy  of  income  redistribu- 
tion, but  liberation  theologians  themselves  are  unmoved. 
One  such,  Brazil's  Leonardo  Boff,  a  Franciscan  friar,  was 
recently  summoned  to  Rome  for  questioning 
by  the  Vatican's  Congregation  for  the  Doctrine 
of  the  Faith  (formerly  called  the  Inquisition) 
about  liberation  theology's  near-Marxist  ide- 
ology. However  the  Vatican  pronounces  on  his 
views,  he  may  not  listen.  Says  Boff:  "Rome 
may  be  the  bureaucratic  center  of  the  Church, 
but  it  is  no  longer  the  vital  mystical  center." 
The  frequency  with  which  radical — indeed, 
almost  heretical — views  are  freely  voiced 
within  the  Church  these  days  reminds  some 
sophisticated  observers  of  the  Church's  han- 
dling of  dissent  in  the  16th  century.  Father 
Patrick  Granfield,  a  Benedictine  priest  who  is  president  of 
the  Catholic  Theological  Society  of  America,  thinks  it  not 
unreasonable  to  consider  the  Protestant  Reformation  as  a 
kind  of  "management  failure"  of  historic  proportions. 
"Then,  they  underestimated  the  reality,"  says  Father 
Granfield.  "They  thought  this  prior  up  in  Germany  [Mar- 
tin Luther)  was  wacko." 

The  reality  today,  says  a  worried  Granfield,  who  has 
explored  the  Church's  systems  flow  in  high  detail  in  such 
books  as  The  Papacy  in  Transition  (1980),  is  that  Catholics 
are  becoming  selective  in  a  way  that  would  surely  have 
struck  some  of  John  Paul's  predecessors  as  sinful.  Says 
Granfield:  "They  have  become  selective  not  on  the  major 
things — belief  in  God,  belief  in  Christ,  in  the  proclamation 
of  the  Word — but  on  the  other  urgent  and  difficult  issues." 
To  speak  of  such  grave  matters  as  "management"  prob- 
lems is  to  risk  the  error  of  reductionism — "reducing  the 
Church's  central  'mystery'  to  earthly  parameters,"  as  Fa- 
ther Granfield  puts  it — giving  offense  to  some  Catholics 
and  non-Catholics  alike.  But  Father  Granfield  argues  that, 
if  the  sense  of  "mystery"  as  the  religion's  focal  point  is  not 
lost,  worldly  analogies  are  useful  in  understanding  how 
John  Paul  goes  about  managing  the  Lord's  work. 

Illustration  by  Kinuko  Craft  # 
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Unlike  U.S.  presidents  and  Soviet 
premiers,  a  pope  need  not  be  hobbled  ° 
by  bureaucratic  inertia,  or  dissent,  in 
getting  his  views  across  directly  to  the 
faithful.  Blessed  with  energy  and 
verve,  and  with  jet  aircraft,  helicopters 
and  satellite  television  signals  as 
well,  John  Paul  II  has  spent  some  200 
days  in  the  past  six  years  speaking  to 
his  flock  all  over  the  world.  That 
investment  in  time  is  even  more 
impressive  in  light  of  the  six  months 
John  Paul  spent  recovering  from 
bullet  wounds  inflicted  by  a  would-be 
assassin  in  1981. 


John  Paul  was  elected  to  the  throne  of  St.  Peter  in 
1978,  at  the  age  of  58.  Not  since  the  election  of  Pope 
Pius  IX  in  1846  had  the  Sacred  College  of  Cardinals 
chosen  one  of  their  number  so  young.  As  a  priest  in  his 
native  Poland,  Karol  Wojtyla  had  quickly  caught  the  eye 
of  the  hierarchy.  Named  a  bishop  at  the  age  of  38,  he 
became  cardinal  of  Cracow  at  47. 

Pope  John  Paul  I,  his  predecessor,  died  after  only  33 
days  in  the  office.  Thus,  John  Paul  brought  to  the  papacy 
not  only  vigor  and  uncommon  gifts  for  communication 
(a  former  actor,  he  speaks  more  than  a  dozen  languages) 
but  also  the  skills  of  a  seasoned  administrator. 

The  papal  bureaucracy  itself  has  long  been  considered  a 
model  of  efficiency.  At  the  center  is  the  Roman  Curia, 
which,  after  1,600  years  of  experience,  numbers  only  1,800 
members— one  bureaucrat  for  every  450,000  Catholics.  If 
the  central  bureaucracy  of  the  U.S.  boasted  the  same  per 
capita  ratio,  there  would  be  but  511  federal  employees  in 
Washington  instead  of  300,000. 

The  American  Institute  of  Management,  in  a  classic 
study  updated  in  1960,  reported:  "No  profit-seeking  corpo- 
ration has  ever  impressed  us  ...  as  much  as  the  Roman 


Catholic  Church.  The  hierarchy  moves  quickly  on  admin- 
istrative matters,  slowly  in  alteration  of  its  social  customs 
and  not  at  all  where  dogma  is  concerned."  AIM  then 
delivered  a  32-item  list  of  areas  where  U.S.  corporations 
could  learn  from  studying  the  Catholic  Church's  struc- 
ture. The  first  three: 

"1.  The  value  of  widespread  diversification 
to  a  continuing  enterprise. 

"2.  The  necessity  of  autonomous 
controls  geographically. 

"3.  The  benefit  of  long  executive 
training  and  slow  promotion." 
American  management  expert  Peter  Drucker,  as  a  witty 
aside  in  a  study  a  dozen  years  ago,  ranked  the  Roman 
Catholic  Church  one  of  the  three  most  efficiently  admin- 
istered organizations  in  world  history.  (The  other  two 
were  General  Motors  and  the  Prussian  army  general  staff.) 
What  impressed  Drucker  was  the  Church's  capacity  for 
survival  and  its  impressive  information  flow  at  the  top. 
The  Vatican's  system  of  interlocking  directorates  among 
the  curial  cardinals  who  head  the  key  Sacred  Congrega- 
tions— committees  by  another  name — means  the  pope  has 
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only  to  contact  one  or  two  cardinals  to  know  what's 
happening  everywhere. 

Declines  in  the  apostolic  work  force  now  cast  doubt  on 
the  Church's  ability  to  maintain  efficiency.  Far  more  sig- 
nificant questions  have  been  raised  by  Vatican  involve- 
ment in  the  collapse  of  Banco  Ambrosiano,  in  whose  loan 
portfolio  the  Vatican  Bank  was  heavily  involved.  The 
Vatican  voluntarily  came  up  with  $240  million  to  satisfy 
creditor  claims  of  $1.4  billion. 

Close  up,  the  daily  grind  in  Vatican  City  would  seem 
familiar  to  executives  in  a  large  outfit  anywhere.  "No 
matter  how  hard  we  try,"  a  monsignor  in  the  Secretariat  of 
State  in  Rome  lamented  to  Forbes,  "when  documents 
from  the  pope  are  mailed  out  to  the  world's  3,900  bishops, 
some  bishops  don't  receive  theirs." 

But  worldly  analogies  have  their  limits  in  aiding  under- 
standing of  the  present  pope's  management  burdens.  If 
John  Paul's  cares  are  weighty,  so  are  his  resources.  For 
Roman  Catholics  the  papacy  is  an  institution  with  practi- 
cally unlimited  power  in  matters  of  faith  and  morals.  All 
know  the  dictum  of  Pius  XI:  "Only  a  pope  may  undo  what 
a  pope  may  do."  And  the  doctrine  of  "papal  infallibility," 


enunciated  in  1870,  for  all  the  controversy  it  subsequently 
inspired,  remains  valid  today.  John  Paul,  like  executives 
anywhere,  may  be  plagued  by  rotten  mail  service.  But  once 
it  gets  there,  his  word  is  the  last  word. 

A  pope's  word  can  take  several  forms,  ranging  upward  in 
formality  and  force  from  speeches  to  curial  documents  to 
encyclicals  to  bulls.  In  getting  his  word  across,  this  pope 
need  not  be  hobbled  by  bureaucratic  dissent  or  inertia,  as 
even  U.S.  Presidents  and  Soviet  premiers  alike  have  been. 
Blessed  with  energy  and  verve,  and  blessed  with  jet  air- 
craft, helicopters  and  satellite  television  signals  as  well, 
John  Paul  has  spent  some  200  days  in  the  past  six  years  on 
the  road  (see  map),  speaking  directly  to  his  flock  all  over 
the  world. 

John  Paul's  personal  style  in  wielding  papal  power  is 
clear  in  his  management  of  the  problem  of  the  clergy's 
declining  numbers.  To  relieve  overburdened  parish  priests, 
the  laity  has  been  given  more  to  do  since  Vatican  II.  But 
that  is  of  limited  help  to  Third  World  bishops  who  need 
priests. 

Wider  use  of  the  laity  is  also  of  limited  help  in  the  U.S., 
where  some  17,000  priests  have  left  in  the  last  two  de- 
cades, the  existing  priest-population  is  aging  fast,*  and 
new  recruits  aren't  coming  the  way  they  used  to.  Advo- 
cates of  innovation  have  been  disappointed  by  John  Paul's 
refusal  to  allow  priests  to  marry.  He  has  refused  "laiciza- 
tion" — release  from  their  priestly  vows — to  priests  who 
quit,  thereby  making  it  harder  to  do  so.  Instead,  he  wants 
priests  in  clerical  dress.  He  preaches  about  their  "special" 
calling.  He  prefers,  in  short,  not  to  retreat  from  tradition 
but  rather  to  defend  it. 

John  Paul's  management  of  financial  matters  is  far  less 
visible.  The  combination  of  betrayals  by  outside  advisers, 
such  as  Michele  Sindona,  and  clerical  cronyism  (both  of 
which  led  to  the  collapse  of  Banco  Ambrosiano  in  1981) 
should  have  led  to  sweeping  reform  before  John  Paul 
assumed  his  office.  But  there  is  no  way  for  outsiders  to 
know  that  it  has  happened.  "The  cardinal  failing,  no  pun 
intended,  is  that  the  Vatican  is  not  open  to  outside  scruti- 
ny and  advice,"  says  Rupert  Cornwell,  former  London 
Financial  Times  Rome  bureau  chief  and  author  of  God's 
Banker,  regarded  by  Vatican  insiders  as  the  best  account 
likely  of  the  scandal.  "I'm  not  saying  throw  it  open  to  the 
journalists  and  have  an  annual  press  conference,  but  the 
Vatican  should  subject  itself  to  normal  accounting  proce- 
dures." There  is  no  sign  of  that  happening,  either. 

Its  priceless  art  collections  aside,  wealth  the  Vatican  can 
use  rests  largely  on  a  portfolio  built  on  an  original  $92 
million  (equivalent  to  $550  million  today)  paid  by  Benito 
Mussolini  to  Pope  Pius  XI  in  1929  as  belated  reparation  for 
Vatican  land  taken  over  by  the  Italian  state.  These  assets 
are  in  the  care  of  the  Administration  of  the  Patrimony  of 
the  Holy  See  (APSA),  to  which  Sindona  was  an  adviser. 
Beyond  that,  the  Roman  Catholic  Church  at  the  center 
relies,  like  Catholic  churches  locally,  on  voluntary  contri- 
butions. Archdioceses  such  as  Chicago  and  Munich  prob- 
ably have  bigger  budgets  than  the  Vatican,  and  probably 
better  managed  portfolios. 

Undoubtedly  the  Vatican  has  "productive"  investment 
assets  larger  than  the  $125  million  the  late  Cardinal  Egidio 
Vagnozzi,  head  of  the  Prefecture  for  the  Economic  Affairs 
of  the  Holy  See,  admitted  to  in  1975,  but  no  billions.  The 
Istituto  per  le  Opere  di  Religione,  the  Vatican  Bank,  has 
some  $3  billion  in  assets.  The  pope  may  spend  a  percent- 
age of  any  profits  they  earn,  but  the  assets  themselves 
belong  to  the  depositors. 

Parish  priests  forward  a  percentage  of  ordinary  parish 

'Today  60%  of  US-  priests  are  over  age  45,  vs.  50%  in  1970 
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weVehrot^htyou 
dees  of  America. 


Since  1934,  The  Mutual  Broadcasting  System 
has  been  a  showcase  for  American  talent  and  a 
reliable  source  of  vital  news  and  information. 

Shows  like  Hie  Lane  Ranger  and  The  Shadow, 
newsmen  like  Gabriel  Heatter  and  Fulton  Lewis,  Jr., 
and  sportscasters  like  Van  Patrick  and  Bill  Stern 
"  ave  earned  their  place  in  American  history, 
epresenting  times  gone  by. 

With  America  in  the  80  s,  we're  on  a  new  course 
toward  the  future.  America  is  solid  again,  command- 
ing the  respect  we  deserve  in  the  affairs  of  an  ever- 
changing  world.  Mutual  responds  to  America's  new 
needs  with  state-of-the-art  satellite  communications 


and  progressive,  objective  news  and  program: 

It  is  exactly  this  type  of  responsible  innovati 
that  has  helped  Mutual  grow  from  an  ambitio 
group  of  three  radio  stations  to  a  national  com 
munications  corporation  with  over  850  affiliate 
celebrating  our  50th  year  of  broadcasting. 

At  Mutual,  we're  proud  to  pledge  allegiance 
to  the  flag.  We  know  that  the  American  Dream  is 
not  an  end,  but  a  process— it  is  the  system  that 
rewards  excellence  and  innovation. 

It  is  only  under  this  flag  that  we  are  able  to  take 
on  the  tremendous  challenge,  responsibility,  am 
opportunity  that  is  America. 


income  to  the  diocese,  but  nothing 
compels  a  bishop  to  give  from  his 
coffers  to  Rome.  So  now,  as  in  centu- 
ries past,  an  important  source  of  papal 
revenue  is  Peter's  Pence,  an  annual 
collection  worldwide  that  goes  to  the 
pope — amount  not  revealed.  Reports 
of  mounting  deficits  suggest  that  it's 
not  enough. 

Or  is  it?  Some  middle-level  Vatican 
lay  employees  have  suggested  to 
Forbes  that  if  the  accounts  of  APSA 
and  the  Vatican  Bank  were  consoli- 
dated, there  would  be  no  deficit.  They 
point  to  the  ease  with  which  the  Vati- 
can quickly  found  $240  million  for 
the  Banco  Ambrosiano  creditors.  The 
deficit,  they  contend,  is  a  cynical 
money-raising  device.  Such  suspi- 
cions are  a  predictable  consequence  of 


should  be  the  major  administrative 
act  of  John  Paul's  papacy. 

Thus  far,  however,  meeting  as  a  col- 
lege in  a  triennial  synod,  the  bishops 
have  tended  to  keep  their  heads  down. 
John  Paul  II  decides  on  the  agenda  for 
their  meetings  and  also  writes  a  major 
part  of  their  final  report  for  them. 
That  worries  Father  Patrick  Gran- 
field.  The  bishops,  he  says,  are  the 
means  by  which  the  center  under- 
stands the  periphery. 

There  had  been  greater  expecta- 
tions. Many  bishops  came  away  from 
Vatican  II,  convened  by  Pope  John 
XXIII  in  1962,  with  high  hopes  that 
they  would  have  a  far  greater  role  in 
the  governance  of  the  Church.  John 
Paul's  engaging  openness  reinforced 
those  hopes. 

As  archbishop  of  Cra- 
cow in  Poland,  former  ac- 
tor Wojtyla  countered  the 
oppressive  rule  of  Com- 
munist bureaucrats  by 
making  his  palace  on 
weekends  a  hive  of  debate 


The  Vatican  telephone  exchange 

New  pressures  on  the  apostolic  work,  force. 


what  Rupert  Cornwell  called  the  per- 
ils of  "obsessive  secrecy." 

Publicly,  John  Paul  has  begun  to 
attack  his  money-management  prob- 
lem by  using  the  College  of  Cardinals 
as  a  kind  of  management  consul- 
tancy. For  centuries  the  cardinals  as  a 
group  had  done  nothing  more  than 
elect  popes.  But  in  1979  and  again  in 
1983  John  Paul  called  the  cardinals  to 
Rome  to  look  into  Vatican  finances 
and  to  examine  the  Curia  as  well. 
German  Cardinal  Joseph  Hoeffner  of 
Cologne  now  commutes  regularly  to 
Rome  as  head  of  a  four-cardinal  group 
(which  includes  Philadelphia's  Cardi- 
nal John  Joseph  Krol)  on  a  belt-tight- 
ening mission. 

An  even  more  powerful  in-house 
resource  is  at  hand:  the  Synod  of  Bish- 
ops. But  whether  John  Paul  is  of  a 
mind  to  use  it  is  far  from  clear.  Bish- 
ops in  their  dioceses,  provided  they 
aren't  disobedient  to  the  pope,  are  as 
independent  as  Roman  proconsuls. 

Some  inside  observers,  among  them 
many  bishops  who  attended  Vatican 
II,  and  outsiders  like  the  Economist 
newspaper  in  London  as  well,  have 
thought  that  strengthening  the  Synod 
of  Bishops  at  the  expense  of  the  Curia 
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among  artists,  actors, 
filmmakers,  workers,  doc- 
tors and  historians,  many 
of  whom  later  rose  to 
prominence  in  the  Soli- 
darity movement. 

That  is  not  to  say  that 
the  bishops  may  not  speak 
independently  and  vigor- 
ously on  important  mat- 
ters. The  first  draft  of  the 
U.S.  bishops'  recent  "Pastoral  Letter 
on  Catholic  Social  Teaching  and  the 
U.S.  Economy"  was  sent  to  Rome  "as 
a  courtesy,  not  an  obligation,",  says  a 
Vatican  spokesman  in  Washington, 
and  it  was  not  altered  by  the  pope  or 
his  administrators  prior  to  release. 
But  there  is  no  question  of  Rome's 
ultimate  authority.  Says  the  same 
Vatican  spokesman:  "You  recall  the 
bishops'  letter  on  nuclear  weapons?  It 
changed  a  good  deal  between  the  first 
and  the  final  draft." 

More  than  two  decades  ago,  even  as 
it  was  praising  the  Vatican's  efficien- 
cy, the  American  Institute  of  Manage- 
ment saw  trouble  ahead  in  a  manage- 
ment structure  that  was  "medieval 
and  authoritarian,"  where  too  much 
"line  and  staff  responsibility  is  vested 
in  the  pope."  There  is  no  sign  that  the 
structure  is  less  so  today. 

John  Paul  II  must  be  thought  of, 
then,  as  a  paradoxical  pope.  Under- 
neath the  velvet  of  his  cheerful  dispo- 
sition and  open  ways  is  an  iron  deter- 
mination to  rule  and,  it  would  appear 
from  evidence,  to  defend  the  Church's 
traditional  styles  in  management  as 
well  as  its  traditional  values  in  faith 
and  morals.  ■ 


ENTEX 

SHARES 

HOUSTON'S 

BRIGHT 

FUTURE. 

Entex,  Inc.  is  a  Houston- 
based  natural  gas  dis- 
tribution company 
supplying  1.2  million 
customers  in  500  commu- 
nities in  Texas,  Louisiana 
and  Mississippi.  Entex 
also  owns  University 
Savings  Association,  the 
third  largest  savings  and 
loan  company  in  Texas 
with  90  offices  and  assets 
exceeding  $3.3  billion. 
Other  subsidiaries  are 
engaged  in  oil  and  gas 
exploration  and  produc- 
tion and  contract  drilling. 

Entex,  Inc. 
P.O.  Box  2628, 
Houston,  Texas  77001. 

ETX 

(Trading  symbol  on  NYSE.) 
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Marketing 


Edited  by  Stephen  Kindel 


Nobody  in  the  computer  business  has  a 
better  marketing  strategy  than  Compaq. 
Will  the  smart  strategy  prove  to  be  this 
young  company's  undoing? 

No  margin 
for  error 


By  Ellen  Benoit 
and  Stephen  Kindel 


In  the  last  18  months  some  half- 
dozen  companies,  most  of  them 
startups  producing  work-alikes  to 
the  IBM  PC,  have  dropped  out  of  the 
personal  computer  business.  More 
will  vanish.  By  1985,  90%  of  the  $23 


billion  (retail)  business  was  concen- 
trated among  five  companies — IBM, 
Apple,  Compaq,  Kaypro  and  Tandy. 

At  the  close  of  the  year  the  specter 
of  something  more  ominous  than  a 
shakeout  appeared  in  industry  sales 
figures:  slowing  growth.  According  to 
InfoCorp,  a  Cupertino,  Calif,  market 
research  firm,  almost  60%  of  all  office 


Maturation  or  saturation? 

The  office  personal  computer  market  has  matured  faster  than 
anyone  predicted.  Already,  nearly  60%  of  all  white  collar  workers 
have  regular  access  to  a  PC.  Result:  the  prospect  of  flattening  sales. 

Percent  of  white  collar  workers  using  desktop  PCs                                                                 Units  sold  (milli 
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workers  now  have  regular  access  to  a 
personal  computer.  That  marks,  Info- 
Corp says,  the  industry's  "transition 
to  maturity."  Translation:  From  here 
on  the  gain  of  any  one  company,  in- 
cluding giant  newcomer  American 
Telephone  &  Telegraph,  will  mean 
some  other  survivor's  loss. 

That  would  seem  ominous  for  Jo- 
seph (Rod)  Canion,  the  39-year-old 
president  of  Houston-based  Compaq 
Computer  Corp.  Canion 's  company, 
barely  two  years  old,  is  operating  in  a 
market  that  has  been  tough  for  such 
stalwarts  as  Digital  Equipment,  Texas 
Instruments  and  ITT.  Certainly  Com- 
paq had  a  fast  start.  After  grossing 
$111  million  in  1983,  its  first  year  of 
sales,  Compaq  performed  even  more 
impressively  in  the  year  just  ended. 
Between  sales  of  its  IBM-compatible 
portable  computers  and  its  new  Desk- 
pro  line  of  office  computers,  say  ana- 
lysts, the  company  pushed  well  past 
the  $300  million  mark  in  1984. 

Compaq's  share  of  the  personal 
computer  market  doubled  last  year,  to 
about  10%,  compared  with  20%  for 
Apple  and  50%  for  IBM.  Within  its 
market  share,  the  company  is  show- 
ing strength  at  the  high  end.  Sales  of 
Compaq's  Deskpro  are  only  beginning 
to  take  hold,  but  it  already  sells  better 
than  Apple's  Macintosh  and  IBM's  PC 
AT  and  XT,  the  three  machines  clos- 
est in  performance  and  market. 

The  trouble  is  that  growth  has 
come  at  the  expense  of  profits — a  bad 
situation  for  a  young  company.  On 
those  $300  million  in  sales  last  year, 
Compaq  earned  only  $9  million,  3 
cents  on  the  sales  dollar.  Sure,  that's 
better  than  Kaypro's  deficit  or  all 
those  companies  in  the  personal  com- 
puter graveyard.  But,  at  about  half  of 
IBM's  personal  computer  margins  and 
70%  of  Apple's,  Compaq's  profitabil- 
ity leaves  it  no  margin  for  error. 

As  a  result,  Compaq's  stock  price 
has  headed  steadily  south  since  it 
opened  at  11  in  December  1983,  and 
rose  briefly.  It  currently  hovers 
around  5,  after  bottoming  out  in  ear- 
ly October  at  3Vi.  (At  that  price  you 
could  buy  the  whole  company  for 
just  over  $100  million.)  Behaving 
more  like  a  press  agent  than  the  ven- 
ture capitalist  he  claims  to  be,  com- 
pany Chairman  Ben  Rosen  woos  se- 
curity analysts  and  the  media.  But 
ineffectively.  Is  Wall  Street  being 
stupid?  Not  necessarily.  The  price 
reflects  Wall  Street's  disbelief  that 
any  personal  computer  startup  can 
play  in  the  same  league  with  IBM 
and  Apple — and  its  discomfort  with 
the  degree  to  which  Compaq  has  tied 
its  fortunes  to  the  IBM  personal 
computer.   Basically,    The    Street   is 
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Compaq  founders  Rod  Canion,  James  Harris  and  William  Murto 
From  a  sketch  on  a  diner  placemat  to  nibbling  at  IBM's  table. 


skeptical  about  Compaq's  basic  busi- 
ness plan. 

One  Wall  Street  wag  compares 
Compaq's  effort  to  maintain  IBM 
compatibility  to  "sticking  your  head 
up  the  behind  of  a  fast-moving  ele- 
phant— when  the  elephant  turns,  you 
get  your  head  snapped  off."  It's  true: 
IBM  has  often  changed  the  rules, 
whipsawing  competitors  between 
price  cuts  and  technical  advances. 

Right  now  Compaq  thinks  it  has 
found  a  chink  in  the  elephant's  hide. 
IBM  segments  the  computer  market, 
counting  heavily  on  moving  custom- 
ers to  more  expensive  machines  as 
they  need  more  power.  Compaq,  by 
contrast,  makes  it  possible  to  upgrade 
older  machines  as  a  customer's  need 
grows.  But  nobody  prospers  in  the 
long  run  by  counting  on  chinks  in 
IBM's  hide. 

Yet  Canion,  an  engineer  who 
worked  in  management  at  Texas  In- 
struments for  15  years,  knew  all  about 
IBM's  dominance  when  he  and  co- 
founders  fames  Harris  and  William 


Murto  first  sketched  Compaq's  prod- 
uct and  marketing  strategies  on  the 
back  of  a  placemat  in  a  Houston  diner 
in  1981.  In  products,  Compaq's  strate- 
gy was  to  be  so  compatible  that  it 
could  serve  as  an  IBM  alternative.  "It 
was  our  belief,"  says  Canion,  "that  if 
IBM  was  going  to  sell  personal  com- 
puters, it  would  become  a  dominant 
player  very  quickly."  So,  while  others 
waited  to  see  how  tough  IBM  would 
be,  Compaq  developed  a  proprietary 
read-only  memory  (ROM)  that  allows 
it  to  manipulate  its  Microsoft  operat- 
ing system  to  be  fully  compatible 
with  IBM's.  This  enables  Compaq's 
personal  computers  to  use  virtually 
all  IBM  software. 

Today  Compaq's  entire  line  is  bet- 
ter mated  to  IBM  than  any  other  com- 
puter manufacturers.  "When  IBM  PCs 
were  first  introduced  and  were  in 
short  supply,"  says  Seymour  Merrin, 
chairman  of  the  ComputerWorks 
chain  of  dealerships,  "you  could  safe- 
ly buy  a  Compaq  and  know  that  every 
single  IBM  PC  program  you  were  us- 


ing would  also  work  without  modifi- 
cation. That  made  it  a  very  comfort- 
able purchase." 

But  Compaq  was  not  simply  riding 
on  IBM's  coattails.  The  main  thrust  of 
its  marketing  effort  was  aimed  at 
computer  dealers,  for  whom  it  gave 
security  by  adopting  a  dealer-only 
strategy.  IBM  not  only  sells  through 
dealers,  but  sells  against  them,  espe- 
cially on  larger  orders,  with  its  own 
office  products  sales  force. 

Betting  its  survival  on  their  loyalty, 
Compaq  gives  its  dealers  discounts 
that  are  higher  than  IBM's,  higher 
than  the  industry  average. 

For  example,  dealers  make  about 
38%  on  Compaq's'  more  expensive 
machines,  compared  with  an  industry 
average  of  34%  to  35%.  It  also  helps, 
in  an  industry  in  which  manufactur- 
ers' price  cuts  usually  come  out  of 
retailer's  share,  that  dealers  don't 
have  to  sell  Compaq  machines  on 
price.  "On  every  model  we've  sold," 
Canion  says,  "we've  always  offered  a 
little  more  than  IBM — faster  speed, 
more  memory,  a  bigger  screen,  words 
and  graphics  on  the  same  screen, 
things  like  that."  Which  means  that, 
unlike  many  other  IBM-compatible 
machines,  the  Compaq  need  not  be 
sold  by  price-cutting. 

The  company  pays  a  price  for  fat- 
tening its  dealers'  wallets,  of  course. 
That's  what  accounts  in  good  part  for 
Compaq's  thin  profit  margins.  In  the 
third  quarter  of  1984,  research  and 
development  on  new  models  plus  fac- 
tory expansion  cut  profits  by  half, 
even  though  sales  rose  150%. 

Those  thin  margins  could  mean 
trouble.  Why?  Look  at  Compaq's  bal- 
ance sheet.  In  the  year  sales  were  go- 
ing through  the  roof,  working  capital 
actually  declined  by  about  $7  mil- 
lion— 10%.  Compaq  also  showed  an 
increase  in  inventory  of  more  than 
300% .  Fortunately  for  Compaq,  much 
of  that  represents  Deskpros  waiting  to 
go  into  the  retail  pipeline,  and  Desk- 
pros  are  selling  these  days  because 
IBM  is  having  troubles  with  its  PC  AT 
model.  So  revenues  from  the  Desk- 
pros  will  replenish  Compaq's  cash. 
But  longer  term,  as  IBM  pushes  its 
higher-end  personal  computers,  Com- 
paq's marketing  astuteness  will  be 
tested  repeatedly. 

Say  this,  then,  of  Compaq's  strate- 
gy: It  has  enabled  the  company  to 
make  big  gains  in  market  share  and  in 
sales,  but  at  the  expense  of  the  level  of 
profits  needed  to  sustain  fast  growth. 
Compaq's  marketing  strategy  is  first- 
rate.  But  it  remains  to  be  seen  if  a 
young  company  in  a  fast-changing 
business  can  afford  its  strategy. 
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Faces 

Behind  the  Figures 


Edited  by  Pamela  Shernd 


History  repeating? 


For  years  Allen  Neuharth,  60,  the 
chairman  of  Gannett  Co.,  Inc.,  has 
made  a  point  of  promoting  women  to 
positions  of  high  responsibility — for 
example,  recently  tapping  Cathleen 
Black  to  be  publisher  of  USA  Today. 

Neuharth's  father,  a  farmer  in  Al- 
pena, S.D.,  died  when  Allen  was  2. 
"My  mother  did  the  work  that  held 
the  family  together,"  he  recalls.  "She 


took  in  sewing  and  washing  and  was  a 
waitress  in  the  local  restaurant.  ...  I 
saw  firsthand  that  my  mother  worked 
a  hell  of  a  lot  harder  and  got  a  hell  of  a 
lot  less  income  than  the  guys  did," 
Neuharth  says.  "It  bugged  me." 

The  publishing  industry,  however, 
will  score  Neuharth  less  on  his  dedi- 
cation to  sexual  equality  than  on  the 
fate  of  the  newspaper  he  picked  Cath- 


Allen  Neuharth  lannett  Co   in  his  office  at  Cocoa  Beach,  Fla. 

"Ill  go  back  to  the  typewriter  and  have  fun." 


leen  Black  to  run.  USA  Today,  with 
cumulative  losses  of  an  estimated 
$250  million  pretax  since  its  Septem- 
ber 1982  startup,  could  end  up  as  one 
of  the  best  properties  in  the  entire 
publishing  industry  or  its  biggest  di- 
saster. Neuharth  continues  to  say 
that  USA  Today  will  start  making  mon- 
ey by  the  end  of  1987.  Even  many  who 
scoffed  at  the  paper  in  its  early  days 
now  concede  it  is  finding  an  audience. 

Neuharth  knows  the  risks.  He 
launched  his  career  as  an  innovator  in 
the  Fifties  when,  two  years  out  of 
college,  he  raised  $50,000  with  the 
help  of  friends  and  relatives  and  start- 
ed a  South  Dakota  sports  weekly.  "We 
lost  it  all  in  two  years,"  Neuharth 
recalls.  "We  thought  our  little  paper 
was  hot.  The  readers  liked  it.  But  we 
didn't  have  any  advertising."  Similar- 
ly, USA  Today  has  been  better  at  at- 
tracting readers  than  advertisers. 

After  his  little  paper  folded,  Neu- 
harth landed  a  job  as  a  reporter  at  the 
Miami  Herald:  "It  was  touch  and  go 
whether  I  would  become  the  most 
conservative  conformist  on  earth  or 
take  the  lessons  that  I  could  learn 
from  my  own  mismanagement," 
Neuharth  explains.  He  became  presi- 
dent at  the  $2  billion  (revenues)  Gan- 
nett chain  at  46,  which  suggests  that 
he  learned  his  lessons  well. 

Now,  with  USA  Today,  Neuharth  is 
putting  his  learning  to  a  final  test.  He 
plans  to  retire  in  five  years,  on  his  65th 
birthday,  seemingly  confident  that  he 
will  ease  out  on  a  rising  tide  of  black 
ink  from  his  national  newspaper. 
Well,  not  exactly  retire.  Neuharth  has 
a  ten-year  commitment  to  serve  Gan- 
nett as  a  columnist  or  commentator. 
"I'll  go  back  to  the  typewriter  and  have 
fun,"  he  says.  As  his  probable  succes- 
sor he  has  picked  another  old  typewrit- 
er pounder,  John  Curley,  now  Gan- 
nett's  president. — P.S. 

Embracing  the  enemy 

James  Berrett's  Computervision 
Corp.  makes  most  of  its  money  by 
making  and  selling  a  minicomputer 
system  that  improves  the  productiv- 
ity of  industrial  designers.  Two  years 
ago,  however,  Berrett  saw  a  major  op- 
portunity. With  existing  computer- 
aided  design  and  manufacturing  tech- 
nology, designers  must  start  from 
scratch.  "But  nearly  80%  of  all  new 
engineering  is  really  modification  of 
old  work,"  Berrett  explains.  He  knew 
people  would  buy  a  computer  that 
could  retrieve  the  plans  of  complicat- 
ed products — drawings  that  can 
number  in  the  hundreds  of  thousands. 
There  was,  of  course,  a  hitch.  Ber- 
rett guessed  that  developing  such  re- 
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trieval  capability  would  cost  $45  mil- 
lion. A  lot  of  money.  Much  more  than 
Computervision,  which  earned  about 
$48  million  in  1984  on  sales  of  $550 
million,  could  safely  afford. 

Berrett's  solution?  "The  world 
didn't  need  another  fancy  computer 
from  us,"  he  explains.  So  he  turned  to 
archrival  IBM  and  arranged  to  buy  its 
IBM  4300  series  computer  as  part  of 
his  new  CDS  5000  system,  which 
makes  it  possible  for  a  designer  to 
punch  a  button  and  call  up  previous 
designs  on  his  screen.  "Think  of  us  as 
a  systems  integrator,  not  a  computer 
supplier,"  he  says. 

Berrett,  a  slim  man  of  44,  took  over 
Computervision's  top  job  in  1982  af- 
ter 20  years  at  Honeywell.  He's  a  car 
buff  who  drives  a  1985  white  Cor- 
vette, and  he  isn't  afraid  of  risks. 
Right  now,  for  example,  Berrett  is  pin- 


ning high  hopes  on  his  new  data  re- 
trieval product,  made  available  to  cus- 
tomers last  October.  So  far  Compu- 
tervision has  shipped  seven  of  the 
IBM-bearing  systems,  priced  between 
$500,000  and  $6  million.  Berrett  ex- 
pects sales  from  the  new  product  cate- 
gory within  five  years  to  be  as  big  as 
all  of  Computervision  today.  "This  is 
just  the  start,"  he  says. 

The  risks  of  the  new  strategy  are 
clear.  IBM,  says  Berrett,  "is  big 
enough  to  do  what  it  pleases."  That 
could  include  making  a  full-court 
press  in  CAD/CAM  applications  soft- 
ware. By  using  IBM  hardware,  Berrett 
is  making  himself  even  more  vulner- 
able to  his  major  competitor. 

Investors,  however,  seem  to  believe 
in  Berrett's  judgment.  Computervi- 
sion's recent  $100  million  convertible 
debenture  offering  sold  out  in  one 


week,  and  its  shares  sell  for  a  princely 
multiple  of  22  times  estimated  1984 
earnings. — Jeffrey  A.  Trachtenberg 

No  sitting  duck 

Richard  Morrow,  chairman  of  the 
Standard  Oil  Co.  of  Indiana, 
bears  a  striking  resemblance  in  style 
and  manner  to  James  Lee,  the  former 
chairman  of  Gulf  Oil.  Both  men  are 
mild-mannered,  gray-haired,  bespec- 
tacled and  retain  lilting  southern  ac- 
cents. Both  are  engineers  by  training. 
Both  also  are  avid  hunters  of  ducks 
and  geese. 

But  Morrow,  58,  wants  to  make  it 
clear  that  the  resemblance  stops 
there.  Under  Lee,  Gulf  ceased  to  exist 
as  an  independent  company.  "Stan- 
dard," says  Morrow,  "is  among  those 
more  likely  to  do  the  acquiring  than 


Computervision  President  James  Berrett 
Taking  a  chance  on  IBM. 


Richard  Morrow  of  Standard  of  Indiana 
He'd  buy — at  the  right  price. 

to  be  acquired." 

Last  May,  in  his  first  big  move  after 
succeeding  longtime  chairman  John 
Swearingen,  Morrow  announced  a 
plan  to  buy  in  30  million  Indiana 
Standard  shares,  10%  of  the  com- 
pany's equity  base.  That  move  will 
drain  off  $2  billion  in  cash  and  make 
it  tougher  to  buy  the  company  with 
its  own  money;  to  the  extent  that  it 
enhances  earnings  per  share,  it  may 
help  keep  the  stock  price  out  of  a 
raider's  reach. 

Some  analysts  speculated  that  Indi- 
ana Standard  would  play  white  knight 
to  Phillips  Petroleum.  But  Morrow 
clearly  wasn't  interested.  His  defini- 
tion of  an  appealing  investment: 
"Only  if  we  could  gain  reserves  of 
appropriate  size  at  a  price  that  will 
yield  returns  comparing  favorably 
with  our  internal  investment  criteria, 
would  we  consider  a  purchase  or 
merger." — Katharine  Blood 
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ptured  for  Stability 


ONEOK  (pronounced  one-oak)  is  a  billion  dollar 
energy  company  structured  for  stability,  poised  for 
growth.  Find  out  more  about  the  gas  supply  strength 
of  our  utility  and  our  diversified  activities  in  gas 
processing  and  exploration.  For  more  information 
ask  your  broker  or  write  Perry  Wimpey,  Chief 
Financial  Officer. 

p.o.  Box  87i      ONEOK Inr 

Tulsa,  OK  7410? 
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The  Forbes/Wilshire  5000  Review 


Lost  in  space.  By  the  end  of  the  most  recent  four-week 
period  the  market  finished  about  where  it  started:  The 
broadly  based  Wilshire  index  of  nearly  5,700  issues  was 
virtually  unchanged.  During  the  last  two  weeks  stocks 
quietly  drifted  slightly  higher  on  generally  moderate  vol- 
ume. The  Wilshire  advanced  0.3%  and  the  NYSE  gained 
0.6%.  But  both  the  30  Dow  industrials  and  secondary 
issues  failed  to  post  gains.  The  Dow — hurt  by  new  lows 
for  Bethlehem  Steel  and  Union  Carbide— was  off  0.5%. 
While  Amex-listed  shares  lost  the  most  ground,  with  a 
1.1%  decline,  NASDAQ  issues,  with  a  1%  drop,  were  not 
far  behind. 


In  this  time  of  uncertainty,  investors  continued  to  buy 
conservative  issues  and  to  sell  stocks  that  carry  higher 
risk.  During  the  last  four  weeks  share  prices  of  large 
companies  rose  0.4%  while  those  of  small  firms  declined 
4.6%.  Over  the  same  stretch,  issues  priced  under  $5 
dropped  6.9%,  vs.  a  0.5%  gain  for  shares  priced  over  $40. 
The  strength  of  better-quality  securities  gives  Wall  Street 
cause  for  encouragement.  So  does  the  recent  drop  in  the 
prime  rate  and  signs  that  the  budget  deficit  may  be  re- 
duced. If  the  economic  recovery  doesn't  get  sidetracked, 
many  stocks  may  well  end  this  year  with  higher  prices 
than  they  carried  in  December  1984. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 l 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

0.0 

0.5 

-0.7 

0.4 

-3.2 

-1.8 

in  last  52  weeks 

-2.0 

1.8 

-5.4 

0.7 

-8.2 

-13.5 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

pone 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

0.4 

-4.6 

-3.7 

0.2 

-5.4 

-0.5 

1.1 

-3.0 

-4.8 

0.6 

0.5 

-6.9 

in  last  52  weeks 

-0.3 

-9.4 

-16.1 

10.8 

-21.1 

7.0 

8.5 

-14.3 

-12.3 

8.7 

3.5 

-18.8 

'Based  on  sales.  _  ,  ,    ...  .  ., 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  12/17/84.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Margins  climb  as  fuel  costs  drop.  It  didn't  take  investors 
long  to  figure  out  that  the  continued  weakness  in  oil 
prices  would  aid  the  airline  industry.  In  the  last  two 
weeks  transportation  stocks  lead  the  pack  with  a  2.1% 
gain.  The  boost  comes  from  healthy  jumps  in  airline 
stocks  as  well  as  modest  gains  in  the  prices  of  rails  and 
motor  carriers.  Over  the  past  four  weeks  this  sector  also 


ranks  first,  pulling  in  a  3.1%  gain. 

For  the  two-week  period  the  second  best  performing 
group  is  finance,  which  sports  a  1.3%  increase.  Over  the 
four-week  stretch  the  utility  sector,  with  a  2.2%  rise, 
takes  second-best  honors.  Meanwhile,  three  sectors — raw 
materials,  capital  goods  and  technology — show  losses  for 
both  the  two-  and  four-week  periods. 


Percent  change  in  last  52  weeks  OO  Percent  change  in  last  two  weeks 


Capital  goods 


+  50 


<ay 


-25 


II 1 1 1 1 1 1 1 1 I 


84 


Energy 


+  50 


-25 


1  I  I  I   I   I  I   I  I  I  I   I  I  I   I I   I   I  I  I   I 


'84 


Technology 


+  50 


^y 


-25 


II   I   I   I   I   II   I   I   I   I   I   I   I   I I 


Consumer  durables 

*"  <^ 

0   ^o—,^^                    /r*J~ 

"-"" S^ 

"25,  1  1  1  1  1  II  1  1  1  1  I  II  1  1  1  1  1  I  1  1  1  1  II  1 

'                                           '84 

Finance 


+  50 


^£h 


-25 


I   I   I   I   I   I   I   I   I I  I   I   I  I   I   I   I   I   I   I   I   I 


'84 


Consumer  nondurables  and  services 

+  50 

-«£> 

.      --^^/ 

-25 

1  II  1  1  1  1  1  1  1  1  1 1  1  1  1  1  1  1  1  1  1 

1                                            '84 

Raw  materials 

+  50 

*^La5^k" 

o         ^N""-w-*\/»«^/^~"'"~'^",,"s^- 

-25 

1   1   1   1   1   1   1   1   1  1  1   1  1  1  1  1  1  1  1  1  1  1  1   1  1   1   1 
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Utilities 


+  50 


-25 
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What  The  Analysts  Think 


Still  ranked  first:  utilities.  This  sector  remains  on  top  in 
terms  of  two-week  changes  in  estimates,  even  though  this 
table  is  now  weighted  according  to  market  capitalization. 


There's  another  change,  too.  We  now  include  sector  P/Es 
based  on  1984  earnings  projections — and  note  that  utili- 
ties sport  the  lowest  estimated  multiple. 


Forecasting  the  Forbes  500 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1984 
EPS             P/E 

%  change  in  1984  estimate 
in  2  weeks      in  4  weeks 

Average 
Performance       earnings  per 
period                   share          P/E 

1 

Utilities 

$3.34 

7.2 

0.06% 

0.10% 

2 

Consumer  durables 

4.74 

8.2 

-0.15 

-0.06 

3 

Energy 

3.39 

8.3 

-0.46 

-1.15 

latest  12  months          $3.81           9.4 

1984  estimates                3.96           9.1 

1985  estimates                4.62           7.8 

4 

Capital  goods 

2.50 

12.6 

-0.65 

-0.79 

5 

Finance 

2.84 

9.8 

-0.75 

-1.15 

6 

Transportation 

2.66 

9.2 

-0.77 

-1.33 

7 

Consumer  nondurables 

2.63 

11.4 

-0.77 

-1.23 

8 

Raw  materials 

2.22 

11.2 

-2.36 

-3.61 

9 

Technology 

2.81 

11.9 

-3.47 

-4.00 

Earnings  projections  are  capital-weighted  consensus  e 
continuously  by  the  Institutional  Brokers  Estimate  Syst 

BtU 

em 

nates  from  over  2,000  se 
|1BES),  a  service  of  Lynch, 

curity  analysts.  Data  are  compiled  and  updated 
(ones  &  Ryan,  a  New  York-based  brokerage  firm. 

Note:  All  data  for  periods  ending  12/17/84.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.;  IBES,  a   service  of  Lynch,  (ones  &  Ryan,  New  York. 
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Foul  weather  friends. 

Even  when  the  investment  climate  is  gloomy,  the 
gnomes  of  Freddie  Mac  will  help  you  weather 
the  storm.  ■  In  good  times  and  bad,  year  in  and 
year  out,  our  securities  have  provided 
exceptional  investment  opportunities.  ■  And  the 
future  looks  sunny!    


THE  GNOMES 
KNOWsM 

Freddie 

Mac 

Federal 

Home  Loan 

Mortgage 

Corporation 


Freddie  Mac  m  Investor  Relations  mJ776G  Street,  \.W.  ■  P.O.  Box  37248*  Washington,  D.C.  20013-7248 


)  1984  FHLMC 


Add  impact  and  visibility 

to  your  financial 

advertising  campaign  with 

Forbes  Magazine's 

Financial  Special  Advertising 

Supplements 


Mini-magazines 
with  a  central 
theme 

Designed  to  highlight 
financial  topics  not  often 
covered  in  Forbes'  regu- 
lar editorial  and  directed 
to  Forbes  readers'  profes- 
sional and  personal  invest 
ment  information  needs, 
Financial  Supplements 
provide  a  valuable  promo- 
tional environment  for 
marketers  and  useful  edito- 
rial for  the  reader. 

By  combining  advertising 
with  support  text  and  graphics,  Supplements 
offer  effective  and  cost-efficient  market  tools 
to  help  you  reach  and  sell  Forbes'  unmatched 
executive  readership. 


Schedule  your  campaign  in  Forbes'  1985 

Financial  Supplements 

Supplement 

Issue  Date 

Ad  Closing 

IRAs  &  Tax  Planning 

March  11 

January  14 

Equipment  Leasing  & 
Financing 

March  25 

January  28 

Corporate  Finance 

April  29 
(special 
"500s"  issue) 

March  4 

Equities 

September  23 

Julv  29 

Insurance 

October  21 

August  26 

Public  Finance 

November  4 

September  9 

Employee  Benefits 

November  18 

September  2 

Mergers  &  Divest  il 

December  2 

October  7 

Maximize  your  financial 
advertising  investment  yield 

Take  advantage  of 
these  powerful  adver- 
tising vehicles  to 
maximize  your  im- 
pact on  an  audience 
of  nearly  4  million 
highly  affluent  and 
influential  Forbes 
readers. 

Supplement  adver- 
tisers receive  these  spe- 
cial benefits:  Each 
supplement  surrounds 
your  message  with 
timely,  authoritative 
text  relevant  to  your  fi- 
nancial service  or  product  •  Reader  service  card 
listing  helps  you  generate  quality  sales  inqui- 
ries •  Specialized  merchandising  and  marketing 
support  extend  the  value  of  your  advertising 
investment. 

Send  for  your  free  Financial  Supplements  in- 
formation kit  today.  Contact  Arnold  J.  Prives, 
Director  of  Special  Projects,  Forbes  Magazine, 
60  Fifth  Avenue,  New  York,  NY  10011.  Tel:  212/ 
620-2224. 

Forbes 

Capitalist  Tool 

*    Forbes  Magazine-60  Fifth  Ave  .  N  Y  .  N.  Y  10011 


tllftTimHWMWHlMiftr««Tnjitiii»«ti»ciiMi»«M«««»«ini 


Capital  Markets 


Interest  rates  are  down  substantially,  but 
they  are  going  to  go  even  lower. 

THE  PARTY'S 
NOT  OVER 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


This  bond  market  rally  is  far  from 
over.  It  has  been  moving  in  fits  and 
starts  since  summer,  dropping 
yields  dramatically.  As  the  year 
ended,  long-term  Treasury  bonds 
were  down  to  1 1.4%  from  a  peak  of 
just  under  14%  in  June.  (On  a  30- 
year  bond,  this  resulted  in  capital 
appreciation  of  nearly  20%.)  Money 
market  yields  were  in  the  8%  area, 
far  below  the  year's  11.5%  peak. 

But  that  is  not  the  end  of  it. 
Yields,  short-term  and  long-term, 
will  continue  to  fall — and  bond 
prices  to  rise.  Inflation  will  stay 
down,  and  the  economy  will  neither 
tank  nor  overheat.  If  for  no  other 
reason  than  that  nearly  everyone 
has  despaired,  any  good  news  on  the 
federal  deficit  will  come  as  a  pleas- 
ant surprise  to  the  bond  market. 

So  I  am  going  to  stick  my  neck 
out  again  and  make  an  interest-rate 
forecast  for  year  end  1985.  This  is  a 
dangerous  game.  At  the  start  of 
1984,  as  regular  readers  will  recall,  I 
predicted  that  bond  yields  would  be 
down  to  9%  and  federal  funds  to 
7lA%  at  the  end  of  1984.  I  based  my 
prediction  on  an  expected  inflation 
rate  of  4%  to  5%,  slower  real  eco- 
nomic growth  and  plenty  of  debt- 
purchasing  capacity  to  absorb  a 
$200  billion  federal  deficit.  I  was 
wrong.  Before  the  economy  slowed, 
it  went  through  two  superheated 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


quarters  that  put  the  fear  of  infla- 
tion and  of  "crowding  out"  into 
everybody's  mind. 

The  inflation  rate,  however,  did 
turn  out  to  be  around  4%,  and,  as  a 
consequence,  short-term  interest 
rates  are  now  heading  down  from 
8% .  In  December  the  funds  rate,  in 
fact,  traded  close  to  the  7Vi%  I  pre- 
dicted. I  also  believe  the  9%  long- 
term  bond  rate  will  be  achieved 
within  a  couple  of  months  and,  by 
the  end  of  1985,  it  will  be  about  8% . 
Money  rates  will  be  trading  off  a 
benchmark  funds  rate  of  6%  or  so. 

If  I  am  right,  long-term  Treasury 
bonds  are  still  a  screaming  bargain. 
The  1 P/4S  of  2014  recently  traded  at 
103  to  yield  11.4%.  A  two-percent- 
age-point decline  in  yield  to  9.4% 
on  a  30-year  bond  would  raise  the 
price  20V2  points,  to  123 Vi.  The 
price  appreciation  and  interest 
would  generate  a  total  return  of 
32%  in  one  year.  Try  to  match  that 
return  in  the  stock  market  or  any- 
where else. 

Another  way  to  bet  on  lower  in- 
terest rates  is  with  lower-coupon, 
deep-discount  bonds.  Their  prices 
move  faster  for  each  basis  point  of 
interest-rate  shift.  Take  a  shorter- 
maturity  Treasury  like  the  8 'As  of 
2005.  As  this  is  written,  they  are 
selling  at  UVi  to  yield  11%.  If  long- 
term  rates  fall  2%,  the  total  return 
over  one  year  would  be  28%. 

How  about  corporate  bonds? 
High-quality  issues  such  as  South- 
ern California  Edison  12%s  of  2014 
and  Sears,  Roebuck  ll7/ss  of  2014 
could  yield  up  to  2%  more  than 
Treasurys  in  the  coming  year,  if  my 
interest-rate  prediction  is  correct. 
But  with  corporatcs,  be  absolutely 
sure  when  they  can  be  called  for 
redemption.  There's  no  funny  busi- 
ness with  the  two  cited  above:  They 
cannot  be  refunded  with  funds  bor- 
rowed at  lower  rates  before  their 


respective  call  dates  in  1989  and 
1994.  But  many  corporates  don't 
carry  such  refund  protection.  If  in- 
terest rates  plunge,  you  may  be  in 
for  a  nasty  shock.  Read  the  prospec- 
tus or  ask  your  broker  to  check. 

Michael  Dahood  of  Smith  Barney 
keeps  track  of  such  booby  traps  in 
high-coupon  bonds.  One  of  the  lat- 
est is  the  "maintenance  and  re- 
placement" call.  A  standard  provi- 
sion of  utility  issues  is  that  bonds 
can  be  paid  off  if  a  plant  pledged  as 
collateral  is  disposed  of  or  replaced. 
A  utility  can  set  up  a  subsidiary,  sell 
the  plant  to  it,  and  use  the  proceeds 
to  pay  off  the  bonds — at  par — well 
before  the  first  refunding  date. 

One  way  to  protect  yourself  is  to 
buy  bonds  with  a  coupon  rate  low 
enough — say  9% — that  their  issuers 
are  unlikely  to  call  them.  Seasoned 
Aa-quality  utility  issues  with  a  9% 
coupon  sell  around  75  to  yield 
12.35%  (assuming  a  remaining  life 
of  20  years).  You  give  up  some  re- 
turn, but  you  get  protection  against 
early  redemption. 

For  individuals,  high-quality  tax- 
exempts  may  be  the  best  buy.  They 
still  yield  9.5%  to  10%,  free  of  fed- 
eral income  taxes.  Moreover,  they 
have  a  price  advantage  because  the 
long-term  yield  spread  between  tax- 
exempts  and  Treasury  is  now  only 
about  1.3%;  a  few  years  ago  the 
spread  was  almost  4% .  And  if  that 
spread  were  to  widen  as  rates  drop, 
tax-exempt  bonds  would  rise  even 
faster  than  corporates  or  Treasurys. 

What  if  you  don't  share  my  opti- 
mism about  interest  rates?  What  if 
you  belong  to  the  Henry  Kaufman 
crowding-out  school?  Staying  with 
short  maturities  is  one  way  to  go,  but 
you  pay  a  penalty  with  three-month 
Treasury  bills  yielding  only  8% .  You 
might  do  better  with  floating-rate 
notes  that  have  a  fixed  maturity  but 
whose  return  fluctuates  with  a  base 
such  as  the  six-month  London  inter- 
bank rate,  three-month  bank  CDs  or 
Treasury  bills 

Or  consider  a  newer  instrument, 
the  "put"  bond,  which  can  be  ten- 
dered early  at  face  value  at  a  speci- 
fied time.  The  most  common  ar- 
rangement is  a  ten-year  noncallable 
bond  with  an  option  for  the  investor 
to  tender  at  five  years.  In  other 
words,  the  investor  has  his  own  op- 
tion to  protect  his  principal  if  inter- 
est rates  are  a  good  deal  higher  at 
the  end  of  the  decade.  ■ 
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The  Big  Portfolios 


The  past  couple  of  years  have  done  well 
by  the  value  stocks.  Too  well,  in  the  eyes  of 
some  of  the  smarter  money  runners. 

LEAPING  LIZARDS! 
GROWTH  STOCKS 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


For  the  past  year  and  a  half  the  big 
money  consensus  has  been  immov- 
able: value  stocks.  Press  a  money 
manager  and  you  hear  names  like 
RCA,  R.J.  Reynolds  and  H.J.  Heinz. 
Stocks  that  usually  sell  at  a  dis- 
count to  book  have  high  yields  and 
low  P/Es.  In  fact,  so  many  money 
runners  became  value  buyers  that 
pension  plan  sponsors  complained 
they  couldn't  find  any  good  (or  bad) 
growth  stock  managers.  Now,  how- 
ever, some  of  the  smart  money  is 
moving  toward — of  all  things — 
growth  stocks. 

Why?  Simple.  All  those  value 
hunters  have  bid  up  prices,  so  that 
the  value  is  no  longer  there.  P/Es 
have  appreciated  substantially  for 
this  kind  of  stock.  As  George  Mi- 
chaelis  of  First  Pacific  Advisors 
says:  "Philip  Morris,  which  was 
around  58  in  August  1983,  is  up 
more  than  35% .  It  is  a  hell  of  a  good 
company,  but  it  isn't  as  attractive 
today  at  80  as  it  was  at  58." 

Another  case  in  point:  Jostens,  a 
dandy  company  that  dominates  the 
scbool-nng-making  industry.  Paul 
Trevor  of  Trevor  Stewart  Burton  & 
Jacobsen  is  a  typical  buyer;  he  likes 
Jostens  because  it  has  had  a  good 
long-term    r&  ichaelis    has 

owned  Jostens  for  years — indeed, 
First  Pacific  Advisors  is  Jostens' 
largest  institutional  holder— but  he 
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has  turned  a  touch  sour.  He  says, 
"Jostens  is  up  over  40%,  but  the 
company  is  not  40%  better  today 
than  six  months  ago."  Michaelis 
has  been  doing  a  little  selling. 

Thus  the  long  bull  market  for  the 
big,  quality  defensive  stocks  may  be 
weakening.  Indeed,  former  hypers 
of  Consolidated  Foods  (up  30%  this 
year)  and  Procter  &  Gamble  (up 
28%  since  March)  are  starting  to 
unload.  If  these  money  runners  are 
correct,  and  the  cycle  has  turned 
favorable  for  growth,  expect  to  see 
some  switching  out  of  foods,  tobac- 
co and  utilities  into  companies  that 
have  higher  P/Es,  lower  dividends 
and  higher  betas.  Stocks  expected 
to  show  growth  rates  higher  than 
the  market  or  the  economy — say, 
20%  a  year. 

In  a  bull  market  these  growth 
stocks  usually  can  expect  a  nice  ex- 
pansion of  their  earnings  multiples. 
We've  been  through  a  couple  of  years 
in  which  growth  stock  P/Es  were  flat 
or  declining,  while  those  of  stodgier 
stocks  were  increasing.  So  the  gap 
right  now  is  unusually  small.  At  the 
beginning  of  1983,  for  example,  P/Es 
for  food  stocks,  like  Heinz,  ran  about 
9  while  P/Es  for  growth  stocks,  like 
Hewlett-Packard,  ran  about  26.  Now 
Heinz  sells  at  12  times  trailing  earn- 
ings and  HP  at  14.  Thus,  growth 
stocks  look  like  relative  bargains. 

That,  at  any  rate,  is  the  percep- 
tion of  Michaelis  and  his  braver  col- 
leagues. They're  betting  that 
growth  stocks  will  outperform  the 
market  in  the  next  cycle.  That  nice 
35-point  one-day  leap  in  the  Dow 
last  month  confirmed  their  convic- 
tion that  the  market  was  entering  a 
new  cycle. 

What  growth  stocks?  Enthusiasm 
is  broad-based.  Charles  Miller  of 
Criterion  Group  is  up  for  firms  in 
office  equipment  like  Digital  Equip- 
ment; Miller  admits  he  was  too  ear- 


ly in  these  stocks,  but  he's  sticking. 
Other  growth  companies  drawing 
fresh  interest  are  Wang  Labs  and 
Hewlett-Packard,  which  were  both 
down  more  than  20%  in  1984. 

At  the  higher  end  of  the  high 
techs  is  Seagate  Technology,  a  com- 
pany making  Winchester  disks.  Sea- 
gate has  a  good  customer  list,  a  good 
balance  sheet  and  is  down  nearly 
70%  from  last  year's  high. 

Growth  stock  converts  are  also 
finding  juicy  picks  in  the  discretion- 
ary consumer-spending  area,  like  re- 
tail and  auto-related  stocks.  One 
growth  bull  is  touting  Ames  De- 
partment Stores,  whose  profits  grew 
over  50%  this  year.  Ames  is  a  chain 
of  discount  stores  in  small  north- 
eastern towns,  mostly  in  New  York 
and  Pennsylvania. 

As  for  auto-related  companies, 
money  movers  mention  suppliers 
like  Dana  Corp.,  which  makes  basic 
parts  for  trucks  and  passenger  cars. 
And  then  there's  a  name  I've  been 
hearing  for  months:  Bandag,  the  tire 
retreader.  Its  current  P/E  of  11  is 
down  from  50  ten  years  ago.  Bandag, 
situated  in  Muscatine,  Iowa,  has  a 
cold  bonding  process  for  retreading 
that  its  boosters  say  works  well 
with  radial  tires. 

Peter  Thompson  of  David  L.  Bab- 
son  points  to  drug  stocks  as  depend- 
able growth  companies.  Their 
strength,  says  Thompson,  is  a 
strong  flow  of  new  products.  Merck, 
for  example,  has  a  new  antihyper- 
tensive called  Enalapril.  It  is  useful 
in  the  treatment  of  congestive  heart 
failure  and  high  blood  pressure. 
Merck's  profits  should  grow  12% 
this  year. 

Most  big  drug  companies  have  ex- 
tensive foreign  operations  and  mar- 
kets, so  a  drop  in  the  dollar — which 
money  pushers  have  stopped  pre- 
dicting but  are  still  secretly  hoping 
for — would  also  give  a  nice  boost  to 
drug  stocks. 

A  portfolio  of  growth  stocks  is 
hardly  a  defensive  strategy,  and 
these  fresh  converts  are,  according- 
ly, aggressively  cheerful  about  the 
economy.  They  expect  that  interest 
rates  will  stay  down  and  the  econo- 
my will  start  back  up  and  stay  up  in 
1985.  Why  so  optimistic?  A  lot  of  the 
money  managers  I  talk  with  see  a 
looser  Fed,  stronger  earnings,  small- 
er budget  deficits  and  warmer  Sovi- 
et-U.S.  relations.  So,  no  more  hun- 
kering in  the  bunkers.  Charge!  ■ 
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Psychology  &  Investing 


There  was  only  one  game  in  town  in 
1984,  and  Richard  played  it  to  the  hilt. 

POOR  RICHARD'S 
ALMANAC 


believes  that  it  would  make  good 
sense  for  company  A  to  buy  com- 
pany B,  then  he  convinces  him- 
self— and  his  friends — that  it  is  al- 
ready on  the  way  to  happening.  The 
thought  becomes  an  instant  reality. 

Richard  has  accidentally  played 
tipster  twice  in  the  last  three 
months,  telling  colleagues  about 
stocks  that  he  labeled  "ripe  for  sei- 
zure." The  listeners  later  told  him 
they  bought  some  of  each  issue, 
"just  to  be  on  the  safe  side."  They 
didn't  want  the  boat  to  leave  with- 
out them.  With  the  market  relative- 
ly quiet,  they  were  hungry  for  any 
upside  action  they  could  find. 

Now  we  come  to  the  troubling 
part  of  Richard's  tale.  During  Au- 
gust 1984  Richard  fell  into  the  trap 
such  narrowly  focused  markets  usu- 
ally provide.  After  describing  the 
situation — "the  story"  about  a 
stock — Richard's  broker  asked  him, 
"Don't  you  think  we  ought  to  buy 
some?"  Richard's  reply:  "It  doesn't 
sound  like  there  is  any  rush." 

Raising  his  voice,  the  broker  re- 
sponded: "Oh,  but  there  is.  Word  is 
going  to  spread.  The  stock  will 
zoom  out  of  reach."  Richard  still 
needed  one  more  shove.  The  broker 
gave  it  to  him  by  saying:  "This  is 
your  last  chance  to  buy  this  stock  at 
27."  Carried  away,  Richard  gave  his 
broker  an  order  to  buy  20,000  shares 
at  that  price. 

As  it  turns  out,  the  broker  was 
absolutely  right.  On  that  day,  Rich- 
ard was  being  given  one  last  chance 
to  acquire  the  shares  at  27.  The  next 
day  he  could  have  bought  them  for 
26.  The  next  week  the  stock  traded 
at  24.  Now,  it  is  9. 

Not  only  did  Richard  take  a  beat- 
ing on  this  "story"  stock,  he  was 
pretty  much  out  of  the  rest  of  the 
market  when  it  took  off  on  Dec.  18. 
It  is  easy  to  fault  Richard  for  being 
gullible    and   greedy.    However,    a 
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Richard,  whose  trades  I  have  moni- 
tored for  many  years,  missed  out  on 
the  pre-Christmas  rally.  He  was 
looking  the  wrong  way.  Richard  is  a 
46-year-old  vice  president  in  charge 
of  marketing  at  a  large  consumer 
goods  manufacturer.  He  likes  his 
job,  but  he  also  likes  to  play  the 
stock  market.  Each  morning  he 
scans  the  stock  prices  intently,  and 
twice  a  week  on  average  he  calls  his 
stockbroker.  Like  most  investors 
who  are  sitting  on  excess  cash, 
Richard  is  receptive  to  suggestions 
from  a  wide  variety  of  sources.  "I'm 
eclectic,"  he  said,  after  thinking 
about  the  matter.  "Sometimes  my 
broker  comes  up  with  an  idea,  other 
times  I  read  something  in  a  newspa- 
per or  business  magazine." 

But  for  months  preceding  the 
mid-December  rally,  Richard  was, 
in  his  words,  "dead  in  the  water, 
waiting  for  a  gust  of  wind  to  blow 
me  in  one  direction  or  another." 
Like  most  investors,  he  needs  ex- 
citement, and  this  was  the  least  ex- 
citing of  markets.  The  only  thing 
that  roused  it  from  its  lethargy  was 
a  takeover  or  some  juicy  greenmail. 
Even  rumors  sufficed.  It  takes 
amazingly  little  to  get  a  takeover 
story  circulating.  If  someone  truly 

Dr.  Srully  Blotnick  is  a  research  psychologist 
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closer  look  at  a  variety  of  similar 
cases  reveals  that  two  powerful  fac- 
tors were  in  operation.  The  first  is 
that  we  are  all  suckers  for  some- 
thing rare.  Once  Richard's  broker 
was  able  to  convince  him  that  this 
was  "the  last  opportunity" — maybe 
even  "the  last  opportunity  in  your 
lifetime" — to  obtain  the  stock  at 
such  a  low  price,  Richard  was  sunk. 

This  compelling  psychological 
force  would  have  been  much  less 
effective,  however,  if  Richard  had 
been  monitoring  a  number  of  other 
stocks.  For,  in  that  case,  it  would 
have  been  hard  to  sell  him  on  the 
idea  that  a  stock  that  had  recently 
risen  from  21  to  27  was  the  only 
chance  he  would  have  in  his  life- 
time to  become  rich.  He  would  have 
had  the  perspective  needed  to  know 
that  there  is  never  only  one  stock 
that  stands  a  good  chance  of  going 
through  the  roof  in  the  foreseeable 
future.  In  short,  Richard  overlooked 
a  fact  he  knew  perfectly  well:  There 
are  literally  thousands  of  stocks 
available,  and  if  one  gets  away  from 
you,  there  will  always  be  others  that 
offer  opportunity.  This  danger  is  es- 
pecially virulent  in  a  market  like 
the  one  that  prevailed  in  most  of 
1984,  a  market  in  which  there  was 
"only  one  game,"  in  this  case  the 
takeover  game.  The  danger  is  the 
same  whatever  the  "one  game," 
whether  it  be  in  oil  or  high-tech  or 
widget  stocks. 

The  most  effective  way  for  inves- 
tors to  prevent  themselves  from 
falling  into  this  costly  trap  is  always 
to  pay  attention  to  the  entire  mar- 
ket and  never  fall  into  a  lethargic 
state  where  they  watch  only  one  or 
two  stocks.  Many  of  the  most  suc- 
cessful investors  I  monitor  find  it 
helpful  to  "paper  play"  the  market. 
That  is,  pretend  to  have  a  portfolio 
with  at  least  four  times  the  number 
of  stocks  they  actually  hold.  Taking 
the  game  seriously  helps,  right 
down  to  recording  the  dates  on 
which  you  buy  and  sell  stocks  you 
never  actually  own.  The  reason 
most  investors  don't  do  this  is  that 
they  pride  themselves  on  being  real- 
ists and  think  of  such  fictions  as 
frivolous. 

They  aren't.  They  can  save  you  a 
small  fortune  by  forcing  you  to  fol- 
low more  stocks  than  the  ones  you 
hold  or  have  the  money  to  buy.  That 
is  the  key  to  maintaining  perspec- 
tive in  the  market.  ■ 
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Why  a  lot  of  stockholders  are  rooting 
for  the  apparent  bad  guys. 
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In  spite  of  the  market's  recent 
runup,  it  is  still  dirt  cheap.  Among 
the  people  who  have  been  aware  of 
this  for  years  are  the  raiders,  who 
are  out  on  the  prowl  again.  Yes, 
some  of  the  toughest  hombres  since 
the  James  Gang  are  riding  hard  to- 
day— this  time  after  Phillips  Pete. 
Rumor  has  it  that  a  number  of  this 
gang's  most  ornery  members — the 
Bass  Brothers,  the  Jacobs  hombre, 
the  Belzberg  gang,  "Bat"  Steinberg 
and  "Deadeye"  Mike  Milken — may 
be  riding  with  the  notorious  leader, 
Boone  Pickens.  When  last  spotted, 
they  were  moving  toward  Bartles- 
ville,  Okla.,  Phillips'  headquarters. 
Whose  side  am  I  on,  anyway?  In 
this  case,  I'll  pick  the  apparent  bad 
guys  rather  than  the  victims.  This  is 
Robin  Hood,  not  High  Noon.  The  ma- 
rauders have  shaken  up  many  a 
company  run  as  a  management 
ranch,  with  the  attitude  that  share- 
holders are  nuisances  that  come 
with  the  territory.  Because  of  the 
raiders,  many  a  ranch  has  been 
broken  up,  resulting  in  tens  of  thou- 
sands of  stockowners'  being  bought 
out  at  double  and  sometimes  triple 
what  had  been  the  stock's  price  be- 
fore the  gangs  rode  in.  If  scores  of 
widows,  orphans  and  other  inves- 
tors   see   major   improvements   in 
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their  net  worth,  it  can't  be  all  bad. 
Saul,  Boone,  Irwin  et  al.  may  not  be 
philanthropists,  but  they  serve  a 
useful  purpose. 

The  Belzbergs  rode  out  of  the 
Canadian  West  to  stalk  Bache  in 
1980.  After  heavy  verbal  shootouts, 
Bache  fell  into  the  arms  of  Pruden- 
tial at  $32  a  share— a  400%  higher 
price  than  the  stock  had  traded  for 
before  the  raid.  Sure  the  Belzbergs 
made  out  like  bandits,  but  so  did  the 
other  90%  of  Bache  shareholders. 
The  same  is  true  of  Boone  Pickens, 
crisscrossing  the  oil  patch,  hunting 
out  Gulf,  Cities  Service  and  Getty. 
When  each  of  these  companies 
scrambled  away  from  T.  Boone  to 
find  another  suitor,  the  sharehold- 
ers cried  all  the  way  to  the  bank. 

No,  the  corporate  raider  is  far 
from  the  villain  oft  portrayed  by 
threatened  managements.  The  raid- 
ers have  the  megabucks  to  break  up 
smug,  entrenched  management 
teams  more  interested  in  their  own 
perpetuation  and  perks  than  they 
are  in  the  shareholders'  desire  for 
higher  stock  prices. 

According  to  the  textbooks,  this 
shouldn't  happen.  Theoretically, 
shareholders  can  vote  ineffective 
managements  out.  But  because  of 
the  wide  distribution  of  stock 
among  tens  or  even  hundreds  of 
thousands  of  investors,  it  doesn't 
work  that  way  in  practice.  Manage- 
ment naturally  nominates  its  own 
slate  of  directors  and  sends  it  to  the 
shareholders  for  approval.  Only 
rarely  are  the  slates  not  rubber- 
stamped,  and  often  shareholders 
who  do  not  vote  have  their  shares 
cast  for  the  slate  by  management, 
anyway.  Many  times,  even  when 
outside  groups  have  gained  control 
of  blocks  of  stock,  because  of  man- 
agement's control,  the  outsiders 
have  been  denied  board  representa- 
tion. "In  the  best  interests  of  our 
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stockholders"  really  meant  "for  the 
benefit  of  entrenched  and  self-per- 
petuating management." 

No  solution  existed  to  this  prob- 
lem before  the  raiders  came  along. 
They  were  the  first  group  that  not 
only  disagreed  with  the  way  some 
companies  were  run,  but  also  had 
the  money  to  change  things.  And 
they  really  are  changing  things. 
Even  companies  not  actually  raided 
are  paying  more  attention  to  their 
shareholders.  Instead  of  expanding 
mindlessly,  many  companies  are 
now  buying  in  their  own  shares,  if 
the  stock  is  cheap.  With  a  low-P/E 
company  this  is  one  of  the  best  in- 
vestments management  can  make. 
Repurchasing  shares  automatically 
increases  earnings  per  share  on 
those  outstanding,  and  it  often  re- 
sults in  a  higher  return  on  equity 
than  a  company  is  currently  earning 
on  its  invested  capital. 

Reynolds  Industries,  a  company  I 
have  recommended  in  this  column 
several  times  (the  latest,  July  30, 
1984),  is  an  example  of  enlightened 
management's  carrying  out  such 
policies.  Management  sold  out  ma- 
jor assets  that  didn't  fit  into  its  long- 
term  development  plans  and  used 
the  proceeds  to  purchase  a  healthy 
slug  of  its  own  stock.  The  bottom 
line  is  that  the  stock  has  moved 
from  $52  to  $68,  or  up  some  30%,  in 
the  last  12  months. 

Here  are  several  other  well-run 
companies  that  should  do  well  if  the 
rally  continues. 

CSX  (22)  is  the  nation's  largest 
railroad.  Earnings  rose  approximate- 
ly 60%  last  year  and  should  be  up 
15%-plus  in  1985.  The  stock  trades 
at  a  P/E  of  7  and  yields  4.6% . 

Ford  (46)  has  been  improving  U.S. 
market  share.  The  stock  is  cheap  at 
a  P/E  of  3.  The  3.7%  yield  is  likely 
to  be  increased  again  shortly. 

General  Foods  (56),  a  major  pro- 
ducer of  packaged  goods,  repur- 
chased $250  million  of  its  stock  in 
1984  and,  like  Reynolds,  is  liquidat- 
ing assets  that  don't  mesh  well  with 
current  operations.  The  stock  has  a 
P/E  of  9  and  yields  4.4%. 

True,  the  Steinberg-Pickens-Ja- 
cobs  bunch  doesn't  deserve  all  the 
credit  for  the  stepped-up  and  benefi- 
cial corporate  redeployment  that  is 
going  on,  but  there's  no  doubt  that 
they  have  helped  a  lot  of  manage- 
ments appreciate  the  importance  of 
happy  shareholders.  ■ 


Vanguard  adds  a  new  tax-free  portfolio 


INTRODUCING  A 

LONG-TERM  BOND  FUND  THAT'S 

COMMISSION-FREE.  AND  INSURED. 


Now  you  don't  need  to  pay  a  sales 
commission  to  get  the  safety  and  high 
yields  of  insured  municipal  bonds. 
Because  Vanguard  has  added  an  Insured 
Long-Term  Portfolio— a  tax-free  bond 
fund  that's  both  insured  and  no-load. 

The  portfolio  invests  in  long-term 
municipal  bonds.  Such  bonds  are  rated 
AAA.  So  there's  potential  for  high  tax- 
free*  yields  and  a  guarantee  of  timely 
payment  of  principal  and  interest.  The 
insurance  coverage  does  not  protect  the 
share  price  against  normal  market  fluc- 
tuations caused  by  changes  in  long-term 
interest  rates. 

Vanguard's  Insured  Long-Term  Port- 
folio offers: 

•  Unlimited  free  checkwriting  for  $250 
or  more. 

•  Option  to  reinvest  monthly  dividends 
for  tax-free  compounding. 

•  Toll-free  exchange  and  redemption. 

•  Minimum  initial  investment  of  $3,000. 

♦Income  is  100%  free  from  Federal  Income  Tax  but  may  be 
subject  tostate  and  local  taxes. 


Call  1-800-523-7025 
(Pennsylvania:  1-800-362-0530) 

for  our  free  Insured  Long-Term  Portfolio 
Information  Kit.  Or  send  coupon  below. 
When  in  the  Philadelphia  area,  visit 
our  Vanguard  Investment  Center  at  8  Penn 
Center,  Suite  1025,  JFK  Blvd.  and  17th  St. 

'   Vanguard  Insured  Long-Term  Portfolio  ' 


Investor  Information  Department 
Valley  Forge,  Pennsylvania  19482        J 

Please  send  me  your  Insured  Long-Term  Port-  *• 
folio  Information  Kit,  including  a  prospectus     2 
which  I  may  read  before  I  invest  or  send  money  «> 
I  understand  that  it  contains  more  complete 
information  on  advisoryfees,  distribution 
charges,  and  other  expenses.  Also  send  infor- 
mation on  □  IRA       D  Keogh. 

Name 

Address 

City 

State. 


_Zip_ 
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Once  a  week,  Maria  gets  together 
with  some  of  her  oldest  friends. 


Once  a  week,  every 
week,  she  spends  a  few 
hours  visiting  people 
who  don't  get  a  lot  of 
visitors. 

Sometimes    she 
brings  flowers. 

Sometimes  a  gift, 

But  most   of  the 
time,  she  brings  what 
they  appreciate  most. 
Herself. 

So  many   people 


Your  hand.  Your  time. 
Your  talents.  Your 
money. 

Because  in  the  end, 


important.  That  you 
do  give  is. 


today  can  use  a  hand,     what  you  give  isn't  so 


IO 
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/  continue  to  be  bullish,  but  I  still  expect 
50%  pullbacks  from  these  spiky  surges — 
with  lengthy  pauses  between  peaks. 

MEGAPOINT  POPS 
REVISITED 


MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


Just  when  it  looked  as  if  investors 
were  stalled  in  a  going-nowhere 
stock  market,  along  came  another 
one  of  those  "megapoint  pops"  I 
have  been  talking  about  for  the  last 
several  months.  This  time  the  DJI 
shot  up  nearly  35  points  in  a  single 
day  on  big,  big  volume.  The  reasons 
cited  for  the  upside  explosion  were: 
a  0.5%  cut  in  the  prime  rate,  a  ru- 
mored cut  in  the  discount  rate,  the 
end  of  tax-loss  selling,  shore  cover- 
ing, institutional  year-end  portfolio 
window-dressing  and  good  odds 
that  an  NFC  team  will  win  the  Su- 
per Bowl.  Whatever  the  reason,  I 
continue  to  be  bullish,  although  I 
still  expect  50%  pullbacks  from 
these  spiky  surges— with  lengthy 
pauses  between  peaks. 

The  Administration  has  blamed 
the  Federal  Reserve  for  creating  re- 
cessionary concerns  by  poking 
along  too  long  at  5mph  in  a  55mph 
monetary  expansion  zone.  The  Fed, 
in  turn,  has  been  berating  the  Ad- 
ministration for  failing  to  deal  with 
the  deficit.  The  Fed  sincerely  wants 
the  deficit  brought  down  and  will 
continue  to  move  toward  an  accom- 
modative monetary  policy  with 
caution  untn  it  sees  that  the  White 
House  and  the  Congress  are  hope- 
to-die  serious  about  achieving 
meaningful  fiscal  restraint. 


Ann<  (peer  of  the 

equity  ment 

firm  '  >)  li 


The  public's  painful  personal  ex- 
periences that  enabled  Messrs.  Rea- 
gan and  Voicker  to  adopt  the  "Dra- 
conian measures"  to  control  infla- 
tion and  interest  rates  four  years  ago 
simply  aren't  present  today.  Deficit 
reduction  sounds  like  a  good  idea, 
but  it  will  be  vigorously  opposed 
when  it  comes  to  translating  the 
idea  into  real-world  wage  and  bene- 
fit freezes  or  cutbacks,  department 
closings,  program  eliminations  and 
so  on.  After  all  is  said  and  done,  I 
suspect  the  most  that  will  result 
could  be  likened  to  tightening  an 
elastic  belt  a  notch  or  two. 

Once  the  proposed  spending  cuts 
become  actual  spending  "nicks," 
greater  attention  probably  will  be 
paid  to  tax  reform,  which  will  end 
up  being  anything  but  "revenue 
neutral."  The  Treasury's  original 
idea  will  be  bent,  folded  and  muti- 
lated into  a  package  that,  if  passed, 
is  certain  to  be  more  neutral  to 
some  than  to  others.  Upper  income 
investors  who  have  been  accus- 
tomed to  lightly  taxed,  long-term 
capital  gains  are  particularly  vulner- 
able. Also  on  the  hit  list  are  those 
corporations  that  have  enjoyed  lib- 
eral writeoffs,  courtesy  of  acceler- 
ated depreciation;  research  and  de- 
velopment expenditures;  and  in- 
vestment tax  credits.  While  some 
unfriendly  actions  will  almost  sure- 
ly be  taken  against  these  perks,  the 
end  result  should  cause  less  damage 
than  many  analysts  now  fear. 

Once  the  traffic  jam  of  worry  is 
dispelled  through  a  combination  of 
increased  fiscal  restraint  and  lower 
interest  rates,  stocks  will  gather 
speed.  My  preference  is  still  for  larg- 
er-capitalization, low-profile  issues 
selling  below  their  historical  multi- 
ples on  smartly  rising  earnings.  Add 
National  Intergroup  (28)  to  a  list  that 
includes  Uniroyal  (13),  Burlington 
Northern    (46),    SmitbKline  Beckman 


(51),  Whirlpool  (43),  Briggs  &  Stratton 
(27)  and  Sears,  Roebuck  (31). 

National  Intergroup,  the  old  Na- 
tional Steel  Co.,  appears  to  be  sell- 
ing off  its  metalmaking  facilities 
and  redeploying  the  cash  in  more 
growth-oriented  industries.  Nil 
plans  to  merge  with  Bergen  Bruns- 
wick, a  health  care  and  pharmaceu- 
tical products  distributor.  If  the 
merger  goes  through,  Nil  could  earn 
$5  per  share  in  1985,  vs.  an  estimat- 
ed $1.85  for  the  year  just  ended. 
Over  the  past  52  weeks,  Nil  has  sold 
for  as  high  as  $38  per  share.  With 
the  prospect  of  significantly  higher 
earnings,  it  could  rise  to  $40  to  $50 
per  share  before  year-end. 

Sherwin-Williams  (26)  is  selling  at  7 
times  1985  estimated  earnings  per 
share  of  $3.50,  which  is  low  for  a 
stock  whose  1985  earnings  are  ex- 
pected to  be  up  25%  from  the  $2.80 
per  share  estimated  for  1984.  Since 
1977  the  company  has  been  on  a  roll, 
and  is  moving  out  of  the  chemical 
business  and  into  drugstore  chain 
sales,  in  addition  to  its  paint  store 
operations.  The  stock  sold  for  close 
to  $32  per  share  in  both  1983  and 
1984.  If  it  does  so  again  in  1985,  it's  a 
total  return  of  25% — maybe  more. 

Ryder  System  (46)  is  back  in  a 
buying  range — down  nearly  20% 
from  last  year's  high  of  $57  per 
share.  The  news  continues  to  be 
good  from  this  big  truck-leasing 
company  whose  recent  earnings 
record  proves  that  it  is  a  money- 
maker, regardless  of  what's  going  on 
in  the  economy.  For  1985  earnings 
per  share  are  estimated  to  be  around 
$5.85,  up  from  an  estimated  $4.15 
in  1984.  At  8  times  1985  anticipated 
earnings  per  share,  Ryder  System  is 
selling  below  its  recent  multiple, 
which  appears  to  be  inching  higher 
as  investors  recognize  the  stability 
of  the  company's  earnings. 

Making  an  even  ten  names  to 
look  at  in  the  new  year  is  Singer  (29), 
which  is  still  number  one  in  sewing 
machines  but  whose  sizzle  comes 
from  its  production  of  items  for  Un- 
cle Sam.  For  example:  simulators 
and  guidance  systems,  which  prob- 
ably won't  be  affected  by  any  de- 
fense spending  cuts.  This  year,  the 
company  is  estimated  to  earn  $4.25 
to  $4.50  per  share,  up  from  an  esti- 
mated $3.24  for  1984.  Selling  at 
only  6  times  anticipated  earnings, 
Singer  could  be  good  for  a  35% -plus 
gain,  to  $40  per  share  before  1986.  ■ 
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Probably  eight  out  of  ten  commodity 
traders  lose  money.  But  readers  who  fol- 
lowed the  suggestions  of  this  column  for 
the  last  six  months  came  out  ahead. 

NO  RED  INK  HERE 


Every  six  months  I  take  a  look  at  the 
recommendations  I  gave  my  readers 
to  see  if  I  made  or  cost  you  money  in 
the  previous  half-year.  Sometimes 
the  task  is  more  pleasant  than  other 
times.  This  review  reveals  that 
while  I  was  not  able  to  put  you  on 
Easy  Street,  at  least  I  didn't  send 
you  to  the  poorhouse. 

Before  I  review,  let  me  tell  you 
how  I  assume  entry  is  made.  I  begin 
to  check  for  the  recommended  en- 
try level  about  the  time  I  estimate 
most  readers  will  receive  their  mag- 
azines— 12  days  before  the  cover 
date.  Sometimes  entry  is  not  possi- 
ble at  the  suggested  price  for  several 
weeks  after  that.  If  I  am  not  stopped 
out  of  a  position,  or  if  the  stated 
objective  is  not  reached,  I  always 
assume  that  traders  would  exit  no 
later  than  the  first  Tuesday  of  the 
nearest  month,  whether  the  recom- 
mended trade  is  a  spread  or  an  out- 
right long  or  short  position.  That 
way  readers  do  not  have  to  get  in- 
volved in  the  delivery  process. 

Two  lumber  trades  were  suggest- 
ed in  the  July  16  issue.  The  first 
involved  a  spread  of  long  Septem- 
ber/short November,  with  Novem- 
ber at  a  premium  of  at  least  $5. 
Using  the  Tuesday  rule  to  exit,  trad- 
ers would  have  realized  a  $169  loss 
on  a  spread.  Those  who  took  an 

Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets 


outright  long  position  in  September 
lumber  were  stopped  out  with  a 
$520  loss.  I  will  use  the  latter  in 
computing  my  biannual  results. 

In  the  July  30  Forbes  I  suggested  a 
spread  of  long  deutsche  marks/short 
Swiss  francs  (September  contracts), 
with  the  franc  at  a  premium  of  at 
least  700  points.  Entry  could  not 
have  been  made  at  the  suggested 
price  until  mid-August.  Exiting  the 
first  Tuesday  in  September,  three 
weeks  later,  one  could  have  realized 
a  profit  of  $350. 

You  never  know  which  trades  are 
going  to  provide  you  with  the  most 
succor.  In  my  Aug.  13  column  I  sug- 
gested a  trade  of  long  two  contracts 
of  oats/short  one  contract  of  corn 
(basis  December),  with  the  oats  at 
no  more  than  a  75-cent  premium  to 
the  corn.  I  have  estimated  that  entry 
could  have  been  made  with  oats  at 
only  a  72-cent  premium.  It  was  a 
trader's  dream,  because  by  the  first 
week  in  November  it  was  possible 
to  exit  with  the  oats  at  a  96-cent 
premium,  for  the  recommended 
$1,200  profit. 

For  the  final  August  issue  I  pro- 
posed a  couple  of  belly  trades  that  I 
thought  might  offer  profit  without 
the  extreme  risk  of  trading  an  out- 
right position  in  bellies.  I  suggested 
a  long  March/short  July  spread, 
with  July  at  2.5  cents,  or  a  long 
May/short  July,  with  July  at  1.4 
cents.  Both  spreads  have  become 
profitable,  with  the  former  carrying 
a  $258  profit  and  the  latter  a  $239 
profit,  the  number  I  will  use  in  my 
track  record.  Several  weeks  ago  the 
spreads  showed  considerably  more 
profit  than  this,  but  they  failed  to 
reach  the  stated  objective.  I  think 
they  are  worth  keeping  open. 

In  my  column  of  Sept.  24  I  en- 
dorsed the  so-called  flight-to-qual- 
ity spread  of  long  T  bills/short  Euro- 
dollars (December  basis).  I  was  a  bit 


late,  and  most  folks  were  already 
flying  the  other  way.  Within  a  week 
traders  would  have  been  stopped 
out  with  a  $500  loss.  At  least  the 
pain  didn't  last  long. 

Fortunately,  the  trade  I  recom- 
mended next,  long  June/short  De- 
cember 1984  cattle  in  the  Oct.  8 
Forbes,  performed  just  as  expected. 
The  spread  could  have  been  put  on 
almost  immediately,  and  by  the 
third  week  in  October  it  could  have 
been  lifted  with  the  recommended 
$600  profit. 

Alas,  my  good  fortune  was  not 
permanent.  I  put  forth  in  the  Oct.  22 
number  what  I  thought  was  a  very 
reliable,  very  low-risk  wheat  spread, 
using  the  December  contracts  of 
long  Kansas  City/short  Chicago, 
with  KC  at  an  18-cent  premium. 
The  trade  quickly  narrowed  to  13 
cents,  the  suggested  bailout  point, 
which  produced  a  $250  loss. 

My  next  recommendation,  made 
in  the  Nov.  19  issue,  involved  a  bear 
spread  of  long  July/short  March  in 
the  cotton  market.  There  is  a  long 
time  to  go  on  this  trade,  so  the  ver- 
dict is  still  out,  but  at  this  writing  it 
is  showing  a  $125  loss. 

The  Dec.  3  column  carried  no  rec- 
ommendation but  was  probably  the 
most  important  I  have  written  this 
six  months;  it  was  on  transaction 
costs.  All  traders  should  know  what 
theirs  are  and  how  they  can  be  con- 
trolled. The  Dec.  17  Forbes  issue 
offered  my  views  on  how  one  could 
make  money  using  the  new  silver 
options.  The  two  March  ratio 
spreads  recommended,  using  the  $7 
and  $7.50  strike  prices,  are  now 
showing  a  combined  profit  of  $175. 
The  maximum  potential  on  the 
combined  spreads  is  about  $2,000, 
and,  therefore,  they  are  definitely 
worth  holding.  The  Dec.  31  recom- 
mendation has  not  been  available  at 
the  suggested  price. 

In  summary,  five  of  the  nine  rec- 
ommendations were  or  are  profit- 
able. Losses  total  $1,395,  profits 
$2,564,  for  a  net  gain  of  $1,169,  not 
including  commissions.  It  should 
also  be  kept  in  mind  that  three 
trades  remain  open,  which  could 
add  to  the  above  totals  substantial- 
ly. While  the  net  profit  shown  here 
is  certainly  not  enough  to  retire  on, 
it  is  a  total  that  should  be  enough  to 
keep  you  interested,  especially 
since  these  results  were  computed 
on  a  one-contract  basis.  ■ 
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Dorit  be  fooled  by  the  recent  strength 
in  the  bond  market.  Long-term  interest 
rates  will  hit  a  new  high  this  year. 

IN  THE  CLOSET 
WITH  A  BOTTLE 


MONEY  &  INVESTMENTS 


By  Ashby  Bladen 


President  Reagan  should  have  quit 
while  he  was  ahead.  The  apparent 
success  of  his  supply-side  economic 
policies  during  the  last  two  years 
was  the  happy,  but  temporary,  re- 
sult of  an  unstable  combination  of 
circumstances  that  have  now  self- 
destructed.  He  will  be  fortunate  if 
the  consequences  during  his  second 
term  do  not  leave  him  with  a  repu- 
tation nearly  as  bad  as,  and  as  little 
deserved  as,  President  Hoover's. 

The  supply-siders  told  us  that  if 
marginal  tax  rates  were  cut  substan- 
tially, then  within  three  years'  time 
we  would  be  working  so  much  hard- 
er and  earning  so  much  more  that 
federal  revenues  would  actually  be 
higher  at  the  lower  tax  rates.  There- 
fore, any  resulting  deficit  would  be  a 
temporary  and  transitional  phe- 
nomenon that  we  need  not  worry 
about.  Would  that  it  were  so. 

The  supply-siders'  hearts  are  in 
the  right  place,  and,  given  enough 
time,  their  prescription  would  un- 
doubtedly work  out.  But  the  unfor- 
tunate fact  is  that  most  people  are 
just  not  that  adaptable  in  the  short 
run.  Thus,  short-term-oriented  sup- 
ply-side economics  is,  in  effect,  a 
kind  of  clos.  t  Keynesianism  that 
stimulates  the  economy  precisely 
by  widening  the  budget  deficit. 

The     Administration's     policies 

Ashby  Bladen  is  a  financial  consultant  and 
author  of  How  ro  Cope  with  the  Develop- 
ing !"  1 1  ,■. . 


were  clearly  capable  of  stimulating 
a  powerful  recovery.  At  first  I 
thought  the  price  would  include 
high  inflation  as  well  as  high  inter- 
est rates.  What  I  failed  to  foresee, 
along  with  a  lot  of  other  forecasters, 
was  the  huge  inflow  of  funds  that 
has  been  attracted  by  those  high 
American  interest  rates.  The  in- 
flow, in  turn,  pushed  the  dollar  up 
to  a  spectacularly  overvalued  level 
in  the  foreign  exchange  market  that 
made  our  imports  cheap  and  our 
exports  uncompetitive.  With  the 
benefit  of  hindsight,  it  is  clear  that 
the  overvaluation  of  the  dollar  is  the 
main  reason  our  inflation  has  been 
so  low  for  the  last  couple  of  years. 

The  flip  side  of  that  coin  is  the 
rapidly  growing  leak  out  of 
the  American  income-expenditure 
stream  into  the  world  market  that  is 
now  causing  a  slump  in  this  coun- 
try. We  are  spending  an  increasing 
part  of  our  incomes  on  foreign 
goods,  services  and  vacations,  while 
foreigners  no  longer  buy  very  much 
here.  And  this  time  the  economists' 
standard  prescription  for  curing  a 
slump  will  have  some  very  unpleas- 
ant side  effects. 

The  Keynesian  recipe  for  dealing 
with  a  slump  is  to  create  additional 
demand  through  national  govern- 
ment borrowing  and  spending,  and 
to  stimulate  private  borrowing  and 
spending  by  driving  interest  rates 
down.  However,  the  Keynesian  de- 
mand-creating machine  was  already 
running  full  blast  when  this  slump 
began.  The  federal  government's 
deficit  alone  is  creating  additional 
demand,  equal  to  nearly  6%  of  total 
domestic  production,  and  the 
American  people  are  also  borrowing 
and  spending  heavily.  The  problem 
is  not  a  shortage  of  demand  but 
rather  that  the  overvalued  dollar  is 
causing  so  much  of  it  to  leak  abroad. 

The  title  for  this  column  was  sug- 


gested by  the  fact  that  when  Presi- 
dent Roosevelt  tried  to  cure  the  De- 
pression by  cheapening  the  foreign- 
exchange  value  of  the  dollar 
through  pushing  up  the  dollar  price 
of  gold,  Keynes  referred  to  it  as  "the 
gold  standard  on  the  booze."  Short- 
term-oriented  supply-side  econom- 
ics is  turning  out  to  be  not  only 
closet  Keynesianism  but  Keynes- 
ianism in  the  closet  with  a  bottle. 
Considering  that  we  have  already 
been  drinking  a  quart  of  whiskey  a 
day  for  two  years,  what  should  we 
do  now  to  cure  the  slump? 

Remember  that  the  main  cause  of 
the  slump  is  not  a  Keynesian  short- 
age of  demand  but  the  leakage  out  of 
the  American  income-expenditure 
stream  caused  by  the  high  dollar. 
And  the  overvalued  dollar,  in  turn, 
was  caused  by  the  enormous  inflow 
of  capital  attracted  by  our  high  in- 
terest rates.  So  the  best  way  of  cur- 
ing it  is  for  the  Fed  to  take  a  leaf 
from  President  Roosevelt's  book 
and  push  the  dollar  down — not  by 
buying  gold  but  by  buying  Treasury 
bills  to  depress  our  short-term  inter- 
est rates.  That  is  what  the  Fed  is 
doing  and  will  doubtless  do  more  of, 
but  there  will  be  some  unhappy  con- 
sequences. Inflation  will  worsen 
automatically,  and  long-term  inter- 
est rates  are  much  more  likely  to  go 
up  than  down.  This  will  happen  be- 
cause long-term  interest  rates  tend 
to  follow  the  inflation  rate;  the  high- 
er the  latter,  the  higher  the  former. 

Foreigners  have  been  happy  to 
lend  Americans  the  funds  to  buy 
their  exports,  at  the  cheap  prices 
that  kept  our  inflation  low,  precise- 
ly because  they  were  earning  high 
interest  rates  on  those  loans.  When 
they  no  longer  feel  adequately  re- 
warded, the  dollar  will  come  down 
with  an  inflation-jarring  crash. 

Don't  let  the  current  strength  in 
the  bond  market  mislead  you.  Forty 
years  of  worsening  inflation,  rising 
interest  rates  and  falling  bond  prices 
have  converted  the  American  bond 
market  from  an  investment  market 
to  a  speculative  one.  It  is  no  longer  a 
place  where  people  put  their  savings 
to  work  permanently,  but  one 
where  people  bet  on  falling  inflation 
and  interest  rates.  This  being  so, 
another  upsurge  of  inflation  will  al- 
most certainly  touch  off  yet  another 
collapse  of  bond  prices.  I  predict  a 
new  low  in  long-term  bond  prices  in 
1985— lower  than  those  of  1981.  ■ 
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:ILIATED  PUBLICATIONS  INC.  A 

JOSTON,  Dec.  6— Affiliated  Publications  Inc.  (AMEX:AFP) 
ounced  today  that  its  board  of  directors  has  approved  a 
ir-2  stock  split,  effective  in  the  form  of  a  50  percent 
:k  dividend. 

'he  stock  dividend,  the  third  since  Affiliated  went  public 
.973,  will  be  payable  Jan.  25,  1985,  to  shareholders  of 
ird  on  Dec.  28,  1984. 

Shareholders  who  would  otherwise  receive  a  half  share 
a  result  of  the  stock  dividend  will  receive  a  cash 
lement  based  on  the  fair  market  value  of  the  stock  on 
record  date,  adjusted  for  the  dividend. 
Villiam  0.  Taylor,  chairman  of  the  board,  said  that  the 
:k  split  will  increase  the  number  of  outstanding  common 
res  from  approximately  8.1  million  to  over  12  million, 
I  raise  the  effective  trading  float  to  over  3  million. 
fhe  directors  also  voted  to  raise  the  quarterly  dividend 
listed  for  the  stock  split  from  13'/3  to  15  cents  per  share 
quarter,  payable  on  March  1,  1985,  to  shareholders  of 
3rd  on  Feb.  14.  This  represents  the  12-consecutive  yearly 
idend  increase  since  Affiliated  went  public  in  1973. 
ssuance  of  the  new  stock  certificates  and  payment  of  the 
h  dividend  will  be  handled  by  State  Street  Bank  and 
St  Co.,  Boston,  transfer  agent  for  Affiliated. 
Vfiliated  Publications  is  the  parent  company  of  Globe 
vspaper  Co.,  publisher  of  The  Boston  Globe.  Through  its 
jlly-owned  subsidiary,  Affiliated  Broadcasting  Inc.,  Affili- 
d  owns  and  operated  10  radio  stations  located  through- 
the  United  States. 

\ffiliated  Publications  owns  45  percent  of  the  common 
ck  of  McCaw  Communications  Cos.,  which  operates 
ile-television  and  radio  common  carrier  systems  in  the 
tes  of  Alaska,  Idaho,  Oregon,  Washington,  Texas,  Missis- 
pi,  New  Mexico,  and  Missouri. 
Affiliated  also  has  a  joint  venture  with  McCaw  in  cable 
ivision  systems  in  southern  Oregon. 
In  addition  to  cable  television  and  radio  common  carrier 
terns,  McCaw  has  filed  applications  for  licenses  to 
irate  cellular  radio  telephone  service  in  64  top  markets, 
luding  six  in  the  top  30  markets — Seattle;  Portland,  Ore.; 
l  Jose,  Calif.;  Kansas  City,  Miss.;  San  Francisco  and 
wer. 

(Contact:  Daniel  Orr,  VP  of  Affiliated  Publications  at  135 
rrissey  Blvd.,  Boston,  MA  02 125,  or  phone  (617)  929-3035) 

OWN  RESOURCE  CORPORATION  O 

DENVER,  CO— Crown  Resource  Corporation  reported  net 
ome  of  $5,310  for  the  third  quarter  ending  Sept.  30, 
34,  following  second  quarter  profits  of  $72,185.  Third 
arter  profits  are  based  on  total  revenues  of  $175,405. 
s  compares  to  a  net  loss  of  $16,279  and  total  revenue  of 
3,604  for  the  same  quarter  1983. 
Total  first  nine  months  1984  revenue  amounted  to 
55,738,  with  profits  of  $147,085,  versus  nine  month  1983 
enues  of  $51,053  and  a  loss  of  $78,551.  The  Company's 
attle  gold  mine  in  Washington  State  contributes  the  major 
ftion  of  income. 

Crown  also  reported  signing  a  letter  of  agreement  with 
!  Prospector  Fund  of  San  Antonio,  Texas,  for  the  purchase 
2.2  million  newly-registered  shares  of  Crown's  common 
ick  at  $0.26  per  share  ($0.25  net  to  the  Company  totalling 
50,000).  The  transaction  is  contingent  upon  a  review  of 
)wn's  business  affairs  and  financial  statements,  and,  if 
upleted,  will  add  significantly  to  Crown's  working  capital. 
For  information  on  Crown  Resource  Corp.,  contact  Stew- 
:  A.  Jackson,  Pres.,  820  16th  street,  Suite  415,  Denver, 
lorado  80202,  (303)534-2110. 

iYCO  CORPORATION  N 

WEST  PALM  BEACH,  FLA.,(Dec.  10)— Dayco  Corp.'s 
VSE:  DAY)  unaudited  results  revealed  record  sales  for  the 
ar  and  quarter  along  with  continued  strong  earnings  for 
cal  year  ending  Oct.  31,  Richard  J.  Jacob,  chairman  and 
ief  executive  officer  of  the  corporation,  told  board  mem- 
rs  here  today. 


Jacob  called  the  Company's  financial  position  "the 
healthiest  ever."  He  cited  a  dramatic  reduction  in  interest- 
bearing  debt,  improved  performance  ratios,  and  an  exciting 
group  of  new  products  as  factors  in  his  positive  assessment 
of  Company  performance. 

Jacob  told  the  board  members  meeting  here  that  1984 
sales  of  $901  million  surpassed  the  previous  record  of  $787 
million  achieved  in  1981  and  represented  substantial  im- 
provement from  1983  sales  of  $719  million. 

1984  earnings  of  $16  million,  the  third  highest  in  the 
Company's  history,  resulted  in  primary  and  fully  diluted 
earnings  of  $2.35  and  $1.75,  respectively.  In  comparison, 
1983  earnings  per  share,  after  an  extraordinary  item,  were 
71  cents  primary  and  67  cents  fully  diluted. 

Dayco  had  record  fourth-quarter  sales  of  $242  million,  as 
compared  to  1983  fourth  quarter  sales  of  $217  million.  Net 
earnings  per  share  for  the  fourth  quarter  in  1984  were  78 
cents,  as  compared  with  $1.10  after  an  extraordinary  item 
for  the  same  period  last  year. 

During  fiscal  1984  all  Dayco  operating  units,  with  the 
exception  of  Allen  Industries,  a  supplier  of  automotive 
original  equipment,  and  certain  international  operations 
enjoyed  profitability. 

Sales  of  automotive  replacement  parts,  rubber  com- 
pounding, single-ply  roofing  and  rubber  and  plastic  compo- 
nents all  provided  significant  profit  contirbutions  during  the 
year.  Wallcovering  products,  plastic  hose  and  printing 
products  were  also  profitable,  said  Jacob. 

Jacob  said  management  is  highly  optimistic  about  the 
future  because  most  of  the  firm's  major  markets  are  doing 
well.  He  said  energy,  off-road  construction,  mining  and  the 
agricultural  sectors  remain  "soft." 

"If  these  markets  should  recover  we  should  enjoy  even 
greater  sales  and  profits,"  Jacob  said. 

Dayco  Corp.  manufactures  a  variety  of  highly  engineered 
original  equipment  and  replacement  parts  used  in  a  wide 
range  of  industries.  Dayco  is  371st  in  the  most  recent 
Fortune  500  list  of  the  nation's  largest  industrial  firms  and 
had  sales  of  $719  million  in  1983. 


DAYCO  CORP. 

(Consolidated,  Unaudited) 

12  Months  Ended 

3  Months  Ended 

Oct. 

31 

Oct. 

Jl 

1984 

1983 

1984 

1983 

Net  sales 

$901,120,000 

S718.680.000  $241,600,000 

$217,081,000 

Earnings  before  tax  & 

extraordianry  item 

32,031,000 

9,280,000 

11.828,000 

13,260,000 

Earnings  before 

extraordinary  item 

16,065,000 

4,045.000 

5,519,000 

6,264,000 

Net  earnings 

16,065,000 

4,380.000 

5,519,000 

6.599.000 

Primary  earnings  per 

common  share' 

Before  extraordinary 

item 

$2.35 

$.65 

$.78 

$1.04 

Net  earnings 

$2.35 

$.71 

$.78 

(1.10 

Fully  diluted  earnings 

per  common  share: 

8etore  extraordinary 

item 

$1.75 

$64 

$.57 

$67 

Net  earnings 

$1.75 

$6? 

$.57 

$.70 

1984  pnmary  earnings  per  share  were  calculated  using  6,784,000  average  shares  and 
5,984,000  in  1983. 

(Contact:  Thomas  E.  Ryan,  Vice  President-Corporate 
Communications,  Dayco  Corporation,  333  West  First  Street, 
Dayton,  OH  45402.  Phone:  (513)  226-5929.) 


NUI COPORATION  N 

ELIZABETH,  N.J.,  Nov.  21— NUI  Corp.  (NYSE:  NUI)  report- 
ed that  earnings  for  the  fiscal  year  ended  Sept.  30  set  a 
record,  increasing  49  percent  over  the  previous  year's 
results. 

The  operations  of  both  NUI's  utility  and  non-utility 
subsidiaries  showed  improvements  over  1983. 

The  diversified  energy  company  reported  net  income  for 
the  1984  fiscal  year  of  $10,122,000,  or  $4.55  per  share, 
compared  to  $6,788,000,  or  $3.10  per  share,  for  the 
previous  year. 

Operating  revenues  were  a  record  $317,957,000  in  fiscal 
1984  compared  to  $303,654,000  in  fiscal  1983. 

John  Kean,  NUI's  president,  said  the  company  will 


continue  to  emphasize  the  growth  of  non-utility  sales  and 
earnings  and  "intends  to  expand  in  the  energy  fields 
through  growth  and  through  acquisitions." 

In  addition  to  its  gas  utility  operations  in  New  Jersey,  NUI 
participates  in  oil  and  gas  exploration  and  production 
activities  in  the  southwestern  United  States  and  in  western 
New  York. 


NUI  CORP. 

1 2  Months  Ended  Sept.  30 

1984 

1983 

Revenues  (in  thousands) 

$317,957 

$303,654 

Net  income  (in  thousands) 

10,122 

6,788 

Earnings  per  share 

$4.55 

$3.10 

Weighted  average  number  of 

shares  outstanding 

2,223,246 

2,187,769 

(For  Annual  Report  write:  Robert  MacPherson,  Director- 
Corporate  Communications,  NUI  Corporation,  Box  6060 
Bridgewater,  N.J.  08807.  Phone  (201)  685-3920.) 


SHONEY'S  INC  0 

NASHVILLE,  TENN.,  (Dec.  14, 1984)— Shoney's,  Inc.  today 
reported  a  four-for-three  stock  split  and  the  achievement  of 
record  revenues,  net  income  and  earnings  per  share  for  both 
the  fourth  quarter  and  fiscal  year  ended  October  28,  1984. 

Net  income  for  the  fourth  quarter  increased  31%  to 
$8,255,655  from  $6,305,922,  as  earnings  per  share  in- 
creased 26%  to  $.39  from  $.31.  Revenues  increased  17%  to 
$116,917,757  from  $99,928,229  during  the  comparable 
1983  period. 

For  the  fiscal  year  ended  October  28,  1984,  revenues 
increased  20%  to  $476,952,603  from  $397,799,285  in 
fiscal  1984.  Net  income  gained  30%  to  $30,180,460  from 
$23,242,326,  and  earnings  per  share  advanced  25%  to 
$1.45  compared  with  $1.16  in  1983. 

At  its  regular  meeting  on  December  14,  1984,  the 
Board  of  Directors  declared  a  four-for-three  stock  split. 
The  additional  shares  will  be  distributed  on  January  15, 
1985  to  stockholders  of  record  January  4,  1985.  The 
quarterly  dividend,  after  adjusting  for  the  stock  split,  was 
then  increased  25%  from  $.03  to  $.0375  and  is  payable 
on  February  4,  1985  to  stockholders  of  record  January  22, 
1985. 

Profit  margins  continued  to  improve  as  the  ratio  of  net 
income  to  revenues  reached  6.3%,  the  highest  level  in  12 
years.  Contributing  to  the  improvement  in  profit  margin  was 
a  real  gain  in  sales.  The  average  unit  sales  of  company- 
owned  restaurants  increased  7.3%  resulting  in  a  real  sales 
gain  of  2.6%  after  deducting  menu  prices. 

The  Company  had  a  net  increase  of  56  company-owned 
restaurants  during  1984,  including  17  Shoney's  restau- 
rants, 26  Captain  D's,  12  Lee's  Famous  Recipe  units  and  a 
specialty  dinner  house.  The  Company's  continuing  remodel- 
ing program  included  the  renovation  of  65  company-owned 
units.  In  addition,  the  Company  had  a  net  increase  of  28 
franchised  restaurants  and  six  Shoney's  Inns. 

During  1984,  substantially  all  of  the  company's  convert- 
ible subordinated  debentures  were  converted  into  common 
stock.  This  reduced  the  company's  long-term  debt  by 
approximately  $15  million  and  contributed  to  an  improve- 
ment in  the  company's  debt  to  capital  ratio  from  27.9%  in 
1983  to  16.7%  at  the  end  of  1984.  At  year-end  cash  and 
investments  available  to  finance  expansion  totalled 
$42,099,000. 

Shoney's  is  a  major  diversified  food  service  operator 
and  franchisor  with  systemwide  annual  sales  exceeding 
$930  million.  In  addition  to  Shoney's,  Captain  D's,  and 
Lee's  Famous  Recipe  units,  its  system  of  more  than  1,100 
cumpany-owned  and  franchised  units  includes  a  specialty 
group  of  dinner  houses,  lodging  facilities  and  centers  for 
food  preparation,  manufacturing  and  distribution.  Its 
stock  is  traded  on  the  NASDAQ  National  Market  (Symbol: 
SHON). 

(Contact:  Taylor  Henry,  Jr.  Shoney's  Inc.  1727  Elm  Hill 
Pike,  Nashville,  Tenn.  37202.  Phone  (615)  361-5201). 


(For  advertising  information  on  Corporate  Report  Updates,  call  Sarah  Madison  (212)  620-2371.) 


Venture  Capital 


A  top  venture  capitalist  may  not  under- 
stand everything  about  his  entrepreneurs 
business,  but  he  does  understand  people. 

A  WINNING  BET 


MONEY  &  INVESTMENTS 


By  Thomas  P.  Murphy 


"I  still  don't  understand  what  you 
are  trying  to  do,  but  I  know  there  is 
something  there." 

With  those  words,  Tommy  Davis, 
dean  of  Silicon  Valley's  venture  cap- 
italists, launched  two  improbable 
partners  in  a  high-risk-for-very- 
high-gain  venture.  The  partners  are 
a  nice  Jewish  boy  from  Quito,  Ecua- 
dor whose  name  is  Ricardo  B.  Levy 
and  a  self-described  Sicilian  from 
Newark,  N.J.  named  James  A.  Cu- 
sumano.  The  venture  is  called  Cata- 
lytica  Associates,  Inc. 

What  will  Catalytica  do?  I  sympa- 
thize with  Davis'  frustration,  but 
let  me  try  to  explain. 

Levy,  39,  and  Cusumano,  42,  both 
Ph.D.  chemists  (Stanford  and 
Rutgers,  respectively),  believe  that 
the  world's  chemical  industry  is  on 
the  brink  of  a  revolution.  Chemical 
process  development,  where  Cata- 
lytica will  concentrate,  has  always 
been  based  primarily  on  Edisonian 
research — if  one  thing  doesn't  work, 
try  another.  Edison  experimented 
with  thousands  of  different  materi- 
als before  he  happened  upon  tung- 
sten to  make  the  filament  for  the 
electric  light  bulb.  The  world's 
chemical  lal  nries  still  proceed 

with  a  not  too  dissimilar  approach. 

Levy  and  Cusumano  think  they 
can  leapfrog  this  expensive  and  un- 
predictable process  and  take  chemi- 

Thomas  P.  Murpl 
firm.  Pan,  Stamford,  O 


cal  research  into  what  they  call 
"molecular  engineering."  They 
think  they  can  do  this  because,  on  a 
molecular  level,  both  the  theoreti- 
cal understanding  and  the  instru- 
mentation are  becoming  available, 
just  as  a  decade  earlier  theory  and 
new  instrumentation  converged  to 
create  the  biotechnology  industry. 

Specifically,  they  are  going  after 
new  catalysts  for  existing  processes. 
Catalysts  are  the  materials  that  cre- 
ate chemical  reactions — the  key  to 
the  rest  of  the  process.  According  to 
Cusumano,  they  are  looking  for 
"knock  out"  economics.  They  want 
to  develop  catalysts  that  are  so  su- 
perior they  economically  obsolete 
whole  plants  and,  coincidentally, 
send  the  big  companies  beating  a 
path  to  Catalytica's  Mountain 
View,  Calif,  door. 

None  of  this  comes  as  startling 
news  to  researchers  in  the  industry 
itself.  In  fact,  Levy  and  Cusumano 
were  both  working  at  Exxon's  big 
central  research  laboratory  in  New 
Jersey  when  one  of  them  detected 
an  entrepreneurial  glint  in  the  eye 
of  the  other.  They  quit  Exxon  and, 
in  collaboration  with  Michele  Bou- 
dart,  professor  of  chemical  engi- 
neering at  Stanford,  set  up  a  con- 
sulting business  in  1974.  It  was 
pleasantly  successful,  and  by  1980 
the  firm  had  30  people  and  had  fin- 
ished 200  jobs  all  over  the  world. 

But  solving  other  people's  prob- 
lems wasn't  where  it  was  at  for  Levy 
and  Cusumano.  The  trouble  was, 
where  it  was  at  was  going  to  cost  a 
lot  of  money.  Enter  Tommy  Davis, 
founder  of  the  Mayfield  Fund  of 
Palo  Alto,  Calif.  But  not  directly. 
The  introduction  was  arranged  by 
one  of  Catalytica's  board  members, 
Paul  Cook,  who  is  founder  and 
chairman  of  Raychem  Corp.  In  fact, 
part  of  Catalytica's  remarkable  abil- 
ity to  raise  money  for  a  complicated 


and  high-risk  venture  was  the  qual- 
ity of  its  advisers,  including  four 
professors  from  Stanford.  One, 
Henry  Taube,  is  a  1983  Nobel  Prize 
winner  in  chemistry. 

Tommy  Davis,  then,  had  more  to 
go  on  than  the  word  of  two  con- 
spicuously bright  and  eager  men. 
Part  of  the  chemistry  establishment 
was  firmly  endorsing  the  people  and 
their  ideas  when  Davis  agreed  to 
back  the  new  business.  Eventually, 
along  with  Rothschild  Inc.  in  New 
York,  Davis  invested  about  $3  mil- 
lion in  1983  and  then,  a  couple  of 
months  ago,  $2  million  more  in 
venture  money,  and  up  to  $20  mil- 
lion more  in  a  complicated  joint 
venture  arrangement  with  Lubrizol 
Enterprises,  Inc. 

What  happens  now?  According  to 
Cusumano,  the  financings  buy  Cat- 
alytica four  to  five  years  of  running 
time.  They  are  not  dismissing  light- 
ly the  technical  problems  they  face. 

Meantime,  staff  is  growing.  There 
are  50  people,  half  with  Ph.D.s,  and 
new  instrumentation  is  on  the  way. 
A  nuclear  magnetic  resonance  spec- 
trometer (try  saying  that  four  times 
without  stuttering)  is  coming.  That 
hardware,  to  put  what  things  cost  in 
perspective,  is  $500,000. 

What  about  competition?  There 
is  none,  as  far  as  Cusumano  knows, 
from  small  companies.  The  big  lab- 
oratories are  on  the  same  trail,  but 
the  two  partners  both  have  big  lab 
experience  and,  in  typical  Silicon 
Valley  fashion,  believe  they  can 
beat  them.  Big  labs  are  hobbled, 
they  say,  by  bureaucracy,  and  the 
scientists  working  in  them  lack  the 
incentive — the  chance  to  make  a  lot 
of  money. 

What  will  they  have  if  they  suc- 
ceed in  developing  some  knockout, 
quality  new  catalysts?  Patents,  pri- 
marily. In  the  electronics  industry 
having  only  patents  would  scare  a 
venture  capitalist  half  to  death.  The 
chemical  industry  is  different. 
Historically;  patents  have  been 
upheld  by  the  courts,  and  the  indus- 
try has  a  reputation  of  really  paying 
royalties  for  the  use  of  them.  Be- 
yond that,  the  leverage  of  knockout 
improvement  is  awesome.  Many 
chemical  plants  are  $100  million- 
plus  capital  investments.  Imagine 
replacing  a  few  of  those. 

It  wouldn't  be  the  first  time  Tom- 
my Davis  had  won  by  basically  bet- 
ting on  people.  ■ 


304 


FORBES,  JANUARY  14,  1985 


Special  Introductory  Trial  Offer! 

Value  Line  for  the  next 
10  weeks  for  only  $37 


This  is  a  sample  full-page  report  on  one  of  the  1 700 
stocks  regularly  reviewed  by  Value  Line,  reduced  from 
8V2"x  11". 


ALCOA 


.j^     ,,.. 


Reasons  for  this  offer: 

Here's  an  opportunity  to  receive  the  complete  Value 
Line  Service  for  the  next  10  weeks  at  about  half  the 
regular  rate.  This  offer  is  limited  to  one  individual  in  a 
household  that  has  not  already  had  a  subscription  to 
The  Value  Line  Investment  Survey  during  the  past  two 
years.  Why  do  we  offer  this  price  reduction  to  new  trial 
subscribers  only?  Because  we  have  found  that  a  high 
percentage  of  those  who  once  try  Value  Line  for  a  num- 
ber of  weeks  stay  with  it  on  a  long-term  basis.  The  re- 
sulting increase  in  circulation  enables  us  to  provide  the 
service  to  our  long-term  subscribers  for  a  lower  annual 
rate  than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey  continually  reviews 
more  than  1700  stocks.  Key  data  and  ratings  of  each 
stock  are  updated  every  week  in  our  Summary  &  Index. 
In  addition,  each  stock  is  the  subject  of  a  new  full-page 
report  every  13  weeks,  in  regular  rotation.  About  130 
new  full-page  reports  are  issued  each  week.  You  also 
receive  our  weekly  "Selection  &  Opinion"  section  bring- 
ing you  Value  Line's  forecast  of  the  economy  and  the 
stock  market,  advice  on  investment  policy,  in-depth 
analyses  of  especially  recommended  stocks,  Value  Line 
market  averages,  and  other  features. 


A  Subscnbpr's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


Bonus: 

Under  this  special  trial  offer  you  receive — as  a  bonus  at 
no  extra  charge — "A  Subscriber's  Guide,"  by  Arnold 
Bernhard,  Research  Chairman,  The  Value 
Line  Investment  Survey.  This  72-page 
booklet  explains  how  even  inexperienced 
investors  can  apply  thousands  of  hours  of 
professional  research  to  their  own  port- 
folios by  focusing  on  only  two  un- 
equivocal ratings,  one  for  Timeliness 
(Performance  in  next  12  months),  the 
other  for  Safety. 

Special  Bonus  Offer: 

Subscribe  to  The  Value  Line  Investment  Survey  for  a  full 
one-year  term  and  receive  as  an  additional  bonus  Value 
Line's  complete  2000-page  Investors  Reference  Service, 
with  our  full-page  reports  on  all  stocks  under  review — 
fully  indexed  for  your  immediate  reference. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Service  is  not  all  that  you 
expect  it  to  be,  you  may  return  the  material  we  send 
you  within  30  days  for  a  full  and  unquestioned  refund  of 
your  fee.  This  subscription  is  tax-deductible  if  utilized  to 
aid  in  the  management  of  your  investments. 

f  Call  toll-free  ( 24  hrs.  a  day  7  days  a  week)  Operator  #13 
1-800*331*1750  MasterCard,  American  Express  or  Visa. 
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Investment  Survey  - j 

Value  Line,  Inc.,  711  Third  Ave,  New  York,  NY  10017 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $37  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send 
me  the  "A  Subscriber's  Guide"  booklet. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $365  and  send  me 
the  two  bonuses  listed  above  There  are  no  restrictions  with  this  annual 
subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Investment 
Survey  for  one  year. 

□  My  payment  is  enclosed.  Please  charge  to:  □  American  Exp 

□  MasterCard  □  Visa        Expiration  Date 


Account  # 

This  subscription  is  tax-deductible  and  non-assignable 

(NY.  residents  add  sales  tax  )  Allow  4  to  6  weeks  for  delivery. 

Foreign  rates  upon  request. 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change " 

Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  January  15,  1925) 
"  'The  stock  market  is  going  crazy.' 
That  verdict  is  frequently  heard.  But 
it  is  just  possible  that  the  judgment 
exhibited  by  the  stock  market  will 
prove  sounder  than  the  judgment  of 
its  critics.  No  such  sustained  advance 
in  security  values  has  ever  occurred 
without  being  followed  by  very  sub- 
stantial improvement  in  business 
conditions." 


Atlanta's  downtown  in  the  mid-Twenties 

"The  most  famous  self-made  man  in 

the  world  today  is  our  own  Edison. 
Talk  with  Mr.  Edison  and  he  will  tell 
you  that  he  owes  much  if  not  most  of 
his  success  to  omnivorous  reading. 
Forbes  is  one  of  his  favorite  publica- 
tions. How  closely  he  reads  it  can  be 
gathered  from  a  letter  just  received 
from  him  in  which  he  asks  the  editor 
to  forward  a  long  analytical  letter  to 
the  writer  of  a  series  of  articles  which 
contained  two  figures  Mr.  Edison 
questions,  and  he  wants  to  know  ex- 
actly on  what  authority  or  investiga- 
tion they  were  based." 

"Reduction  in  the  public  debt  for  the 

calendar  year  1924  amounted  to  $935 
million.  In  1923  there  was  a  reduction 
of  $1.1  billion.  The  peak  of  indebted- 
ness was  reached  in  August  1919,  at 
$26.6  billion.  On  January  1,  1925,  the 
public  debt  was  $21  billion." 

"How  soon  will  other  cities  follow 
the  lead  taken  by  Los  Angeles  in  an- 
nouncing that  horse-drawn  vehicles 
will  be  barred  from  the  busy  business 
section  after  July  1  ?  That  other  cities 
will  take  similar  action  before  very 
long  is  certain.  Motor  traffic  is  seri- 


ously slowed  up  by  the  presence  of 
wagons  in  congested  areas.  And  since 
municipal  authorities  must  seek  the 
greatest  good  of  the  greatest  number, 
it  is  only  logical  that  cognizance  be 
taken  of  the  modern  traffic  order." 

"The  Wisconsin  minimum  wage  law, 
aimed  to  prevent  the  employment  of 
women  at  less  than  25  cents  an  hour, 
has  been  declared  invalid  in  its  appli- 
cation to  adult  women  by  the  Federal 
District  Court." 

Fifty  years  ago 

(From  the  issue  of  January  15.  1935) 

"Most  bank  statements  for  1934  re- 
vealed a  substantial  upward  trend  in 
deposits.  Typical  bank-deposit  fig- 
ures, as  announced  by  three  of  the 
largest  banks,  were:  Chase  National 
Bank,  $1.7  billion  at  the  end  of  1934 
as  against  $1.4  billion  at  the  same 
time  in  1933;  Chemical  Bank  &  Trust 
Co.,  $476  million  as  against  $327  mil- 
lion; Guaranty  Trust  Co.,  $1.3  billion 
as  against  $1  billion.  Thus,  deposits  in 
these  three  banks  alone  have  surged 
upward  in  a  year  to  the  tune  of  $735 
million,  or  27.1%.  Total  deposits  of 
the  three  amount  to  an  impressive 
$3.4  billion." 

"With  a  total  output  of  2.8  million  cars 
and  trucks  in  1934  recording  an  in- 
crease of  approximately  40%  over  the 
previous  year,  the  automobile  industry 
enters  1935  with  prospects  bright  for 
another  15%  to  20%  advance.  While 
larger  profits  for  the  industry  as  a  whole 


San  Francisco's  Bay  Bridge  was  about 
one-quarter  finished  in  early  1935 


are  not  as  certain  as  increased  sales,  a 
majority  of  individual  companies  have 
excellent  chances  to  increase  earnings 
based  on  product  popularity  and  man- 
agement effectiveness." 

Twenty-five  years  ago 

(From  the  issue  of  January  1 5,  1960) 

"Aggressive  J.I.  Case  Co.  is  now  mov- 
ing abroad.  Last  month  Case  an- 
nounced the  formation  of  a  $3  million 
British  subsidiary,  which  will  make 
and  sell  eight  basic  tractor  models  for 
the  European  and  Asian  markets.  Rea- 
son for  the  move:  the  fact  that  tractor 
demand  abroad  is  growing  at  a  far 
greater  rate  than  in  the  largely  satu- 
rated U.S." 

"We  used  to  think  of  a  can,  or  any 

other  package,  as  just  something  to 
get  the  product  to  market  in.  Now  the 
talk  is  about  the  'friendly  feel'  of  a 
material,  the  'shopper-stopper,'  the 
'fondle-ability.'  This  packaging  game 
is  a  helluva  fast  track,  and  it's  moving 
faster  all  the  time."  — American  Can 
Chairman  William  F.  May 

Ten  years  ago 

(From  the  issue  of  January  14,  1975) 

"Ready  for  takeoff  at  Santa  Ana,  Cal- 
if., Dr.  Tom  Heinsheimer  and  I  were 
crouched  on  the  floor  of  Forbes  Maga- 
zine's transatlantic  balloon,  Wind- 
borne.  We  were  seat-belted  to  the  gon- 
dola's center  column,  helmets  on, 
when  three  quick,  unscheduled  jerks 
telegraphed  that  the  launch  was  in 
trouble.  Seconds  later  the  crunch 
came,  and  we  were  tumbling  along 
the  Marine  Corps'  concrete  runway. 

"At  the  instant  of  impact,  my  first 
feeling  was  of  excruciating  disap- 
pointment that  our  long  dream  of  a 
transatlantic  balloon  flight  was  over 
for  now.  Then,  along  with  a  flood  of 
water  from  the  ruptured  ballast 
tanks,  came  a  rushing  awareness 
that  if  we  were  now  lifted  into  the 
air  with  all  systems  damaged  the 
dangers  were  great;  while  at  any  mo- 
ment, bashing  along  the  ground,  the 
liquid  oxygen  containers  could  rup- 
ture and,  in  the  instant  fire  which 
would  result,  Tom  and  I  would  have 
made  a  Trip  for  sure. 

"The  swift,  cool  action  of  our  French 
launch  director  and  space  scientist, 
Jean  Pierre  Pommereau,  in  reaching 
the  gondola  and  pulling  the  outside 
balloon  release  saved  our  lives." 

— Malcolm  S.  Forbes 
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Forbes  Market/ 


REAL  ESTATE 


FLORIDA  BEACH  FRONT 

St.  George  Island  homesites — 
10%  down,  owner  financing. 
Call  (904)  670-2521  collect. 
Plantation  Realty  Inc. 

Box  126  SGI 
Eastpoint,  FL  32328 

FL.  Lie  Broker  AD  #19751 

Void  Where  Prohibited  By  Law. 


MISCELLANEOUS 
FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog.  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce,  American 
Gem  Trade  Assn. 

HOUSE  OF  ONYX 

No.  One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $6.95 
three  for  $20.00 
Binders:  $8.50 
three  for  $24.75 
Send  check  with  your  name  and 
address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O  Box  5120 
Philadelphia,  PA  19141 


SHARING 


IS  CARING 


FOR  INFORMATION  ON  FORBES 

MARKET  CLASSIFIED 

WRITE  OR  CALL: 

LINDA  LOREN 

FORBES  CLASSIFIED 

60  Fifth  Avenue  New  York.  NY  1001 1 


BUSINESS 
OPPORTUNITIES 


CORPORATE  ITEMS 


CORPORATE  ITEMS 


mEsmf    i3,ooo  businesses 

m"'«  FROM  COAST 

^a^p^  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
>.  v     MULTIPLE  LISTING  SERVICE 
f  $7       Toll  Free  800-327-9630 
W     in  Fla  call  305-462-2524 


WESTERN  BUSINESS 
OPPORTUNITIES 

Established  businesses  located  west  of  the 

Mississippi  for  sale  by  owners.  Many  owner 

financed.  More  than  500  to  choose  from  All 

price  ranges  available.  Write  or  call  collect. 

Mr  Toxie  Thomas  (303)  630-8188. 

AFFILIATED  BUSINESS 

CONSULTANTS 

Box  6339.  Dept  F,  Co   Spgs..  CO  80934 

No  fee  to  buyer  involved 


TRAVEL 


YELLOWSTONE  OUTFITTERS 
EMIGRANT  MONTANA 

Come  be  our  guest  at  our  exclusive  fly  fish- 
ing vacation  resort.  Try  our  85  acre  lake  for 
trophy    size    rainbow    trout,    along    with 
stream  fishing  &  float  fishing  trips,  down 
the  Yellowstone  River.  Our  22  square  mile 
private  ranch  equipped  with  modern  log 
lodges  located  next  to  Yellowstone  Park, 
offers  some  of  the  finest  fishing  &  vacation 
activities  in  the  U.S.  For  a  free  color  bro- 
chure describing  our  full  line  of  year  round 
activities  and  rates.  Please  call  or  write: 
YELLOWSTONE  OUTFITTERS 
Levi  Bntton,  Manager, 
P.O.  Box  663,  Emigrant,  MT  59027 
406-848-7570 


Cruise  beautiful  French  canals 
on  hotelboat1  Superb  French 
cuisine  Relax  on  sundeck  or 
cycle  alongside  while  floating 
through  Burgundy  Visit  pictur- 
esque villages  andchateaus.  In- 
dividuals or  charter  group  (max- 
imum-12).  Pans  pickup  HORI- 
ZON, 215  N.  75th,  Belleville,  IL 
62223,  800-851-3448  Hemphill/ 
Harris  Travel.  General  Sales  Agent 


FLY  FOR  LESS 


(212)  620-2440 


SAVE  25  ■  60%  on  first  class 
travel  to  Europe,  Mid-East,  Hawaii, 
Caribbean,  S.  Pacific  and  Orient. 
"The  Tmivler'n  Edge" 
THE  COUPON  BROKER 
1 780  S.  Bellaire  #  1 25,  Denver,  CO  80222 
(303)759-9848  ESTAB.  1979 


MompM*nka£l,  £td 


BE  RECOGNIZED 

In  Boardrooms  and  Club- 
rooms;  By  having  your  com- 
pany name  or  logo  on  a 
quality  product  from 
HAMPTON  HALL,  LTD. 

For  nearly  ten  years 
Hampton  Hall  has  been  a 
leading  supplier  of  tastefully 
designed  ties  and  other 
quality  items  to  Corporations 
and  clubs. 

Please  call  or  write  for  our 
brochure. 

HAMPTON  HALL,  LTD. 

220  Fifth  Avenue 

New  York,  N.Y.  10001 

Suite  903-04 

(212)  685-2440 

(Minimum  order 

150  pieces  per  item) 

Dept.  FB-1 


BUSINESS  SERVICES 


EXECUTIVE  GIFTS 


INCREASE  YOUR  RESPONSE 
WITH  AN  800  NUMBER 

Nationwide  800  answerins 
service  takes  your  com- 
panies orders,  inquiries, 
check  ins.  Economical  and 
efficient. 

Call  800-235-6646 
(in  Calif.)  800-235-6647 


INVESTMENTS 


FREE  POCKETSIZE 
STOCK  CONVERTER 

to  first  1 000  people  to  respond  to  this  ad . 

HOTLINE  FOR 

SPECIAL  STOCK  SITUATIONS 

Call  Edward  Bogopulsky — 

Norbay  Securities, 
2  Rector  Street,  NYC  10006 
212-608-9060,  800-242-2431 


EXECUTIVE  SERVICES 


CAPTAIN'S 
CHAIR 

$200  Pair 

Vinyl 

$400  Pair 

Leather 

No  COD 

Brown 

Black 

Garnet 

Navy 

Green 

Saddle 

'nd  swatches  on  request. 

Box  266,  Concord,  NC  28026 

Ph. (704) 

782-0814 


talog 


Ca 
Dpt85 


Iphraim  Marsh 


■  w^e  lies 


■Save  you' 
b,,ion  obsoles- 

sWl,shc,ndC&  50°'  each  setol 
w,dth)  SendS^=u 

3  ^UM  TIES  CO.  «*»*»»"" 

Blvd.  Dept  0^4i3i 


SCOTTISH  FINEST  QUALITY 
mi  TWEED  HATS 


Subtle  mixed  natural  colors  available  in 
'brim  down"1  predominately  Blue. Grey.  Green  and  Brown. 
rfj/^^        HATS  s  39.°°  POSTrMID 

/fluHt      Arjyle  socks  also  available  al  '19  3  pairs 
MWKL    The  WMEN  MILL  Whitelarland. 
"pTEnsTALKErr  Isle  of  Arran. Scotland.  S44  77085 2" 
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Forbes:  CapitalistTooP 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


Beware  of  no  man  more  than 
of  yourself;  we  carry  our 
worst  enemies  within  us. 
Charles  Spurgeon 


Do  not  look  back  on  happiness 
or  dream  of  it  in  the  future. 
You  are  only  sure  of  today; 
do  not  let  yourself  be  cheated 
out  of  it  . 
Henry  Ward  Beecher 


I  am  not  afraid  of  tomorrow, 
for  I  have  seen  yesterday 
and  I  love  today. 
William  Allen  White 


To  be  what  we  are,  and  to 
become  what  we  are  capable  of 
becoming,  is  the  only  end  of  life. 
Robert  Louis  Stevenson 


To  become  different  from 
what  we  are,  we  must  have 
some  awareness  of  what  we  are. 
Eric  Hoffer 


The  true  worth  of  man  is  not 
to  be  found  in  man  himself, 
but  in  the  colors  and  textures 
that  come  alive  in  others. 
Albert  Schweitzer 


Your  whole  life  is  a  series 
of  effects,  having  their 
cause  in  thought — in  your 
own  thought.  All  conduct 
is  made  and  molded  by 
thought;  all  deeds,  good  or 
bad,  are  thoughts  made  visible. 
James  Allen 


Life  has  a  value  only  when 
it  has  something  valuable 
as  its  Object. 
Hegel 


I  don't  know  how  people  will 
feel  towards  me,  but  I  will 
take  to  my  grave  my  love  for 
them,  which  has  sustained  me 
through  life. 
Robert  M.  La  Follejte 


Thoughts 

on  the  Business  of  Life 


I  Resolve. 

To  strive  to  contribute  something 
to  the  world,  its  work  and  the 

people  in  it. 

To  spend  and  he  spent  in  worthy 
service. 

To  adhere,  the  best  I  can,  to 
the  Golden  Rule. 

To  philosophize  more,  recalling 
always,  when  things  go  awry, 
"This,  too,  will  pass  " 

To  try  always  to  see  vieupoints 
other  than  my  own. 

To  make  humility  and  simplicity 
so  much  a  part  of  myself  that 
I  shall  become  as  a  child,  as 
one  of  those  of  whom  the  Master 
declared,  "For  of  such  is 
the  kingdom  of  heaven. " 

B.C.  Forbes 


Good  actions  ennoble  us,  and 
we  are  sons  of  our  own  deeds. 
Cervantes 


The  great  use  of  life  is  to 
spend  it  for  something  that 
outlasts  it. 
William  James 


Behavior  is  a  mirror  in  which 
everyone  displays  his  image. 
Goethe 


The  Golden  Rule  is  of  no  use 
to  you  whatever,  unless  you 
realize  that  it  is  your  move. 
Frank  Crane 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
voh.u  hoxed  set  at  $29.95.  A  one-volume 
edition  of  over  3,000  "Thoughts,"  $17.50. 
Send  check  and  order  to:  Forbes  Inc.,  60 
Ft :  A ve.,  New  York,  N.Y.  10011.  Add  sales 
tax  on  New  York  State  orders  and  other 
states  where  applicable. 


Justice  is  the  constant  and 
perpetual  wish  to  render  to 
everyone  his  due. 
Justinian 


They  who  forgive  most 
shall  be  most  forgiven. 
Philip  James  Bailey 


A  man's  first  care  should 
be  to  avoid  the  reproaches 
of  his  own  heart. 
Joseph  Addison 


Grant  us  brotherhood,  not  only 
for  this  day,  but  for  all  our 
years — a  brotherhood  not  of 
words,  but  of  acts  and  deeds. 
Stephen  Vincent  Benet 


The  most  essential  feature  of 
man  is  his  improvableness. 
John  Fiske 


A  Text . . . 

These  things  I  have 
spoken  unto  you,  that 
joy  might  remain  in  you, 
and  that  your  joy  might 
be  full. 
John  15:11 


Sent  in  by  Mary  Ceci,  Milwaukee,  Wis. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used. 


Pour  out  light  and  truth  as 
God  pours  sunshine  and  rain; 
no  longer  seek  knowledge  as 
the  luxury  of  a  few,  but 
dispense  it  amongst  all 
as  the  bread  of  life. 
Horace  Mann 


Instead  of  loving  your 
enemies,  treat  your  friends 
a  little  better. 
E.W.  Howe 
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THE  FIRST  IRON  THAT 

SHUTS  ITSELF  OFF  IF 

YOU  FORGET. 

The  closest  thing  to  a  mistake- 
proof  iron,  the  Sunbeam  Monitor 
has  a  "thinking"  solid-state  elec- 
tronic system  that  senses  and  ad- 
justs heat.  The  Sunbeam  Monitor 
turns  itself  off  in  30  seconds  if  left  in 
the  ironing  position  and  in  10  min- 
utes if  left  in  the  upright  position. The 
ultimate  in  ironing  ease  and  safety. 


UU.SU 


The  Sunbeam  Monitor  Iron 

turns  itself  off  if  accidentally  left 

on  or  knocked  over. 


mw 


THE  FIRST  BLANKET  TO  UNDERSTAND 
YOUR  BODY  LANGUAGE. 

Temperatures  in  different  parts  of 
a  sleepers  body  can  vary  10  de- 
grees or  more.  The  Sunbeam 
Omni '  blanket  uses  a  unique  new 
wire  which  acts  like  a  million  tiny 
thermostats  to  sense  and  react  to 
minute  variances  in  tem- 
perature. The  blanket  re- 
sponds by  sending  more 
warmth  to  parts  that  need  it  and 
less  to  those  that  don't. 


THE 
ULTRASONIC 
ROOM  HUMIDIFIER. 

The  Sunbeam  Ultrasonic  Cool 
Spray™  Humidifier  solves  an 
indoor  climate  problem  through 
the  science  of  unheard  sound.  It 
uses  ultrasonic  vibrations  to  break 
up  water  into  ultrafine  particles 
for  more  efficient  absorption  into 
the  surrounding  air. 


THE  TOASTER  THAT 

FEELS  COOL  TO 

THE  TOUCH. 

In  Europe,  Rowenta  has  created 
the  Cool  Touch™  toaster.  It's 
the  toaster  that  feels  cool  even 
while  toasting.  Its  supersize  slot 
accommodates  thick  slices,  and 
an  automatic  centering  device 
means  even  toasting  for  any 
size  piece.  As  an  extra  in- 
novation, it  has  a 
unique  bun 
warmer 


For  more 
information, 
write  to  us  at 
Box  456B,  Two  Oliver 
Plaza,  Pittsburgh,  PA  15230. 
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Audi  believes  that  a  car  needn't  be  exces- 
sive to  be  exclusive.  That  elegance  need 
not  be  synonymous  with  extravagance.  And 
that  substance  is  far  more  useful  than  style. 

The  new  4000S  forgoes  the  veneer  of 
high  technology  in  favor  of  the  essence  of  it. 

Take  the  new  European  headlights. 
Incorporated  not  because  they're  so  alluring. 
But  because  they're  so  illuminating. 


Take  the  refined,  four-cylinder,  fuel-inject< 
power  plant.  Audi  increased  its  horsepowei 
16%  to  102  hp. 

More  important,  this  was  accomplish^ 
through  the  application  of  innovation. 

For  Audi  achieved  the  increase  without 
augmenting  engine  size  or  weight. 

The  4000S  is  extremely  nimble.  Its  ridi 
simultaneously  firm  and  comfortable.  And 


©f984  Audi 


The  understatement 
of  the  year. 
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every  Audi  it  is  a  beneficiary  of  over  five 
ides  of  front- wheel  drive  technology, 
he  4000S  is  protected  by  a  2-year  unlim- 
mileage,  limited  warranty.  And  a  6-year 
ted  warranty  against  rust  perforation, 
four  dealer  has  complete  information  on 
e  warranties.  For  the  one  nearest  you 
toll-free:  l-(800)  FOR- AUDI 
lin  the  continental  U.S.  Manufac- 


Audi 


turer's  suggested  retail  price  for  the  Audi 
4000S  is  $13,950.  Title,  taxes,  transportation, 
registration,  dealer  delivery  charges 
additional.) 

The  new  Audi  4000S.  Not  a  self-indulgent 
exercise  in  high  technology.  But  rather 
the  understatement  of  it.  Which  to  Audi 
and  its  devotees  is  precisely  what  the 
art  of  engineering  is  all  about. 


The  art  of  engineering. 
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Power  plays 

Those  of  you  who  are  tempted  to 
think  you  have  seen  everything 
should  hang  on  a  bit  and  catch 
the  lead  story  in  this  issue.  How 
about  electric  utilities  as  poten- 
tial takeover  targets?  As  their 
construction  programs  wind 
down,  a  good  many  utilities  are 
already,  or  soon  will  be,  generat- 
ing more  cash  than  they  can  use. 
Where  there's  cash,   of  course, 

there's  sure  to  be  someone  lust-  

ing  after  it.  Executive  Editor  Jim  Cook  reports  on  this  unlooked- 
for  turn  of  events  and  on  the  stratagems  one  utility  has  devised 
to  defend  itself.  It's  why  Florida  Power  &  Light  is  now  known  as 
FPL  Group,  Inc.  See  page  31. 

Capital,  risk  . . .  and  jobs 

We  tell  some  sad  but  exceedingly  helpful  tales  in  this 
issue's  cover  story.  The  particular  reasons  so  many  emerging 
growth  stocks  run  out  of  steam  and,  for  all  their  promise,  lead  to 
shattering  investment  losses  vary  from  case  to  case.  But  Special 
Reports  Editor  Geoffrey  Smith  and  Associate  Editor  Paul  B. 
Brown,  who  collaborated  on  this  report,  found  a  common 
thread:  entrepreneurs  long  on  guts  and  short  on  resources.  Time 
and  again  they  found  able  people  betting  the  company,  not  out 
of  imprudence  but  rather  because  that  is  the  inescapable  nature 
of  new  ventures. 

There  is  instruction  in  the  story,  news  they  can  use,  for 
managers  and  investors  alike.  There  is  one  thing  more,  a  heart- 
ening message,  for  people  who  are  neither.  Losses  hurt,  but  the 
body  politic  gains,  nevertheless,  from  all  the  risk  and  ferment. 
Some  106  million  Americans  held  jobs  as  1985  began,  3  million 
more  than  12  months  before.  The  news  on  employment  contin- 
ues good,  not  least  because  entrepreneurship  is  alive  and  well  in 
the  U.S.  The  story  is  on  page  69. 

Where's  the  crunch? 

The  six-month  performance  update  for  open-end,  FoRBES-rated 
mutual  funds  in  this  issue  is  one  more  routine  miracle  of 
computer  power.  The  data  moved  from  a  supermini  in  Silver 
Spring,  Md.  onto  PC  diskettes  and  was  flown  to  New  York, 
where  it  was  massaged,  formatted  and  checked  and  then  trans- 
lated into  a  binary  code  for  transmission  to  our  printing  plant  in 
Effingham,  111.  It  still  amazes  those  of  us  who  remember  the 
noisy  crunching  sounds  made  by  a  battery  of  mechanical  calcu- 
lators that  compiled  such  data  when  Forbes  began  its  annual 
rating  of  funds  in  1956.  What  does  the  phrase  "number  crunch- 
ing" mean  when  there's  no  crunch?     , 

One  thing  hasn't  changed  in  29  years:  the  importance  of 
consistency.  Very  few  fortunes  are  made  from  picking  last 
month's  or  last  quarter's  hottest  fund.  You  will  find  some 
surprises  in  these  half-year  returns,  but  consider  them  alongside 
the  long-term  ratings  that  we  publish  every  August.  Page  112. 


Managing  Editor 


FORBES,  JANUARY  28,  1985 


Judge  a  copier 
by  how  it  doesn't  look. 


^■yA'*? 


When  a  copier  works  exactly 
the  way  it's  supposed  to  work,  few 
people  notice. 

Which  is  why  an  IBM  Model  60 
Copier  tends  to  become  invisible. 

It's  so  reliable,  people  take  it 
for  granted. 

A  computer  inside  helps  keep 
it  running  smoothly.  So  you  get 
consistently  high  quality  copies. 
A.nd  all  of  the  easy-to-use  fea- 
tures you'd  expect  to  find  in  a 


high-performance  copier. 

But  while  the  IBM  Model  60 
goes  unnoticed,  there's  one  thing 
about  it  that  really  stands  out. 

Its  price. 

The  IBM  Model  60  costs  less 
than  any  copier  in  its  class.* 

So  if  you're  interested  in  buy- 
ing a  copier  with  great  value, 
take  a  look  at  the  IBM  Model  60. 

It  could  be  the  best  ==^=  =<■ 
copier  you'll  never  see.  =^=?= 


IBM  Series  HI  Model  60 
Copier/Duplicator 

Write  today  to  IBM, 
DRM,  Dept.  2F,  400  Parsons  Pond  Drive, 
Franklin  Lakes,  New  Jersey  07417. 
Lj  Please  send  me  a  free  brochure. 
C  Please  have  an  IBM  representative  call~me. 


TITLE- 


STREET  ADDRESS- 
CITY 


BUSINESS  PHONE- 


The  Invisible  Copier 


Call  MM  Direct  I  800  IBM-24fi8  Ext.  7. 


raird  ai  70  «<opi«  ,»i 
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Trends 


Edited  by  John  A.  Conway 


The  thieves1  market 

European  cars  led  the  hit  parade  for 
rip-offs  last  year,  according  to  the  In- 
surance Institute  for  Highway  Safety. 
The  top  ten  in  the  thieves'  market 
included  eight  from  Europe,  one  from 
Japan  and  one  U.S.  model.  Leader  was 
the  1984  Volkswagen  Rabbit  convert- 
ible, with  a  theft  rate  15  times  the 
average.  (The  rankings  were  based  on 
average  payments  for  theft  claims,  in- 
cluding those  for  components.)  The 
rest  of  the  top  eight  included  three 
other  VWs,  two  Saab  models,  one 
Mercedes  and  one  BMW.  Toyota's 
Cressida  ranked  ninth.  Tenth  was  the 
lone  U.S.  entry,  the  four-door  Cadillac 
Brougham.  The  Chevrolet  Corvette,  a 
favorite  of  yesteryear,  was  only  about 
average  among  thieves  last  year,  but 
the  researchers  say  it's  too  early  to  tell 
about  the  redesigned  new  model. 

Cabin  in  the  sky 

Airlines  used  to  pay  in-cabin  trainees 
room  and  board  while  they  learned 
their  trade,  but  competition  for  the 
industry's  43,000  flight  attendant  jobs 
is  now  so  fierce  that  at  least  one  major 
line  has  turned  training  into  a  poten- 
tial moneymaker.  Since  last  June 
TWA  has  graduated  110  tuition-pay- 
ing fledgling  flight  attendants  from  its 


Flight  attendant  at  work 
Now,  pay  as  you  learn. 


new  Travel  College  in  Kansas  City, 
Mo.  For  $2,500  they  got  a  four-week 
course  (including  room  and  board). 
TWA  hired  none — and  hasn't  since 
1979 — but  70%  of  its  graduates  were 
placed  at  smaller  airlines,  including  5 
Star,  Air  One  and  Air  Via.  This  year 
TWA  does  expect  to  hire  at  least  700 
new  flight  attendants,  and  train  840. 
Courses  will  last  five  weeks,  says  re- 
cruitment supervisor  Stephen  Gian- 
otti,  and  the  tuition  (which  may  go 
up)  will  not  cover  the  $4,300  cost  per 
trainee.  "Our  goal  isn't  so  much  to 
make  money  as  to  find  people  who  are 
seriously  committed  to  the  job," 
Gianotti  says.  But  TWA  may  keep 
training  for  other  airlines  and  there 
could  be  profits  there.  Other  major 
airlines  train  flight  attendants  (Amer- 
ican trained  and  hired  1,700  last  year), 
but  so  far  only  Western  Airlines  has 
copied  TWA's  idea.  Last  year  its  new 
Flight  Attendant's  Academy  graduat- 
ed 14  from  a  four- week  course  for 
$2,500  each,  and  it  expects  more  than 
100  students  this  year. 

The  dream  home 

Will  Treasury  Secretary  Donald  Re- 
gan's proposal  to  cancel  income  tax 
deductions  for  second-home  mort- 
gages wreck  the  housing  market?  In 
some  areas,  buyers  are  already  scrub- 
bing vacation  home  plans.  But  the 
blow  might  not  be  as  bad  as  it  looks, 
says  Philadelphia  tax  adviser  Irving 
Braunstein  of  H.  Newbold's  &  Sons.  It 
could  turn  out  to  be  a  spur  to  the 
market  for  second  mortgages  on  pri- 
mary residences,  he  thinks,  because 
interest  on  these  would  remain  fully 
deductible,  encouraging  buyers  in 
higher-income  brackets  to  borrow  and 
buy  second  homes  outright  with  the 
cash.  The  catch  is  that  taxpayers  must 
have  either  substantial  equity  in  a 
first  residence  or  have  seen  a  signifi- 
cant appreciation  in  its  value,  he  says. 
If  the  maximum  tax  drops  to  35%, 
carrying  costs  may  be  higher  (because 
the  deduction  will  be  less),  he  says, 
but  then  pretax  incomes  will  be  high- 
er, too.  In  Braunstein's  view,  the  new 
tax  proposal  will  scare  off  only  5%  to 
10%  of  second-home  buyers. 

The  view  from  Washington 

The  year  ahead  looks  like  another 
good  one,  not  as  strong  as  1984  per- 
haps, but  still  prosperous,  with  a 
growth  rate  of  4.3%  and  unemploy- 
ment steadying  at  about  7%.  That's 
the  conclusion  of  the  Commerce  De- 


partment's survey  of  350  industries. 
High-tech  and  service  industries 
(banking,  retailing,  health  care)  will 
continue  to  increase  their  domination 
of  the  economy.  And  though  85%  of 
the  209  manufacturing  industries  in 
the  survey  will  ship  more  goods,  only 
semiconductors,  computers,  aero- 
space and  a  few  others  with  military 
contracts  will  expand  sharply.  One 
manufacturing  exception  will  be 
automobiles,  where  the  survey  fore- 
casts sales  of  15.1  million  vehicles, 
second  only  to  the  1978  record  of  15.4 
million.  (This  is  predicated  on  an  end 
or  an  easing  of  Japanese  auto  import 
limits,  with  the  foreign  share  of  the 
car  market  expected  to  go  from  23% 
last  year  to  25.5%  in  1985.)  Deputy 
Commerce  Secretary  Clarence 
Brown,  a  former  GOP  congressman 
from  Ohio,  sees  no  improvement  in 
the  total  trade  deficit,  estimated  at 
$125  billion  last  year,  but  exports  are 
expected  to  rise  faster  than  imports. 
Interest  rates  will  move  down,  Brown 
says,  and  even  some  basic  depressed 
industries  will  revive.  "We  know 
right  now  that  the  steel  industry  is 
having  problems,"  he  says,  "but  that's 
being  addressed." 

The  job  outlook 

Unemployment  should  continue  to 
drop  this  year,  says  Manpower,  the  big 
Wisconsin-based  temporary-help 

company.  In  a  survey  of  11,500  com- 
panies, it  found  that  20%  of  those 
interviewed  plan  to  increase  their 
work  force  in  the  first  quarter  of  1985; 
64%  will  remain  at  current  levels; 
only  12%  plan  to  cut  their  staffs. 
While  the  number  of  companies  ex- 
pecting to  increase  employment  is 
down  slightly  from  the  22%  level  last 
year,  it  says,  the  number  that  will  cut 
their  staffs  is  among  the  lowest  in  the 
survey's  nine-year  history.  Manpower 
predicts  continued  major  job  growth 
in  the  white-collar  industries.  In  ser- 
vices 22%  of  those  interviewed  plan 
first-quarter  staff  increases,  while 
24%  of  employers  interviewed  in  the 
finance,  insurance  and  real  estate  in- 
dustries hope  to  hire  this  quarter.  In 
public  administration,  the  report 
finds  20%  planning  to  hire.  But  in 
manufacturing,  hiring  expectations 
are  below  any  quarter  since  1983,  the 
report  says.  Geographically,  the  South 
continues  to  have  the  healthiest  out- 
look for  employment,  while  the  Mid- 
west will  experience  the  slowest 
growth  rate,  it  says. 
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User-unfriendly 

Are  animals  products?  In  California 
they  may  be,  as  far  as  the  law  is  con- 
cerned. That,  at  least,  is  what  a  Supe- 
rior Court  judge  in  Los  Angeles  has 
ruled  in  a  products  liability  case.  The 
West  Covina,  Calif.  Police  Depart- 
ment, it  seems,  bought  a  trained  at- 
tack dog  from  a  kennel  in  Riverside. 
When  an  officer  loosed  the  animal  on 
a  suspect,  however,  it  became  con- 
fused and  turned  on  its  keeper,  seri- 
ously injuring  the  cop's  hand.  The 
policeman  sued  the  kennel  for 
$500,000.  Judge  Irving  A.  Shimer  has 
now  ruled  that  the  dog  was  a  product, 
bred  and  trained  and  sold  for  a  specific 
purpose.  The  four-legged  "product" 
didn't  function  properly  and  injured 
the  user — so  the  suit  is  within  the 
law,  he  ruled. 

The  nonparty  spirit 

The  traditional  Christmas  party,  wor- 
thy as  its  sponsors  intend  it  to  be,  may 
not  be  the  ideal  way  to  keep  the 
troops  happy,  according  to  Andrew 
DuBrin,  who  teaches  behavioral  sci- 
ence at  the  business  college  of  New 
York's  Rochester  Institute  of  Tech- 
nology. It  might  be  better,  he  says,  to 
fight  the  midwinter  blues  by  having 
the  party  in  January  or  February — or 
not  at  all.  "Many  people  may  be  suf- 
fering from  a  nasty  overload  around 
Christmas  and  the  New  Year,"  he 
says.  Other  employees,  he  adds,  may 
not  like  such  parties  for  religious  rea- 
sons and  would  rather  have  cash.  Bo- 
nuses could  also  be  more  effective,  he 
thinks,  if  they  were  related  to  perfor- 
mance. "Instead  of  every  employee 
getting  the  same  bonus,"  he  says,  "it 
would  be  a  morale  booster  if  the  mon- 
ey were  based  on  how  well  the  em- 
ployee has  worked  throughout  the 
year." 

The  campus  scene 

Campus  fundraisers  to  the  contrary, 
colleges  aren't  going  broke.  Enroll- 
ment last  fall  held  steady,  even 
though  the  number  of  18-year-olds 
dropped  5%  in  1984  from  the  year 
before.  A  survey  of  1,560  colleges  and 
degree-granting  trade  and  technical 
schools  by  the  American  Council  on 
Education  did  show  enrollment  of 
full-time  freshmen  down  by  almost 
3%  at  public  colleges  and  14%  in 
trade  and  technical  schools  since  the 
fall  of  1983,  but  the  gap  was  more 
than  filled  by  part-time  and  graduate 
students.  The  pricey  private  schools 
are  holding  their  own  even  more  ef- 
fectively.  The  number  of  full-time 


Attack  dogs  in  training 

Should  man's  best  friend  be  treated  like  a  product? 


freshmen  decreased  by  less  than  0.3% 
at  the  479  private  colleges  in  the 
count.  Forecasts  that  middle-class 
families  would  switch  their  sons  and 
daughters  from  private  to  public 
schools  have  not  been  fulfilled.  Janice 
Petrovich,  research  director  for  the 
council,  says  the  private  campuses 
"are  offering  something  that  some 
people  want."  Why  have  the  colleges, 
both  public  and  private,  done  so  well? 
Petrovich  says  the  schools  anticipated 
the  decline  of  the  number  of  18-year- 
olds  and  reshaped  their  recruiting 
strategies  years  ago. 

Ford's  billion-dollar  bet 

Late  this  month  Philip  Caldwell, 
Ford's  outgoing  chairman,  and  his 
successor,  Donald  Petersen,  will  lay 
out  the  details  of  one  of  the  biggest 
bets  in  Detroit's  history.  The  number 
two  automaker  is  putting  S3  billion 
into  design  and  production  of  just  two 
1986  models,  the  Mercury  Sable  and 
the  Ford  Taurus.  The  two  front- 
wheel-drive  sedans  and  wagons — 
built  entirely  in  the  U.S. — will  have 
style  differences  but  the  same  basic 
design.  The  drumbeating  will  start 
with  a  two-day  bash  in  Los  Angeles. 

Vive  la  difference! 

"The  very  rich,"  F.  Scott  Fitzgerald 
once  wrote,  "are  different  from  you 
and  me."  And  they  are  getting  more 
different — and  more  rich.  In  1983,  the 
Federal  Reserve  Board  found  in  a  new 
survey  of  consumer  finances,  the 
wealthiest  10%  of  U.S.  families  got 
33%  of  total  income.  In  1982  their 
share  had  been  32%  and  in  1 969,  29% . 
Ownership  of  stocks  and  bonds  is 
equally  concentrated.  "More  than 
70%  of  the  dollar  holdings  of  nontaxa- 


ble bonds,  50%  of  the  stock  holdings 
and  39%  of  other  bonds  are  held  by 
2%  of  the  families  with  incomes  that 
exceed  $100,000,"  the  Fed  reported. 
And  the  rich  don't  seem  to  want  too 
much  cash:  "Only  15%  of  the  liquid 
asset  holdings  and  20%  of  the  proper- 
ty values  are  held  by  this  group,"  the 
Fed  added. 

The  successful  woman 

What  makes  a  woman  succeed?  A 
new  study  of  more  than  50  women  by 
the  University  of  Texas  shows  that 
female  leaders  were  often  the  first- 
born in  their  families,  had  strong  aca- 
demic records  in  high  school  and  col- 
lege and  saw  their  fathers  as  primary 
role  models.  Successful  women  are 
hard-driving,  made  early  career 
choices  and  assumed  leadership  posi- 
tions beginning  in  high  school,  it  says. 
On  average,  these  women  decide  to 
pursue  higher  education  at  age  19, 
work  for  a  living  at  2 1 ,  have  a  career  at 
25  and  actively  pursue  leadership  at 
29.  They  work  long  hours  but  cooper- 
ate rather  than  compete  with  co- 
workers, the  study  found.  Also,  com- 
pared with  most  women,  they  view 
themselves  as  more  independent,  re- 
sourceful, self-reliant,  responsible, 
achievement-oriented  and  self-confi- 
dent. Compared  with  male  peers,  they 
see  themselves  as  more  intuitive, 
compassionate  and  empathetic  and 
less  inclined  to  use  power.  Some  93% 
of  those  polled  said  the  factors  most 
important  to  success  are  personal 
characteristics,  but  other  factors  in- 
cluded support  from  a  spouse  or  other 
"important  person,"  help  from  men- 
tors and  opportunity  for  advance- 
ment. Most  view  children  as  a  road- 
block, and  75%  had  no  plans  for  them. 
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The  Trojan  horse 

Bankruptcy  is  hard  to  live  down.  Wit- 
ness Pantry  Pride,  the  $770  million 
(sales)  Florida-based  supermarket 
chain  that  rose  from  Food  Fair's  ashes 
in  1979.  Chairman  Grant  Gentry  had 
drastically  shrunk  the  company  and 
more  than  halved  creditors'  claims. 
After  annual  preferred  stock  divi- 
dends almost  wiped  out  1982  and 
1983  earnings,  he  got  creditors  to 
swap  preferred  for  common  shares, 
closed  moneylosing  stores,  sold  ware- 
houses, got  concessions  from  unions 
and  raised  $42  million  in  fresh  capital, 
using  part  of  it  to  convert  12  super- 
markets to  warehouse  stores,  and 
open  2  more  (Forbes,  July  30,  1984). 

Wall  Street  was  not  happy,  though, 
when  he  bought  Devon  Stores,  a  chain 
of  97  PX-type  outlets  near  military 
bases,  for  $75  million  in  cash  and 
stock  last  May.  Built  on  high  prices 
and  interest  charges,  it  was  a  dirty 
business,  said  critics.  Gentry  was  un- 
fazed.  "Devon  is  everything  we  hoped 
for,"  he  said.  It  earned  more  than  $10 
million  before  taxes  in  fiscal  1984,  all 
to  be  sheltered  by  Pantry  Pride's  $360 
million  tax-loss  carryforward. 

But  Devon  also  turned  out  to  be  a 
Trojan  horse.  By  November  founder 
Philip  Devon,  who  with  others  got  3.4 
million  shares  of  Pantry  Pride  stock  in 
the  deal,  had  turned  on  Gentry  be- 
cause he  did  not  like  the  way  Pantry 
Pride  was  run,  and  he  was  gearing  up 
for  a  proxy  fight.  Devon  died  that 
same  month,  but  his  son  Dwight,  31, 
teamed  with  Patrick  Rooney,  who 
had  recommended  Pantry  Pride 
shares  to  his  Rooney,  Pace  brokerage 
clients  but  was  disappointed  with  op- 
erating results.  They  also  drafted  Stu- 
art and  Clifford  Perlman,  the  onetime 
gambling  casino  operators,  who 
owned  4.4%  of  Pantry  Pride's  shares, 
management  claimed.  Charges  and 
countercharges  began  flying. 

Pantry  Pride  charged  in  a  lawsuit 
that  the  dissidents  were  interested 
only  in  the  company's  huge  tax-loss 
carryforward  and  lacked  the  experi- 
ence to  run  a  retail  outfit.  Moreover, 
the  company  said,  Rooney,  Pace  had 
amassed  more  than  5%  of  Pantry 
Pride's  shares  through  its  brokerage 
customers  without  filing  the  required 
notice  with  the  Securities  cX  Ex- 
change Commission  and  thus  was 
waging  an  illegal  proxy  fight. 

The  dissidents,  who  control  4.1 
million  shares,  or  nearly  11%,  re- 
sponded that  at  least  75%  of  the  $305 
million  rise  in  equity  in  the  last  five 
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years  was  not  from  the  company's 
normal  operating  results  but  from 
sale  of  assets.  Of  the  $261  million  cut 
from  debt  in  the  same  period,  they 
said,  62%  was  not  paid  off,  but  forgiv- 
en by  creditors.  The  insurgents  also 
said  management's  200,464  shares  (all 
but  364  of  them  Gentry's)  represented 
too  small  a  commitment  and  Gen- 
try's $524,000  salary  and  bonus  too 
large  a  compensation. 

At  the  company's  annual  meeting 
in  December,  Gentry  won  resound- 
ingly. Of  the  27  million  shares  voted, 
61%  went  for  management's  slate  of 
directors. 

The  dissidents  sued.  And  Wall 
Street  still  is  not  happy  with  Pantry 
Pride's  progress — its  stock  recently 
sold  at  3%,  or  5%  above  book  value. 
Gentry  feels  vindicated  and  says  he 
will  keep  acquiring  other  retailers  to 
"assure  full  use  of  the  company's  tax- 
loss  carryforward  in  as  few  years  as 
possible."  Management  will  also  buy 
more  Pantry  Pride  shares.  But  the  war 
is  not  over.  "In  a  winning  effort,  the 
first  proxy  fight  is  not  necessarily  the 
last,"  says  Patrick  Rooney. 

Guilt  by  association 

Eduardo  Orozco-Prada  ran  the  largest 
money-laundering  operation  ever 
prosecuted  in  the  U.S.  (Forbes,  Dec.  5, 
1()83).  Convicted  on  drug  conspiracy 
charges  in  1983  with  half  a  dozen  oth- 
ers, he  had  deposited  $150  million  in 
cash  in  a  score  of  banks  and  currency 
exchange  accounts.  To  avoid  detec- 
tion he  kept  it  moving  around  the 
U.S.,  Panama,  the  Bahamas  and  the 
Cayman  Islands. 

In  November  1980  Orozco  opened 
an  account  in  the  name  of  Interdual  at 
the  foreign  exchange  house  of  Deak- 
Perera  and  began  depositing  $1  mil- 
lion to  $2  million  a  month.  By  August 
1981  the  monthly  deposit  was  up  to 
$12  million  and  by  March  1982  the 
total  had  topped  $90  million.  That 
was  bound  to  catch  someone's  eye,  so 
he  stopped  using  Deak. 

Too  late.  The  Deak  account  did 
catch  the  government's  eye.  The 
President's  Commission  on  Orga- 
nized Crime  noted  it  in  a  report  on 
money  laundering  last  October.  Aside 
from  the  Orozco  case,  the  report  also 
mentioned  that  Deak  had  been  con- 
victed in  1978  for  Bank  Secrecy  Act 
violations  in  connection  with  a 
scheme  of  two  Filipino  businessmen 
to  launder  $1 1  million. 

Last  month,  when  Deak  &  Co.  and 
two  subsidiaries — Deak-Perera   Wall 
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Street  and  Deak-Perera  International 
Banking  Corp. — filed  for  Chapter  11, 
the  Deak  family  blamed  the  allega- 
tions for  their  troubles.  R.  Leslie 
Deak,  the  33-year-old  son  of  Hungar- 
ian-born founder  Nicholas  Deak, 
charged  that  rivals  had  circulated  the 
commission's  report  to  depositors, 
who  then  moved  their  accounts.  "The 
damage  we  have  suffered  from  mali- 
ciousness in  that  report  to  very  great 
extent  caused  the  downfall  of  a  very 
fine  firm  and  the  damage  to  a  very  fine 
man — my  dad,"  he  said. 

What  price  Ditto's  Dune? 

Movieman  Dino  De  Laurentiis  spent 
$40  million  to  translate  Frank  Her- 
bert's cult  novel,  Dune,  to  the  screen 
and  probably  as  much  more  to  pro- 
mote it.  "The  economics  of  the  ven- 
ture," Forbes  reported,  "suggests  that 
it  might  conservatively  take  at  least 
$200  million  at  the  box  office  to  break 
even."  Fewer  than  half  a  dozen  mov- 
ies have  done  this,  but  nonetheless 
Forbes  envisioned  the  possibility  of  a 
billion-dollar  gross,  if  Dino's  dreams 
came  true. 

Despite    a    display    of    hype    that 
dwarfed    anything    in    Hollywood's 


Confrontation  in  Dune 

Can  Dino's  dreams  come  true? 

memory,  Dune  is  off  to  a  slow  start 
after  what  is  charitably  called  mixed 
reviews.  While  Eddie  Murphy 's  Bever- 
ly Hills  Cop  (which  cost  $14.8  million 
to  make)  rolled  up  a  breathtaking 
$64.5  million  in  its  first  23  days  of 
showing  in  more  than  2,000  theaters, 
Dune  drew  only  $8.3  million  its  first 
week  and  dropped  17%  its  second 
week,  to  $6.9  million.  That  was  bad 
news  because  a  Hollywood  maxim  is 
that  a  movie  makes  15%  of  its  take 
for  the  year  during  the  year-end  holi- 
day season.  De  Laurentiis  could  find 
some  comfort  in  the  fate  of  other  big- 
budget  films.  Coppola's  Cotton  Club. 
which  cost  even  more  than  Dune, 
earned  only  $7  million  during  its  first 
12  days. 


"A  customer  is  the  most  important  person  ever 
in  this  office,  in  person  or  by  mail. " 

Leon  L.  Bean,  1912 

Leon  Leonwood  Bean  opened  his  doors  73  years  ago  with  the  idea  of  a  superior 
boot,  and  the  conviction  that  the  customer  is  the  most  important  person  in  the 
world.  Today  our  Customer  Service  Department  is  ready  to  serve  you  24  hours  a 
day.  365  days  a  year  Call  us  anytime  for  service  or  to  ask  a  question. 

Answering  your  calls  will  be  one  of  our  knowledgeable  telephone  representa- 
tives. Our  representatives  receive  extensive  trainingand  attend  regular  merchan- 
dise seminars  to  aid  them  in  answering  your  questions.  Most  of  our  staff  are 
active  outdoor  people  who  can  share  firsthand  information  about  the  products 
you  need  Our  representatives  can  also  special  order  many  of  our  products  in 
hard  to  find  sizes.  They  can  supply  you  with  missing  buttons,  new  shoelaces,  and 
send  samples  of  leather  or  swatches  of  material. 

Mail  order  shopping  at  Bean's  is  fast  and  efficient.  In  order  to  fulfill  your  order 
quickly,  we  maintain  large  inventories  at  all  times  in  our  distribution  center.  We 
deliver  our  products  promptly  when  and  where  our  customers  wantthem.  As  an 
added  service.  L.  L.  Bean  pays  all  regular  shipping  and  handling  charges.  The 
price  you  see  in  our  catalog  is  the  only  amount  you  pay. 

For  73  years  L.  L.  Bean  has  been  providing  practical  and  functional  merchan- 
dise at  reasonable  prices  backed  by  personal  service  and  an  unmatched  100  % 
guarantee  of  satisfaction.  If  you  are  not  satisfied,  there  are  no  questions  asked 
and  your  money  is  refunded. 

Send  us  the  coupon  below  or  call  207-865-9580. 

□  Please  send  your  FREE  Spring  1985  Catalog! 

Name _  

Address  

State  Zip  


L.  L.  Bean,  Inc.,  3695  Casco  St.,  Freeport,  ME  04033 

L.L.Bean 
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Rollins  customer; 
every  year.  That's  why 


a  better  emergency 


audit  our  performance 
live  have  to  give  them 
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service. 


rE  PROMISE  our  truck  leasing 
istomers  they'll  not  only  get 
lgineered  tractors  and  trailers  — 
it  also  that  we'll  never  let  them 
)wn  if  the  equipment  ever  does, 
nd  then  we  ask  them  to  audit  us 
i  how  well  we  keep  the  promise. 

hat's  what's  driving  us  to 
eep  roll  time  to  a  two-hour 
verage. 

re  dedicated  an  entire  staff  to 
andling  road  emergencies.  Rollins 
it  response  time,  streamlined 
)mmunications,  and  set  up  a 
ationwide  ready-system  of  serv- 
e  experts.  But  then  we  went 
syond  that. 

1e  do  what  almost  nobody  else 
3es:  we  make  every  lease 
istomer  first  priority. 

men  your  driver  calls  for  help,  he 
Desn't  wait  for  someone  else  to  be 
jrviced  first.  Ask  our  competition 
r  anyone  else  in  the  truck  leasing 
eld  if  they  have  this  first  priority 
astern. 


ROLLINS  AUDIT 

It's  a  quality  control  mecha- 
nism. Our  customers  audit  us 
on  ten  categories  of  service. 
A  score  of  "1"  says  we're 
delivering  on  what  we  prom- 
ise. A  score  of  "3"  says  shape 
up  or  ship  out.  On  Emergency 
Road  Service,  we  don't  get 
many  "3's."  And  we're  working 
on  those,  very  seriously.  No- 
body else  in  the  leasing  busi- 
ness dares  a  customer  audit 
like  the  Rollins  audit. 


18,000  sources  of  service 
around  the  clock. 

Rollins  watches  over  your  trucks 
through  our  computerized  Emer- 
gency Road  Service  central  office. 
We  can  summon  18,000  experi- 
enced mechanics  24  hours  a  day, 
365  days  a  year.  We  give  you  full 
reports  on  a  breakdown.  You  can 
even  get  a  cassette  tape  recording 
of  all  telephone  communications. 


Fill  out  this  coupon  and  send  it  to 
us  for  a  kit  on  how  leasing  from 
Rollins  is  just  good  business. 

i 

Rollins  Truck  Leasing 

RO.  Box  1791 

Wilmington,  DE  19899  •  800-441-9485 

Send  me  a  Rollins  information  kit,  including  your  ERS  brochure. 


Name. 


.Title. 


Company. 
Address- 
City 


.State. 


.Zip. 


(^R)  Rollins  Truck  Leasing 


^^m^^*  A  Subsidiary  of  RLC  Corp. 


ROLLINS  KEEPS  BUSINESS  ROLLING. 


Cancel 

Sir:  Your  comments  about  fighting 
terrorism  ("What  Shultz  Is  Trying  To 
Say  About  Overseas  Terrorists,"  Dec. 
$i  1984)  by  becoming  a  terrorist 
("Wreak  revenge  pronto  on  the  perpe- 
trators") are  incredibly  naive.  Please 
change  my  subscription  to  canceled. 
— WD.  Kolpack 
Cookeville,  Term. 


Countercancel 

Sir:  I  am  repeatedly  amused  by  read- 
ers who,  complaining  of  some  item 
not  to  their  liking,  take  exception  by 
"cancel  my  subscription." 

I   suspect   they   later   resubscribe, 
read  a  friend's  or  neighbor's  copy  or  go 
to  the  public  library. 
— Milton  E.  Royce 
Glen  Cove,  N.Y. 

Sir:  The  enclosed  renewal  takes  me  to 
1990. 1  am  not  sure  that  I'll  be  here  in 
1990 — but  this  may  help  recoup 
losses  in  revenue  caused  by  readers 
who  cancel. 
— NealJ.  Bailey 
Columbus,  Ohio 


We're  smart,  not  dumb 

Sir:  I  strongly  object  to  the  article 
"The  dumbest  idea  in  years"  (Dec.  31, 
1984).  Put  our  15.7%  compound  an- 
nual return  since  1975  up  against  oth- 
er managers  with  no  more  than  a  50% 
equity  exposure  and  see  how  we  rank. 
I  believe  there  is  considerable  value 
added   to   the   services   provided   by 
FundTrust.    As    did    the    SEC    staff, 
which  passed  on  FundTrust's  registra- 
tion in  a  little  over  three  months' 
time.  As  do  over  a  hundred  investors 
who  now  have  private  accounts  with 
Republic    National    Bank's    Mutual 
Fund  Investment  Service. 
— Michael  D.  Hirsch 
Vice  President,  Chief  Investment  Officer. 
Republic  National  Bank  of  New  York 
New  York  N.Y. 


Who  needs  economists? 

Sir:  Rational  expectationists  ("The 
un-managed  economy,  over  story 
Dec.  17, 1984)  cannot  offer  good  policy 
advice,  for  the  same  reason  that  the 
classical,  Keynesian  and  monetarist 
schools  could  not.  None  has  a  coher- 
ent theory  of  economic  growth;  all 


Readers  Say 


regard  it  as  an  external  force. 

Still,  economic  policy  will  either 
encourage  or  discourage  that  growth, 
more  likely  the  latter,  if  the  process  is 
poorly  understood. 
— William  McDonald  Wallace 
Chief  Research  Economist, 
Boeing  Commercial  Airplane  Co. 
Seattle,  Wash. 

Sir:  The  "ratex"  people  have  only  one 
message:  You  can't  fool  the  markets 
and  it's  useless  to  try.  But  standing 
alone,  the  idea  is  useless  to  policy- 
makers. It  simply  implies  that  fiscal 
and  monetary  policies  be  conducted 
in  a  way  that  makes  the  financial 
markets  happy,  but  the  ratex  practi- 
tioners disagree  among  themselves  on 
how  to  do  that. 
— -Jude  Wanniski 
President, 
Polyconomics,  Inc. 
Morristown,  N.J. 


Mom  approves 

Sir:  Re  your  query  on  that  CNA  ad 
(Fact  and  Comment,  Dec  17,  1984): 
"How's  the  kid  going  to  get  his  shirt 
off  over  the  elbow  cast?"  Kids  are  sel- 
dom dressed  for  broken-bone  catastro- 
phes and  that  little  boy's  shirt  will  be 
cut  off  just  like  my  daughter's  blue 
jeans  were  after  a-  cast  was  placed  on 
her  broken  ankle.  We  thought  about 
taking  the  pants  off  first,  but  then 
there  are  some  things  insurance 
doesn't  cover!  I  say  it  was  a  good  ad, 
and  a  mom  must  have  done  the  story 
board  sketching  it  out. 
— K.  Virginia  Crist 
Lake  Forest.  Ill 


scene  is  the  doctor's  ability  to  apply 
the  cast  without  getting  any  plaster  of 
paris  on  the  patient's  clothing. 
—Robert  D.  Gillette,  M.D. 
Cincinnati,  Ohio 


Rich  review 

Sir:  You  reviewed  Men:  An  Owner's 
Manual  (Fact  and  Comment,  Dec.  17, 
1984),   and  I  understand   that  book 
sales  in  both  the  major  chains  more 
than  doubled. 
Thank  you. 
— Stephanie  Brush 
New  York,  N.Y. 


by  BUphmlt  Innh 


Sir:   Don't  worry  about   the  young 
man's  shirt.  It  will  stretch  enough  to 
slide  off  over  the  cast. 
What's  really  remarkable  about  this 


Self-employed 

Sir:  "Psychoanalysts  more  often  than 
not  should  be  their  own  best  custom- 
ers" (Fact  and  Comment,  Dec.  3,  1984) 
merely  confirms  the  requirement  that 
all  analysts  must  undergo  years  of  per- 
sonal analysis  to  qualify  and  after- 
ward to  continue  in  self-analysis 
while  in  practice. 
— Clarence  G.  Schulz,  M.D. 
Past  President, 

Washington  Psychoanalytic  Society 
Baltimore,  Aid. 


From  dust  to  duster 

Sir:  Each  time  I  read  the  enchanting 
Thoughts  on  the  last  page  of  your 
publication,  my  favorite  one  comes  to 
mind:  "Today's  peacock  is  tomor- 
row's feather  duster." 

I  do  not  know  if  I  heard  this  in  a  past 
life  or  thought  it  up  myself.  Whatever, 
I  have  made  many  people  chuckle. 
— Dorotfj}'  Styrcida 
Darien,  Conn. 
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The  1985  Chrysler  Fifth  Avenue 

Luxury  With  The  Utmost  Respect 

For  Your  Money 

Chrysler  Fifth  Avenue  may  cater  to  the  rich,  or  those  in  comfortable 
circumstances.  But  never. . .  never  the  foolish.  Because  with  all  its  inherent  luxury 
it  chooses  not  to  ignore  value. 

For  example,  it  is  the  only  luxury  car  at  its  price  that  gives  you  a  5-year/ 
50,000-mile  Protection  Plan*  It  also  has  established  an  impressive  record  in 
resale  value.  One  that  compares  favorably  with  Lincoln  and  Cadillac.** 
Its  list  of  luxury  items  that  come  standard  is  a  tale  unto  itself. 
Outstanding  features  crowd  the  list,  but  we  will  not  bore  you  with 
a  complete  detailing  of  all  49.  Here  are  a  notable  few: 
Authentic  V-8  power  •  Power  features  that  strip  away  the 
drudgery  of  driving  •  Air  Conditioning  •  Anti-noise  barriers 
for  a  deep  inner  quiet  •  Full  6-passenger  room  with 
plush-pillowed  comfort. 

Chrysler  Fifth  Avenue.  It  just  may  be  the 
best  luxury  car  value  in  America  today.  Buy  or 
lease  one  at  your  Chrysler-Plymouth  dealer. 
Buckle  up  for  safety. 

Best  built,  best  backed  American  cars.f 


Division  of 
Chrysler  Corporation 


•Whichever  comes  first  Limited  warranties  on  powertrain  and  outer  body  rust-through  Deductible 
applies  Excludes  fleet/leases  Oealer  has  details  "According  to  recent  NADA  reports  tLowest 
percent  of  NHTSA  safety  recalls  fof  '82  and  '83  models  designed  and  built  in  North  America 
Best  backed  based  on  warranty  comparison  of  competitively  priced  vehicles 


A  Transamerica  Company 


19*4  BuclKft  Rfnl  »Cl 
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BUDGET  HAS  MORE  LINCOLNS 
THAN  HERTZ,  AVIS  AND  NATIONAL  COMBINED. 


When  yon  want  a  Lincoln  and  a  bargain,  there's  only  one 
sure  place  to  go:  Budget.  And  now,  thanks  to  the 
Budget  price  rollback,  you  can  afford  to  roll  out  in  style 
in  a  luxurious  Lincoln. 

For  reservations  and  information,  see  the  Yellow 
Pages,  call  your  travel  consultant,  or  call  Budget 
toll  free: 


-527-0700 


Offer  available  in  most  major  airports  except  the  follow- 
ing; Little  Rock.  AR.  Fresno,  Palm  Springs  and  San 
Diego.  CA.  Portland,  ME.  Omaha,  NE.  Newark, 
NJ.  JFK  and  LaGuardia,  NY.  Brownsville, TX.  Richmond! 
VA.  Car  must  be  returned  to  renting  location.  Gas,  taxes 
and  optional  coverages  additional.  Advance  reser- 
vations required. 


Sears 


Use  your  Sears  credit  card  al  aulho- 
n/ed  distribution  cenlers  located  in 
most  Budget  offices  For  reservations, 
call  toll  tree  800  527  0770. 


Offer  also  available  at  selected  Sears  Rent  a  Car  locations 


A  DAY 


'With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


ALL  THE  TALK  IN  THE  WORLD  WON'T  KEEP  WEAPONS 

out  of  space.  Unless,  of  course,  propagandists 
hot  air  turns  out  to  be  a  magic  missile  repellent. 


INVESTOR  FEAR  LURES 

For  an  embarrassingly  long  time  we've  been  saying  in 
talks  and  print  that  what's  most  undervalued,  uninflated 
in  the  U.S.  is  ownership  of  our  country's  greatest  material 
resource — the  companies  that  produce  most  all  our  things 
and  services. 

These  things  produced  and  services  provided  went  up 
with  inflation,  but  owning  the  producers  and  the  providers 
has  gone  down  relatively  and  really. 

Time  and  again  in  recent  years  corporate  sharks  with 
their  sharpened  pencils  have  proved  the  utter  fallacy  of 
that  old  "truth"  that  a  stock  is  worth  only  what 
somebody  is  willing  to  pay  for  it.  Sure,  that's  a  fact  when 
you  own  a  few  shares.  But  when  you've  got  enough  to 
butcher  a  captured  corporation  like  a  cow,  it's  all  meat, 


CORPORATE  SHARKS 

milk  and  butter  for  Deep  Raiders. 

The  common  stock  of  virtually  every  company  worth 
investing  in  these  days  is  selling  at  a  price  way,  way  under 
its  worth — dead  or  alive.  That's  why  the  sharper  ones  can 
mass  enough  quick  funding  to  make  their  takeover  raids. 
Lenders  are  at  little  risk  and  get — swiftly — juicy  returns. 

Corporate  managers  who  cry  out  that  a  $60  offer  from 
attackers  is  inadequate,  in  spite  of  the  fact  that  the  shares 
may  earlier  that  day  have  been  selling  at  $34  or  $40,  are 
absolutely  right.  Otherwise  there'd  be  no  profit  in  it  for  the 
merciless  Tenderers. 

One  of  these  days,  the  Dow  Jones  will  reflect  the  real 
values  of  today's  common  stocks. 

If  you  can  hold  on  and  live  so  long,  you  can't  miss. 


FORBES  HAS  BEATEN  THE  DRUMS  FOR  THE  OIL  STOCKPILE 


more  often  and  longer  than  most.  But  in  the  interest  of 
anteing  up  for  a  major  down  in  the  deficit,  we'd  go  along 
with  a  cap  on  the  reserve  buildup — though  it's  only  two- 
thirds  filled. 

The  oil  glut  round  the  globe  gets  more  so.  A  total 
Mideast  disconnect  seems  less  and  less  likely.  With  all 
the  other  world  oil  sources  lowering  prices  to  push  the 


stuff  out,  the  timing  for  not  topping  off  our  domes  is 
now.  Loss  of  U.S.  purchases  for  storage  purposes  should 
keep  the  price  trending  down  in  spite  of  OPEC's  verbal 
cutbacks. 

If  only  Caspar  could  be  forced  to  give  up  a  couple  of  the 
more  dubious  ornaments  on  his  gargantuan  military 
Christmas  tree,  shared  deficit  cuts  could  have  real  impact. 
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Soup  kitchen,  the  Bowery,  NYC. 


IN  THESE  COLD  MONTHS  THE  CITY'S  HOMELESS 

are — or  should  be — on  our  conscience.  This  photograph,  by  Mark 
Jenkinson,  poignantly  dramatic  in  its  starkness,  is  of  a  New  York  soup 
kitchen  in  the  heart  of  the  Bowery.  It's  on  such  struggling  missions 
that  the  homeless  depend  for  survival. 

With  the  Catholic  Bishops'  manifesto  on  the  subject  following  on 
the  heels  of  an  election  in  which  the  number  of  impoverished  was  an 
issue,  averted  eyes  and  minds  find  it  harder  to  stay  that  way. 

One  thought  brought  to  mind  is  the  point  Mayor  Ed  Koch  made  a 
couple  of  winters  back.  When  from  the  pulpits  (of  press  as  well  as 
church)  the  city  was  being  denounced  for  lacking  enough  shelters,  the 
mayor  pleaded,  "It  would  be  helpful  if  the  churches  and  synagogues 
opened  their  doors  this  winter  to  provide  beds  for  these  people  in  need." 

The  response  was  lean  then,  improving  now. 


Mark  Ienkinson 


IF  YOU'RE  THE  BETTING  TYPE,  PLACE  YOUR  MONEY 

on  CBS'  CEO  Tom  Wyman. 

OUR  PRESIDENTS  USED  TO  BE  LONGER  IN  LIMBO 

after  losing  reelection  when  Inauguration  Day  was  Mar.     a  visit  to  the  White  House,  put  the  place  in  quarantine 

when    she    was    caught    in    a    scarlet 
fever  epidemic. 

One  doesn't  have  to  doubt  his  melan- 
choly sincerity  when  he  writes  his  son: 
"Things  are  very  quiet  in  our  end  of  the 
house — no  one  calls — except  at  the  of- 
fice &  not  very  many  there.  I  can  get 
along  I  think  until  I  am  released  on  the 
4  March — though  the  strain  has  been  very  hard — and  I  do 
long  to  get  out  of  this  House.  .  .  ." 


4,  which  it  was  until  1936.  Despite 
being  lamed  at  the  polls,  languishing 
Presidents  lament  the  day  they  must 
duck  out  of  that  lovely  white  house 
in  Washington. 

But  not  our  23rd  President,  Benja- 
min Harrison,  who  was  knocked  off 
by  Grover  Cleveland  in  1892. 

His  wife  had  died  just  before  his  last  election;   the 
panic  of  '93  was  starting;  and  his  granddaughter,  during 


SIMIAN  SIMILE 

The  other  day  Compaq  Computer's  colorful  Chairman  Ben  Rosen  com- 
mented to  us  about  their  sizable  advertising  budget,  "Advertising  is  like 
making  love  with  an  800-pound  gorilla — you  don't  stop  when  you  want  to." 

ONE  OF  THESE  ADS  HELPS  EXPLAIN  THE  OTHER 


It's  time  you  changed 
your  socks. 


This  Gold  Toe  ad  socks  it  to  you.  The  copy  zings  as 
effectively  as  the  caption  and  illustration.  To  cinch  the 

point  about  Gold  Toe 
quality,  there  is  this  ob- 
servation in  bold  type: 
"It's  A  Shame  the  Peo- 
ple Who  Make  Gold 
Toe  Socks  Didn't  Make 
Your  Car.  ..." 

And,  of  course,  it  was 
the  widespread  and  not 
unfounded  opinion 

among  Americans  for  a 
long  time  about  the  qual- 
ity of  much  U.S.  auto- 


mobile production  that  compounded  Detroit's  problems. 

General  Motors'  ongoing  campaign — "Nobody  sweats 
the  details  like  GM" — is 
gradually  sinking  in. 
Not  because  of  the  asser- 
tion and  apropos  depic- 
tions, but  because  expe- 
rience and  word  of 
mouth  are  spreading  the 
word  that  the  claim  has 
substance.  Our  car  qual- 
ity has  returned,  along 
with  concernf  or  keeping 
the  far  fewer  jobs  avail- 
able in  making  'em. 
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THE  BRILLIANT  FLOODLIGHTING  OF  THE  RCA  BUILDING 

in  Rockefeller  Center  during  the  holi- 
days reminds  us  anew  what  an  ex- 
traordinarily beautiful  piece  of  archi- 
tecture that  slenderly  soaring  old  De- 
pression-born edifice  is. 

i. 

Over  the  holidays  its  born-again  im- 
pact was  shared  with  the  Center's 
famed  Christmas  tree  at  the  apex  of 
the  walk  of  trumpeting  angels.  Christ- 
mas trees  and  wreaths  and  trumpets 
and  ribbons  appropriately  come  and  go 
with  Christmas. 

But  the  glory  of  the  fabulous  RCA 
Building  will  do  its  uplifting  the 
whole  year  round. 

SAID  DOUGLAS  FAIRBANKS  JR.  TO  SENATOR  JACK  JAVITS 

at  dinner  the  other  night:  "In  paying  a  heartfelt  tribute,  I'll  in  the  dictionary  and  learned  it  means,  'A  myth  of  recent 
refrain  from  calling  you  a  legend,  because  when  someone,  origin. '  You're  a  f  abukms  fact,  Jack,  and  not  of  recent  origin. " 
meaning  to  be  flattering,  said  that  of  me  once,  Ilookeditup        Righton.  irirrlklM     "ft/A^  "Ty^  /  A    f 

EXERTION  NOT  ASSERTION 

makes  things  true. 


KEEPING  IT  SIMPLE 

is  a  complicated  accomplishment. 


BOOKS 


The  Estates  of  Beverly  Hills — by  Charles  Lockwood/Jeff 
Hyland  (Margrant  Publishing,  $100).  A  volume  as  lavishly 
opulent  as  the  "homes"  depicted.  How  and  why  these 
dream  homes  change  hands  is  more  often  sad  than  tawdry. 

Excerpt:  In  1925  Milton  Getz,  vice  president  of  the  Union 
Bank  and  Trust  Co.,  purchased  an  orchard  and  chaparral- 
covered  hillside  near  the  bottom  of  Coldwater  Canyon. 
Two  years  later  Getz  and  his  family  moved  into  their 
Beverly  Hills  estate,  which  was  the  last  word  in  1920s 
residential  elegance.  The  first  floor  boasted  a  50  ft.  long 
living  room,  a  40  ft.  dining  room,  a  library,  a  long  gallery, 
and  a  grand  staircase,  plus  a  60  ft.  ballroom  with  its  own 
lobby  and  cloak  room.  .  .  .  During  the  Depression,  this 
banker  sold  his  home,  reportedly  because  he  had  gone 
bankrupt.  The  property  sat  empty  at  theendofWWII.  Enter 
Marion  Davies.  In  1947,  the  blonde  former  film  star  and 
long-time  companion  of  newspaper  czar  William  Randolph 
Hearst  paid  $120,000  for  the  Getz  estate.  Shortly  thereafter, 
Marion  and  "W.R.,"  as  she  called  him,  moved  in. 


Choice  People — by  A.E. 
Hotchner  (William  Morrow  &  Co., 
$16.95)— is  subtitled  "The  Greats, 
Near-Greats  and  Ingrates  I  Have 
Known,"  and  they  are  a  fascinat- 
ing, mixed  bag  indeed.  Mr. 
Hotchner  set  out  to  know  and  "do" 
a  gamut  of  Famed  Names.  From 
the  extraordinary  rapport  he  so  of- 
ten established,  Hotch  has  well  pinned 


KBOICE 
PEOPLE 


*-lfie  Qreats 

Near-Qtvats. 
amltigmtes 
T  Have  Known 


in  pen  each  of  'em. 


Excerpt:  "Last  night,  the  producer  gave  a  farewell  dinner 
for  the  actors,  the  director,  the  cameramen,  and  other 
people  involved  in  the  Golda  Meir  film,  and  a  good  time 
was  had  by  all.  Afterwards,  I  came  back  here  to  this  quiet, 
empty  apartment,  and  I  suddenly  realized,  this  is  my 
reality  now,  this  is  how  it  is — and  I  felt  drained  and  very 
sad;  the  ending  of  the  film,  I  thought,  was  like  a  death  in 
the  family.  And  standing  here  at  this  window,  looking  out 
at  the  streetlights,  I  started  to  weep.  Isn't  that  strange}  I 
couldn't  stop  crying.  I  have  made  so  many  movies,  you'd 
think  I'd  be  used  to  it  by  now — these  abrupt  endings  to 
something  that  only  yesterday  had  so  much  life  and 
vitality.  But  there  I  was,  weeping  my  heart  out.  People  who 
have  been  so  close  to  me  who  I  will  likely  never  see  again. 
And  maybe — well,  who  knows! — this  may  be  the  last  time 
I  face  my  dear,  old  friend,  the  camera."  Ingrid  Bergman 
died  a  short  time  after  I  saw  her,  and  the  world  mourned 
her  passing,  as  did  I.  In  memoriam,  television  played  many 
of  her  old  movies,  and  I  was  happy  to  realize  that  a  vital 
part  of  her  still  lives. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Ornery  Missiles 

Nuclear  strategists  and  politicians 
have  speculated  glibly  about  "surgical 
first  strikes" — perfectly  timed  salvos 
of  hundreds  of  missiles  that  destroy 
the  other  side's  missiles  in  their  un- 
derground silos.  Engineers  know  bet- 
ter, knowing  how  hard  it  is  to  launch 
a  single  missile  on  time. 

"I'm  always  amazed  when  we 
launch  anything  at  all,"  said  Major 
Ron  Peck  of  the  Air  Force.  He  notes 
that  100  people  monitor  a  rocket,  any 
one  of  whom  can  cancel  the  launch. 
When  controllers  were  less  fussy 
about  their  rockets,  "a  lot  of  them 
blew  up."  Yet  to  execute  a  successful 
first  strike  on  Soviet  missile  fields, 
hundreds  of  missiles  would  have  to  be 
launched  in  perfect  synchrony.  Listen 
to  Major  Peck  again:  "We  had  one 
Minuteman  that  we  tried  to  launch 
every  night  for  a  year." 

This  is  no  comfort  to  the  Russians. 
They  haven't  even  mastered  the  tech- 
nology of  solid-fueled  rockets.  Almost 
all  their  strategic  missiles  are  liquid 
fueled,  as  reliable  as  our  antique  Titan 
missiles,  which  keep  leaking  or  blow- 
ing up  in  their  silos. 

To  understand  why  deterrence  has 
so  far  worked  so  well,  keep  in  mind 
the  orneriness  of  missiles.  Sure,  each 
side  can  butcher  the  other.  But  a  sur- 
gical first  strike,  with  weapons  that 
can  take  a  year  to  launch? 

— New  York  Times  editorial 

You  Can't  Win 

For  35  years,  employees  of  Du 
Pont's  Marshall  Laboratory  in  Phila- 
delphia have  eaten  roast  turkey  at  an 
annual  holiday  lunch  provided  by  the 
company.  But  last  year  some  employ- 
ees complained  that  the  turkey  was 
served  cold.  Management  responded 
by  proposing  to  give  each  worker  a 
$15  certificate  so  employees  could 
buy  their  own  turkeys. 

Not  so  fast,  said  the  Du  Pont  Em- 
ployees Philadelphia  Works  Union. 
The  lunch  is  a  "work  condition,"  and 
work  conditions  can't  be  changed 
without  the  union's  say-so. 

Du  Pont  withdrew  the  certificates, 
and  that  made  some  other  workers 
angry.  Whenever  the  union  president 
walked  by,  they  would  yell  "gobble 
gobble  goo"  at  him. 

Now  Du  Pont  has  decided  to  bring 
back  the  turkey  lunch  and  has  hired  a 


different  caterer  to  prepare  it,  hotter. 
Is  the  union  satisfied?  No.  It  has  filed 
an  unfair  labor  practices  complaint 
for  Du  Pont's  failure  to  negotiate. 

Says  a  company  attorney  of  the  con- 
tretemps: "The  union  has  come  un- 
hinged over  a  minor  matter." 

Says  Joseph  J.  Becker,  president  of 
the  union:  "This  has  set  our  relations 
back  100  years." 

— Wall  Street  Journal 

Billboard  Blues 

What  in  the  world  has  happened  to 
blue  jeans?  The  ads  stare  down  at  you 
from  the  billboards  all  over  town.  He 
loves  her  pants.  She  loves  his  pants. 
There's  an  awful  lot  of  panting  going 
on  in  these  jean  ads. 

— Andrew  A.  Rooney, 

A  Few  Minutes  with  Andy  Rooney 

How  To  Keep  It 

"What  happened  back  there?"  I 
asked  [Frank  Sinatra].  "What  put  the 
skids  on  you?" 

Sinatra's  eyes  snapped  up  at  me. 
"Me,"  he  said.  "I  did  it.  I'm  my  own 
worst  enemy.  My  singing  went  down- 
hill and  I  went  downhill  with  it,  or 
vice  versa — but  nobody  hit  me  in  the 
throat  or  choked  me  with  my  necktie. 
Nobody  who's  successful  sits  back 
and  enjoys  it.  I  found  that  out  the  hard 


way.  You  work  at  it  all  the  time,  even 
harder  than  when  you  were  a  nobody. 
Enjoyment  is  just  a  by-product  of  suc- 
cess— you  get  a  kick  out  of  it,  fine,  but 
the  only  real  fun  in  being  successful  is 
working  hard  at  the  thing  that  brings 
you  the  success." 

— Choice  People,  by  A.E.  Hotchner 


The    biggest    trial    balloon 
since  the  Hindenburg. 

— Representative  James  Jones, 
former  House  Budget  Committee 
Chairman,  commenting  on  the  new  Trea- 
sury Department  tax  reform  package 


Stumping  Rangers 

There  are  some  questions  that 
make  a  ranger's  day.  "What  state  is 
Utah  in? "  is  one  of  them.  (A  very  good 
question,  when  you  think  about  it.) 
Below  are  some  challengers  from  this 
past  park  season,  based  on  a  spot  sur- 
vey of  national  parks. 

"How  many  years  does  it  take  for  a 
deer  to  turn  into  an  elk?" 

"Are  there  any  trails  that  go  up,  but 
don't  come  down?" 

"What  does  that  rock  taste  like?" 

"Are  those  baby  bats?"  (The  answer 
was,  "No,  those  are  flies.") 

"How  long  did  it  take  Walt  Disney 
to  build  this?"  ("This"  was  Carlsbad 
Caverns.) 

"Is  the  whole  cave  underground?" 

"Are  all  the  islands  surrounded  by 
water?" 

— Stu  Stuller,  Outdoor  Life 


'Then  I  realized  I  could  buy  and  sell  him,  so  I  bought  him 
and  sold  him.  And  I  didn't  feel  a  damn  bit  better." 
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THE  RIGHT  CHOKE 

From  personal  to  full  system. 

Canon  copiers  give  you  the  right  features  and 

the  right  performance  at  the  right  price. 


< 
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Canon  NP-150. 

A  Step  Beyond  Basic. 

It's  the  new  standard 
tor  compact 
economy  copiers  Up  to 
15  copies  a  minute,  copies 
as  large  as  11"  x  17",  and 
your  choice  of  black, 
brown  or  blue  copy  color 
Sorter  and  dual  cassette 
options  for  added 
convenience.  Perfect  for 
the  small,  busy  office. 


Canon  NP-155. 

Zoom.  Color.  Value. 
fc>  The  compact  copier  that 
gives  you  a  multiple  choice 
Up  to  15  copies  a  minute 
Your  choice  of  black, 
brown  or  blue  copy  color. 
Plus  a  continuous 
reduction/enlargement 
range  of  65%  up  to  142% 
Big  copier  versatility 
without  a  big  copier  price 
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Canon  NP-250F. 

Simply  the  most  affordable, 
compact,  full  system  copier 
At  27  copies  a  minute 
it  lets  you  do  more 
important  things,  like  work, 
not  make  copies  of  your 
work.  Document  feeder  is 
standard  Options  include 
automatic  document  feeder, 
sorter,  and  2,000  sheet 
paper  deck  And  it  lets  you 
copy  in  black,  brown  or  blue. 


orpiue. 
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Canon 
NP-270F. 

The  full-system 
compact  that 
lets  you  copy 
in  black,  brown  or 
blue.  Makes  up  to 
27  copies  a  minute 
Reduces.  Enlarges. 
Feeds  with 
standard  document 
feeder  Or  optional  automatic 
document  feeder  Handles 
even  big  copy  jobs. 
With  optional  sorter  And 
optional  2,000  sheet 
paper  deck  All  in  a  copier 
that  lets  you  communicate 
in  color  at  a  price  that  stil 
keeps  you  in  the  black 
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Canon 
NP-350F. 

The  copier  with 
the  calculating 

mind.  An  "intelligent" 
copier  that  gives 
you  zoom  reduction/ 
enlargement  (64% 
to  121%)  and  more. 
Built-in  logic  to 
*  *         compute  zoom  ratios. 
A  memory  to  store  zoom  settings. 
Automatic  two-page  separation. 
Up  to  30  copies  a  minute  in 
black,  brown  or  blue.  Standard 
document  feeder.  Optional 
automatic  document  feeder, 
sorter,  and  2,000  sheet  paper 
deck.  Truly  the  "smart"  choice 
among  full-system  compacts 
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Canon 
NP-400AF. 

The  compact 
system  copier 
that  stacks  even 
more  in  your 
favor  With 
convenient 
automatic 
document 
feeding.  Reduction, 
Enlargement  Optional 
2,000  sheet  paper  deck 
Optional  sorter  And 
a  copy  speed  of  up  to 
40  letter-size  a  minute. 
All  in  a  copier  that 
takes  a  lot  off  your 
hands,  without  taking 
a  lot  out  of  your  pocket 
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Canon 
NP-500AF. 

The  Fastback. 

Canon's  fastest 

system  copier. 

Fast  as  50  copies 

a  minute. 

Copies  in  black, 

brown  or  blue 
^^^    Has  automatic 
document  feeder 
Reduces  Enlarges. 
Collates  with  optional 
sorter.  Automatic 
exposure  keeps  copies 
perfect  every  time. 
Optional  2,000  sheet 
paper  deck  keeps 
copies  coming 
Nothing  in  its  class 
comes  close. 
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Canon  PC-10/20/25 

Personal  Cartridge 
Copying,  Plain  an_d 
Simple.  An  exclusive 
replaceable  cartridge 
system  makes  Canon  PC 
copiers  virtually  service- 
free.  PC  cartridges  come 
in  six  toner  colors  black, 
brown,  blue,  red,  green, 
and  light  blue. 

The  PC-JO  is  simple, 
personal,  and  very 
affordable. 

The  PC-20  gives  you 

convenient  automatic 
paper  feeding  Lets  you 
make  up  to  8  copies  a 
minute 

The  PC-25  reduces, 
enlarges,  and  makes 
legal-size  copies,  too! 
Originals  can  be  any  size 
up  to  10"  x  14" 
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Canon  FAX. 

Bring  your  business  up  to 
speed  with  Canon  fac- 
similes  They're  fast,  ver- 
satile, affordable,  and 
compatible. 

The  FAX-31  offers  fea- 
tures found  on  units 
costing  much  more.  It's 
compatible  with  G2  and 
many  earlier  systems. 

The  FAX-330  and 
FAX-320E  represent  the 
latest  in  digital  technology 
Both  are  fast,  full-featured, 
and  G3/G2  compatible 
The  FAX-320E  can  even 
reduce  and  enlarge  your 
originals. 

The  FAX- 510  gives  you 
17-second  digital  per- 
formance and  wide  com- 
patibility with  other 
systems  at  an  i 
edly  low  price 


other 

i  unexpect-  I 

uw/ki 


Canon 

Canon  U.S.A.,  Inc.,  Copier  Products  Division 

One  Canon  Plaza,  Lake  Success.  New  York  11042 


©  1984  Canon  U  S  A    In. 
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Graphite,  with  the  long-sought  properties  of  both  strength  and  lightness,  is 

revolutionizing  aircraft  manufacturing.  Northrop  Corporation  was  the 

first  to  apply  graphite  composites  to  high  performance  aircraft. 

Now,  for  the  United  States  Air  Force,  Northrop  is  automating  the  manufacture  of  graphite 

composites.  To  raise  aircraft  performance,  increase  durability,  and  reduce  costs. 

NORTHROP 

Making  advanced  technology  work 

1840  Century  Park  East,  Los  Angeles,  CA  USA  90067-2199 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WHY  IS  THE  DOLLAR  SO  HIGH? 


The  answer  is  simple:  There  is  a  worldwide  shortage  of 
them,  a  shortage  that  could  cause  the  economy  and  the 
stock  market  considerable  grief. 

Most  American  economic  authorities  share  two  critical 
blind  spots  when  it  comes  to  this  whole  area  of  the  dollar 
and  U.S.  monetary  policy. 

First,  economists  have  not  fully  grasped  the  fact  that  the 
greenback  is  an  international  currency  used  to  transact  the 
bulk  of  global  trade.  Despite  the  existence  of  hundreds  of 
billions  of  dollars  overseas,  they  continue  to  focus  on 
domestic  yardsticks — money  supply,  bank  reserves,  etc. — 
when  trying  to  determine  whether  existing  dollar  credit  is 
sufficient  or  insufficient. 

The  Sky  Didn't  Fall 

In  the  summer  of  1983,  for  example,  money  supply 
numbers  in  the  U.S.  began  to  surge.  Economists,  led  by 
Nobel  Prize  winner  Milton  Friedman,  warned  hysterically 
that  inflation  was  just  around  the  corner.  What  actually 
was  happening  was  that  billions  of  greenbacks  deposited 
in  Europe  had  begun  to  find  their  way  back  to  the  U.S. 
banking  system,  a  result  of  OPEC's  drawing  down  money 
because  of  falling  oil  prices.  The  worldwide  supply  of 
dollars  hadn't  changed.  Where  they  resided  had. 

Second,  these  experts  pay  too  much  attention  to  the 
supply  of  money,  overlooking  the  critical  role  of  demand. 
Demand  for  dollars — or  any  other  currency,  for  that  mat- 
ter— doesn't  remain  constant. 

In  the  late  1970s,  for  political  and  economic  reasons,  no 
one  wanted  dollars  no  matter  what  the  money  supply 
numbers  said.  Today,  the  environment  is  different,  and 
foreigners  can't  get  enough  of  them. 

A  more  spectacular  example:  When  Germany  abruptly 
ended  its  hyperinflation  in  late  1923,  the  money  supply 
multiplied  severalfold  over  the  next  12  months.  People  no 
longer  regarded  the  currency  as  a  worthless  hot  potato. 
Demand  for  it  soared. 

Such  a  basic  oversight  would  be  catastrophic  for  any- 
one in  business  (demand  for  autos  doesn't  always  stay 
the  same),   but  it  is  common  among  economists  and 


central  banks  like  the  Federal  Reserve. 

According  to  economists'  blackboard  and  black  box  cal- 
culations, the  Fed  has  eased  significantly.  But  the  demand 
for  dollars  in  the  marketplace  continues  to  exceed  supply. 
Two  unmistakable  symptoms:  the  strong  dollar  on  the 
foreign  exchange  markets  and  the  continuing,  across-the- 
board  fall  of  commodity  prices.  People  don't  liquidate 
commodities  like  this  unless  dollars  are  needed.  Ditto 
exchanging  sound  currencies  like  the  yen  and  Swiss  francs 
for  greenies. 

How  could  there  be  a  dollar  shortage  if  interest  rates 
have  moved  down?  Because  inflation  has  moved  down 
even  more.  In  real  terms,  rates  are  catastrophically  high  by 
historic  standards. 

Where  do  the  trade  and  budget  deficits  fit  in?  Both  are 
partially  results  of  this  dollar  shortage. 

If  the  Federal  Reserve  had  not  been  so  tightfisted,  the 
economy  would  have  continued  growing  at  a  vigorous 
pace,  and,  as  a  consequence,  last  year's  budget  shortfall 
would  have  been  $40  billion  to  $50  billion  less.  If  the 
dollar  were  more  realistically  valued,  the  merchandise 
trade  deficit  would  be  smaller. 

Don't  be  misled  by  signs  here  and  there  of  a  reviving 
economy  from  last  summer's  slowdown.  The  same  thing 
happened  in  early  1982,  but  the  Fed  didn't  ease  up  and  the 
nascent  recovery  was  killed. 

Better  Times  Ahead 

Will  Volcker  and  the  Fed  make  the  same  mistake  again? 
This  writer,  operating  only  on  hunch,  is  betting  that  the 
answer  will  be  no,  that  in  the  next  90  days  the  central  bank 
will  ease  sufficiently  for  the  economy  to  get  back  on  track 
during  the  second  half  of  this  year.  If  correct,  the  stock 
market  will  boom  in  anticipation  of  better  times. 

In  any  event,  the  cost  of  borrowing  will  be  coming  down 
further.  The  only  question  is  whether  this  will  be  the 
result  of  a  contracting  economy  or  because  the  Fed  lets  up 
sufficiently  for  the  economy  to  resume  the  robust,  non- 
inflationary  growth  it  experienced  in  1983  and  the  first 
half  of  1984. 
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What  makes  Morgan 

the  most  innovative  bank 

in  both  the  Eurobond 

and  syndicated  loan  markets 


When  Euromoney  magazine  asked  the 
leading  participants  in  the  world's  capital 
markets  which  bank  is  the  most  innova- 
tive in  the  international  bond  and  syndi- 
cated loan  markets— "the  best  house  for 
introducing  successful  new  techniques"— 
Morgan  ranked  first  in  both  areas. 

"Morgan  is  a  corporate  finance-driven 
merchant  bank,  (which)  may  explain 
some  of  its  inventiveness,"  Euromoney 
wrote  in  its  commentary  on  the  poll  re- 
sults. "It  tends  to  see  the  securities  busi- 
ness from  a  company's  point  of  view;  its 
corporate  finance  officers  estimate  how 
the  bank's  fbrex,  swap  and  Eurobond  capa- 
bilities can  minimize  costs  and  meet  the 
particular  needs  of  the  client  company." 

Morgan  has  earned  this  recognition  by 
putting  our  uniquely  comprehensive  set 
of  capabilities  to  work  for  the  long-term 
interests  of  our  clients. 

□  As  a  major  participant  in  the  capital, 
credit,  and  local  currency  markets,  as 
well  as  in  worldwide  foreign  exchange, 
government  bond,  and  bullion  markets, 
we  have  exceptional  opportunities  for 
exploiting  intermarket  arbitrage  for  the 
benefit  of  our  clients  in  innovative  ways. 

□  Morgan  is  the  leading  counterparty 
that  can  act  with  equal  proficiency  as 
either  principal  or  agent  in  rate  and  cur- 
rency swap  transactions.  Our  especially 
strong  capital  position,  reflected  in  our 


The  Euromoney  Poll 

"Which  bank  is  the 

most  innovative  in  terms  of 

new  instruments  and  pricing?"* 


Eurobonds 

Rank 

Votes 

1 

Morgan  Guaranty 

96 

2 

Credit  Suisse  First  Boston 

71 

3 

Salomon  Brothers 

62 

4 

Merrill  Lvnch 

47 

5 

Morgan  Stanley 

24 

6 

Orion  Royal 

Swiss  Bank  Corporation 

8 
8 

8 

Manufacturers  Hanover 

6 

9 

Citibank 

Morgan  Grenfell 

Samuel  Montagu 

Smith  Barney,  Harris  Upham 

5 
5 
5 
5 

Syndicated  Loans 

1 

Morgan  Guaranty 

48 

2 

(  itibank 

45 

3 

Chase  Manhattan 

27 

4 

Samuel  Montagu 

15 

5 

Credit  Suisse  First  Boston 

11 

6 

Bankers  Trust 

9 

7 

Merrill  Lvnch 

6 

8 

Bank  of  America 
Manufacturers  Hanover 

5 

5 

10 

Chemical  Bank 

Lloyds  Bank  International 

4 
4 

"Asked  of  managers  in  the  international  bond  and  syndi- 
cated loan  markets. 
Source  Euromoney,  October  1984 


AAA/Aaa  credit  ratings,  enhances  our  role 
as  principal  and  can  reduce  client  costs 
and  risks  in  each  swap  we  arrange. 

□  Because  Morgan  concentrates  on 
the  international  capital  markets,  we  can 
devote  all  our  worldwide  resources  to  pro- 

The  Morgan  Bank 


viding  superior  service  in  these  markets 
to  our  clients. 

A  recent  example  of  Morgan  innovation: 

For  a  $500  million  Kingdom  of  Sweden 
floating-rate  note  issue,  our  Eurobond  un- 
derwriting subsidiary,  Morgan  Guaranty 
Ltd,  proposed  the  first  U.S.  Treasury-style 
auction  in  the  international  capital  mar- 
kets, then  committed  to  place  a  competi- 
tive bid  for  the  entire  issue.  The  package 
gave  Sweden  the  lowest  cost  related  to  the 
London  Inter-Bank  Deposit  Bid  Rate  ever 
achieved  in  the  Eurodollar  floating-rate 
note  market.  Its  success  led  to  a  second 
Swedish  auction  issue,  for  $700  million. 

Other  recent  examples:  profitable 
Deutschemark  defeasance  transactions 
for  three  major  U.S.  issuers,  and  zero- 
coupon  Eurobond  issues  which  we 
swapped  into  floating-rate  funding  for 
Electricite  de  France,  Nordic  Investment 
Bank,  and  Swedish  Export  Credit. 

Measure  our  performance.  Let  us  com- 
pete for  your  mandate.  You'll  find  we  deliv- 
er imaginative,  cost-effective  services  in 
the  capital  markets  with  the  same  high 
quality  and  skill  that  have  long  been  hall- 
marks of  all  Morgan  banking  business. 

Morgan  Guaranty  Ltd,  30  Throgmorton 
Street,  London  EC2N  2DT 
Morgan  Guaranty  Trust  Company,  23  Wall 
Street,  New  York,  NY  10015 
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Whaf  s  Ahead  for  Business 


Sleight 
of  hand 


They  can't 

spend  it  all 

anyway 


So  where 
can  they  cut? 


INDEFENSIBLE  TRICKS 

Most  of  Defense  Secretary  Weinberger's  proffered  $8.7  billion 
"cut"  in  defense  spending — from  a  total  of  $286  billion  for  fiscal 
1986 — is  illusory. 

Part  of  the  alleged  savings  comes  from  the  proposed  5%  pay  cut  for 
Defense  Department  civilian  employees,  a  cut  that  may  be  pure  fiction 
if,  as  expected,  Congress  blocks  it. 

More  comes  from  juggling  the  timing  of  the  1986  pay  increase  for 
military  personnel,  a  mere  numbers  game  that  shifts  part  of  the  dollar 
total  into  fiscal  1985. 

The  Defense  Department  is  counting  on  another  $2.5  billion  to  be 
"saved"  from  some  unspecified  place  out  of  a  total  equipment  budget 
of  $90  billion.  Every  real  world  manager  knows  that  achieving  cuts  so 
small — 3% — can  hardly  be  called  painful. 

It's  been  little  remarked  upon,  but  the  military  couldn't  spend  all 
the  money  allocated  to  it  in  fiscal  1984  (ended  last  October).  Actual 
outlays  came  to  $220  billion,  4.5%  less  than  approved. 

The  big  factor  is  low  inflation.  For  the  first  time  in  years,  points  out 
New  York  economist  Howard  Sharpe,  inflation  in  defense  spending  is 
down,  close  to  the  level  in  the  economy  in  general. 

Fuel  prices  dropped  and  the  strong  dollar  cut  the  cost  of  foreign 
operations.  As  production  rates  increase,  costs  are  down  on  some  big- 
spending  programs  (the  M-l  tank,  cruise  missiles,  even  the  FT 8).  Low 
inflation  also  reduces  the  predicted  costs  of  major  programs.  Example: 
The  C-5B  transport  program,  usually  price-tagged  at  $6.5  billion,  will 
now  cost  nearly  $500  million  less  than  that. 

The  low  inflation  bonus  does,  however,  have  limits.  A  pay  increase  for 
servicemen,  deferred  last  fall,  will  appear  this  quarter.  Costly  programs 
like  the  B-1B  bomber  are  about  to  be  reflected  in  the  figures. 

But  apart  from  the  MX  missile  (to  be  voted  on  in  April),  don't  expect 
major  equipment  programs  to  suffer  much.  Contracts  like  that  for  the 
B-1B  bomber  include  cancelation  costs,  precisely  to  discourage  cancel- 
ation). And  stretching  programs  over  more  years  only  adds  to  costs. 

Just  13%  of  the  money  for  equipment,  in  any  case,  is  actually  spent 
during  the  year  it  is  budgeted.  Congressional  attacks  will,  therefore, 
center  on  items  with  a  high  first-year  outlay — pay  (97% ),  maintenance 
(80% )  and  R&D  (56% ).  The  Star  Wars  program  (a  proposed  $4  billion  to 
be  spent  in  fiscal  1986)  is  vulnerable. 

A  proposal  the  military  will  hate:  Retired  service  personnel  now  get  an 
inflation-proof  pension  (annual  cost  in  fiscal  1986,  $18  billion),  three- 
quarters  of  it  going  to  healthy  people  under  65.  Enlisted  men,  often  less 
qualified  for  civilian  work,  average  $8,000  to  $9,000.  But  20-year 
officers,  much  better  educated,  mostly  at  taxpayer  expense  (and  many 
take  defense  industry  jobs  on  leaving  the  service),  collect  pensions 
averaging  $22,000  a  year  immediately  on  retirement.  Make  'em  wait? 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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Not  going  down  easily.  The  economic  recovery  still  ap- 
pears to  be  cooling  down,  but  the  Forbes  Index  broke  away 
from  its  downward  course  and  registered  a  0.2%  rise  in  the 
latest  reporting  period.  Most  recent  figures  for  manufactur- 
ers' new  orders  show  a  7.8%  month-to-month  increase. 
Meanwhile,  inventories  are  down  0. 1  %  from  the  previous 
month.  The  favorable  relationship  between  the  most 


recent  monthly  figure  for  inventories  and  the  three-month 
total  for  new  orders  helped  push  up  the  Forbes  Index. 

Good  news  also  comes  from  the  inflation  front.  The 
overall  Consumer  Price  Index  shows  virtually  no  change 
from  the  previous  month.  And  the  services  component  of 
the  CPI  shows  a  monthly  rise  of  less  than  0.1%,  or  only 
0.6%  on  an  annualized  basis. 


The  Forbes  Index  Components 


The  FORBES  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  FORBES  monjtors  ten 
series  of  U.S.  government  data.  The  last  13  months'  data 
for  each  series  is  presented  at  right. 
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A  MAN  AND  HIS  CIGAR. 

The  man:  Ronald  O.  Perelman, 
Chairman,Technicolor,  Inc. 

The  cigar:  Don  Diego. 


CHEVROLET  LRUnCHES  THE  REUJ-SIZE  ASTRO 


IT 


It  was  inevitable.  Chevy's 
new-size  van  would  stand 
out  in  cargo  room,  comfort, 
power  and  more*  Compare 
Astro  to  Dodge  Mini  Ram 
Van  in  the  chart  at  the  right 
and  see  for  yourself.  Chevy 
Astro  is  a  dramatic  break- 
through in  transportation, 
available  as  a  cargo  or  a 
passenger  van. 


VORTEC 


POWER 


The  only  available  V6  in  its 
class:  Vortec  V6.  Swirl-port 
induction  helps  pump  out 
power  that  rivals  a  V8— a 
mighty  145  SAE  net  horses 


and  225  Ib.-ft.  of  torque. 
Dodge  Mini  Ram  Van 
doesn't  come  close  to  this 
kind  of  hardworking  muscle. 
On  Astro,  all  routine  engine 
maintenance  can  be  done 
from  outside  the  van. 
Highest  towing  capacity 
available  in  a  new-size  van. 
Rear  drive  and  the  avail- 
able Vortec  V6  help  give 
Astro  class-winning  towing 


power.  Properly  equipped, 
Chevy  Astro  can  tow  up  to 
5,000  lbs.,  including  cargo 
and  trailer.  That's  up  to 
3,000  lbs.  more  than  a  front- 
drive  Dodge  Mini  Ram  Van. 
More  cargo  room  than  any 
front-wheel-drive  van.  Over 
150  cu.  ft.,  21%  more  than 
in  a  Dodge  Mini  Ram  Van. 
The  biggest  side  and  rear 
door  openings  in  Astros 


Chevy 
Astro 

Oodg 
Mini  R 
Van 

Overall  Length 

176.8" 

175.9 

Cargo  Floor  Length 
Overall  Width 

88.9" 
770" 

81.8' 
69.6 

Width  Between 
Wheelhousings 

51.6" 

492 

Side  Door 
Opening  Width 
Opening  Height 

34.5" 
44.5" 

30  5 
44.0 

Rear  Door 
Opening  Width 
Opening  Height 

57.0" 
447" 

500 
39.0 

Maximum  Payload 
Available 

1,700  lbs. 
(Net) 

1.700  I 
(Gros 

Payload  Reduced 
by  Weight  ot 
Optional  Equipment 

No 

Yes 

Cargo  Volume 

151.1 

cu.  ft. 

133 

cu.  f 

Available  V6 

Yes 

No 

Maximum  Towing 
Capacity  Available 

5,000  lbs. 

2,000 

Rear  Doors 

Swing-Out  One-Pi 
Panel      Litt-G 

Rear  Step  Bumper 

Yes 

No 

Drive  System 

Rear 

Fror 
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ss  also  make  all  that 
im  and  flat  load  floor 
fier  to  use.  And  Astros 
ing-out  rear  doors  let 
i  haul  long  ladders  on 
I  And  still  open  up  the 
>m  inside. 

west  drag  coefficient 
jr  achieved  in  a  van.  The 
ne  as  a  Porsche  928S,  a 
)er-slippery  .38.  That 
y  be  hard  to  believe 
til  you  test  drive  a  Chevy 
iro.  Its  flush  mounted 
ss,  door  handles  and 
xealed  drip  moldings 
rk  with  Astros  computer- 
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aided  design  to  slice  the  air 
like  no  other  van  ever  built. 
Why  settle  for  less?  A 
Chevy  Astro  driver  com- 
mands an  advanced  world 
of  features  other  new-size 


vans  don't  have.  Buckling 
up  behind  its  cockpit  instru- 
mentation is  the  start  of  an 
adventure  that  works. 

*AII  comparisons  exclude  other 
GM  products. 
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CHEVY  ASTRO  CARGO  VAN 


BREAKTHROUGH: 

TAKE  THE  HEADACHES  OUT 
OF  HIGH  ALTITUDES. 

Planes  going  a  long  distance  fly  at  high  altitudes 
to  conserve  fuel.  But  at  those  altitudes,  some  oxygen 
atoms  cluster  together  in  threes  to  form  ozone  that 
can  give  passengers  headaches  and  respiratory 
problems. 

Our  engineers  reasoned  that  it  is  easier  to  pull 
the  ozone  apart  than  to  build  heavy  filters  to  keep 
it  out.  A  concept  was  developed  using  catalytic 
screens  in  the  air  ducts  to  attract  the  ozone  for  an 
instant  as  it  passes,  allowing  the  atoms  to  reform 
as  oxygen  and  literally  turning  a  noxious  gas  into  a 
breath  of  fresh  air. 

We're  creating  breakthroughs  not  only  in  airline 
travel,  but  in  space  manufacturing,  information 
systems,  and  helicopter  design  and  production. 

We're  McDonnell  Douglas. 


Material  used  is  Deoxo 
catalyst  substrate  ozone  abater 
manufactured  by  Englehard  Corporation 
Specialty  Chemicals  Division. 
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Forbes 


Electric  utilities  as  potential  takeover  tar- 
gets? It  sounds  weird  only  until  you  see  the 
amount  of  excess  cashflow  some  of  them 
will  soon  be  generating. 


Many  happy 
returns 


By  James  Cook 


ood'Gam  ma -liaison 


FPL  Group  President  Marshall  McDonald 

For  widows  and  orphans,  some  lower-risk  diversification. 


"If  a  year  or  two  ago  somebody  had 
said  the  utilities  were  an  industry 
subject  to  takeover,  I'd  have  asked 
what  they  were  smoking,"  says  Mar- 
shall McDonald,  president  and  chief 
executive  of  Miami's  newly  formed 
FPL  Group,  Inc.  "Now  I'm  not  so  sure. 
There  may  be  utilities  in  the  North 
and  elsewhere  that  have  become,  in 
the  classic  sense,  cash  cows  (see  table, 
p.  32].  They've  got  decreasing  demand 
and  great  overcapacity." 

McDonald  doesn't  consider  the  FPL 
Group  vulnerable.  But  just  to  be  sure, 
he  worked  some  antitakeover  provi- 
sions into  the  Dec.  31,  1984  scheme 
that  converts  Florida  Power  &  Light 
into  a  subsidiary  of  the  holding  com- 
pany called  FPL  Group.  McDonald  is 
frank  to  admit  that  over  the  next  few 
years  FP&L  will  be  generating  more 
cash  than  it  knows  what  to  do  with, 
just  like  those  emerging  cash  cows  to 
the  north. 

The  problem,  if  that  is  the  word,  is 
that  the  utility  industry's  present 
construction  program  is  winding 
down.  As  it  does,  the  companies 
won't  have  to  plow  back  anywhere 
near  so  much  of  their  earnings  into 
the  business  as  they  did  in  the  past. 
FP&L's  capital  outlay  peaked  at  $930 
million  in  1982  and  has  since  dropped 
to  $721  million.  McDonald  expects  it 
to  stay  around  that  level  over  the  next 
several  years. 

There's  an  even  bigger  cash  kicker. 
As  that  new  plant  finally  goes  into 
operation,  noncash  earnings  imputed 
to  funds  invested  in  construction  are 
replaced  with  cash  earnings  produced 
by  the  actual  operating  facilities.  In 
the  year  ended  September,  for  in- 
stance, FP&L  earned  $277  million, 
about  what  it  did  in  1983.  But  in  1983 
only  $136  million  of  that  was  in  cash, 
vs.  $218  million  last  year.  Result: 
FP&L's  cash  holdings  rose  from  $5.4 
million  to  $133  million  in  a  year  and 
are  likely  to  go  on  rising. 

No  surprise,  then,  that  FP&L's 
strategy  these  days  is  to  invest  as  lit- 
tle as  possible  in  new  utility  plant  and 
equipment.  In  the  Seventies  Mc- 
Donald was  quick  to  cut  FP&L's  con- 
struction program  in  line  with  its  fal- 
tering demand,  so  that  today  FP&L's 
own  capacity  is  barely  large  enough  to 
meet  its  customers'  present  needs. 
Yet,  despite  steady  increase  in  de- 
mand in  prospect  over  the  next  few 
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A  herd  of  cash  cows? 

As  the  utility  industry's  construction  program  winds 
down,  many  companies  are  beginning  to  generate  more 
cash  than  they  can  use  in  their  present  construction 
programs.  Some  may  increase  their  dividends  as  a  re- 
sult, some  diversify  into  other  things,  and  some  con- 

ceivably  even  become  takeover  targets.  The  table  be- 
low, based  on  estimates  made  by  Salomon  Brothers, 
details  how  excess  cash  is  beginning  to  build  up  in  some 
of  the  larger  utility  companies.  The  companies  are  gen- 
erating excess  cash  when  the  ratio  is  better  than  1-to-l. 

Company 

1984 
construct                              cash/ 
cost              cash*         construct 

1985 
construct                              cash/ 

cost              cash*         construct 
(millions) ratio 

1986 
construct                              cash/ 

cost              cash*         construct 
(millions) ratio 

Boston  Edison 

$187               $170               0.91 

$118              $170              1.44 

$151              $170               1.13 

Carolina  Power  &  Light 

704                 220               0.31 

511                 313              0.61 

436               534               1.22 

Consumers  Power 

600                 240               0.40 

175                225              1.29 

150               225               1.50 

Delmarva  Power  &  Light 

80                 122               1.52 

69                 117              1.70 

83                114               1.37 

Detroit  Edison 

696                   90               0.13 

387                392              1.01 

211                561               2.66 

Duke  Power 

560                 617               1.10 

626                664              1.06 

600               733               1.22 

Gulf  States  Utilities 

408                   81               0.20 

322                   81              0.25 

252               504               2.00 

Illinois  Power 

434                   89               0.21 

333                  68              0.20 

170                180               1.06 

Northeast  Utilities 

517                 280               0.54 

490                 159              0.32 

239               388               1.62 

Oklahoma  Gas  &  Electric 

138                 111               0.80 

141                 128              0.91 

127                140               1.10 

Pacific  Gas  &  Electric 

1,638              1,060               0.65 

1,747              1,229              0.70 

1,587             1,726               1.09 

PacifiCorp 

355                 434               1.22 

370                391              1.06 

302              538              1.78 

Pennsylvania  Power  &  Light 

387                 107               0.28 

293                376              1.28 

292               460               1.58 

Portland  General  Electric 

97                 190               1.96 

121                 194              1.60 

136                190               1.40 

San  Diego  Gas  &  Electric 

248                 160               0.65 

242                228              0.94 

247               306               1.23 

Scana 

266                 168               0.63 

111                 164              1.48 

116                158               1.36 

Wisconsin  Electric  Power 

146                 202               1.38 

177                 118              0.67 

138                187               1.36 

The  figures  exclude  allowance  for  funds  used  during  construction  (AFl'DC) 

— — — — ■ — 

Source  Salomon  Brothers. 

years,  it  has  no  intention  of  building 
new  capacity.  Instead,  it  expects  to 
ride  on  the  excess  capacity  its  neigh- 
boring utilities  have  been  bringing  in 
all  over  the  South.  FP&L  has  a  20% 
interest  in  a  550-megawatt  project 
Jacksonville  Electric  will  bring  on  in 
1987  and  1988.  It  has  already  arranged 
to  buy  power  under  a  long-term  con- 
tract from  the  Southern  Co.,  at  less 
cost  than  if  it  had  built  a  new  plant  of 
its  own.  With  such  outside  resources 
available,  FP&.L  may  not  have  to  be- 
gin thinking  of  building  any  new  gen- 
erating capacity  until  after  1990. 

So  FP&.L  has  neither  the  need  to 
invest  as  much  as  before  nor  as  much 
incentive  to  do  so.  A  year  or  so  back, 
when  FP&.L  asked  for  a  $335  million 
rate  increase,  the  Florida  Public  Ser- 
vice Commission  allowed  it  only  $81 
million.  That  seemed  to  indicate 
which  way  the  wind  was  blowing.  As 
FP&L  President  John  Hudiburg  com- 
plains, "The  commission  has  demon- 
strated that  they  allow  increases  that 
recover  only  part  of  cur  higher  costs. 
With  this  scenario,  the  prospects  for 
adequate  earnings  for  our  sharehold- 
ers are  quite  difficult  to  achieve." 

That,  in  the  en  McDonald 

turned  FP&L  into  a  holding  company. 
If  you  can't  generate  adequate  earn- 
ings in  the  power  business,  you  sensi- 


bly try  to  generate  them  elsewhere, 
outside  the  utility  business,  exempt 
from  both  state  and  federal  regula- 
tion. Why  not?  Regulation  drove  the 
railroads  and  natural  gas  companies 
to  diversify  years  ago.  Why  shouldn't 
electric  utilities  follow  suit? 

Diversifying  won't  impair  FP&L's 
utility  operations  at  all,  McDonald 
maintains.  Insofar  as  it  strengthens 
the  company  overall,  it  should  enable 
the  utility  to  borrow  money  on  a  more 
favorable  basis.  Nevertheless,  he  is 
uneasy  about  how  the  Florida  PSC 
will  take  to  the  idea.  Outside  an  ini- 
tial $200  million  (and  maybe  $75  mil- 
lion a  year  in  proceeds  from  the  com- 
pany's dividend  investment  plan), 
McDonald  is  evasive  about  just  how 
much  the  holding  company  plans  to 
invest.  He's  a  lot  more  forthcoming 
about  his  investment  objectives — to 
earn  at  least  2  points  more  than  the 
15.6%  return  FP&X  is  allowed  to  earn 
on  its  investment,  never  mind  the 
12.4%  it  actually  does  earn. 

At  this  point,  McDonald  expects  to 
diversify  into  businesses  where  FPL 
can  put  into  use  some  of  the  service 
and  real  estate  skills  it  already  has: 
industrial  and  commercial  real  estate 
development  (including  housing  for 
senior  citizens),  cable  television,  cen- 
tral station  security  and  medical  alert 


services  for  the  elderly.  He  hopes  to 
make  his  first  move  before  the  end  of 
1985.  He  expects  FPL  will  be  generat- 
ing between  15%  and  20%  of  its  earn- 
ings from  nonutility  operations  by 
2000.  If  his  plans  pay  off,  the  effect 
should  be  visible  long  before  that.  A 
17%  return  on  even  that  initial  $200 
million  investment  would  produce 
$3.4  million,  or  6  cents  a  share. 

That  sounds  pretty  promising.  But 
what  if  the  regulators  should  decide 
they  could  justify  holding  rates  down 
because  the  company  now  had  other 
sources  of  income?  Isn't  the  company 
worried  that  FPL  will  be  accused  of 
disinvesting  in  an  essential  public  ser- 
vice, just  as  the  railroads  and  natural 
gas  companies  were  before  it? 

"A  stockholder  raised  that  question 
at  the  special  shareholders  meeting," 
McDonald  says.  "She  said  she  had 
bought  stock  in  a  utility  that  hadn't 
any  risk,  and  now  we  were  going  to 
spend  its  money  on  risky  activities. 
My  answer  was  that,  since  1970,  this 
has  turned  from  a  widows'  and  or- 
phans' industry  into  one  of  the  high- 
est-risk industries  there  is,  so  high  a 
risk  that  some  of  our  sister  companies 
may  even  go  bankrupt.  In  my  opinion, 
I'm  making  it  a  less  risky  investment 
by  diversifying  than  it's  been  for  quite 
a  while."  ■ 
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The  good  news  is  that  the  U.S.  has  an 
enormous  net  worth — $13  trillion.  The 
bad  news  is  that  the  national  net  worth  has 
been  flat  for  five  years. 

A  nation  of 
spendthrifts 


By  William  Baldwin 


How  rich  is  the  U.S.?  Very. 
The  national  net  worth — the 
sum  value  of  all  buildings, 
roads,  bridges,  land,  factories,  ma- 
chines, inventories,  cars,  dishwash- 
ers, patents  and  other  useful  assets — 
comes  to  a  stately  $13  trillion. 


But  economists  care  more  about 
changes  in  the  national  wealth  than 
the  total  aS  such.  And  the  changes  are 
not  for  the  good.  In  1981  and  1982, 
after  inflation  is  subtracted,  national 
wealth  declined.  Says  John  Shoven,  an 
economics  professor  at  Stanford: 
"We're  consuming  all  our  output."  In 
effect,  we  dipped  into  capital. 

How  can  that  be?  Aren't  invest- 
ment incentives  the  preoccupation  of 
politicians  these  days?  Tax  incentives 
for  saving  are  working,  in  some  de- 
gree, but  they  are  being  undone  by  the 
federal  deficit.  Almost  as  fast  as  indi- 
viduals save,  the  federal  government 
dissaves  by  paying  its  bills  with  Trea- 
sury securities.  "The  private  sector  is 
saving,"  says  Shoven,  "but  the  way 
they're  saving  is  to  buy  pieces  of  paper 
that  the  government  prints  up." 

The  balance  sheet  on  this  page 
doesn't  look  bad,  to  be  sure.  This  led- 
ger of  national  assets  and  liabilities  is 
based  on  Federal  Reserve  Board  fig- 
ures for  December  1983.  Forbes  made 
some  modifications  that  raised  the 
net  worth  slightly  (the  Fed,  for  exam- 
ple, does  not  include  government 
property)   and   then   divided   by   the 


It's  nice  to  be  rich 

Break  down  the  nation's  $13  trillion  net  worth  and  you 
find  surprising  prosperity.  The  "average"  household,  for 
example,  has  $26,000  in  the  bank.  This  balance  sheet 
reflects  Federal  Reserve  Board  national-wealth  estimates 
as  of  December  1983,  divided  by  the  84  million  households 
in  the  U.S.  It  consolidates,  with  items  traditionally  attrib- 


uted to  households,  assets  and  liabilities  that  the  citizens 
own  or  owe  through  their  government.  Forbes  made  some 
adjustments.  Government  property  (land,  oil,  bridges,  etc.) 
was  added,  and  stocks  are  valued  at  market  rather  than  the 
higher  Fed  figure  based  on  replacement  cost  of  corporate 
property.  These  adjustments  raised  national  net  worth 
13%  overall.  Figures  for  unfunded  pension  liability  also 
come  from  private  economists. 
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number  of  households,  84  million. 
The  country's  net  worth  comes  to  an 
impressive  $154,000  per  household. 

In  this  context  the  national  and  lo- 
cal government  debt,  $1.1  trillion  or 
$13,500  per  family,  looks  manage- 
able. Most  government  debt,  more- 
over, is  money  we  owe  ourselves. 
(Foreigners  own  some  Treasury  secur- 
ities, but,  on  balance,  Americans  still 
own  more  foreign  assets  than  the  re- 
verse.) The  net  worth  is  what  is  left 
after  all  the  netting  out  of  cross  own- 
erships. The  Treasury  bond  that  is  a 
liability  to  the  taxpayer  is  also  an  as- 
set to  him,  via  his  deposit  in  a  bank 
that  owns  Treasury s.  The  taxpayers' 
alarming  $2.5  trillion  unfunded  liabil- 
ity for  Social  Security  and  federal  em- 
ployee pensions  (Forbes,  Jan.  17, 
1983)  is  a  $2.5  trillion  asset  to  work- 
ers who  have  earned  the  pensions. 

But  a  balance  sheet  is  a  snapshot.  A 
motion  picture,  showing  the  changes 
in  wealth,  is  less  cheery.  Look  at  the 
chart  of  real  national  wealth  on  the 
right.  In  inflation-adjusted  dollars,  na- 
tional worth  as  calculated  by  the  Fed 
is  up  fourfold  since  World  War  II  but 
has  been  virtually  flat  since  1978. 

Why  this  stagnation  during  a  period 
when  capital  gains  taxes  were  cut  and 
depreciation  deductions  expanded? 
Part  of  the  answer  must  be  found  in 
the  huge  federal  deficits  in  that  peri- 
od. People  save — or  rather,  think  they 
are  saving — when  they  buy  a  Treasury 
bond  or  put  money  in  a  bank  that 


So  why  don't 
we  have  more? 


Thanks  to  a  dearth  of  savings,  na- 
tional wealth  has  stagnated  since 
1978.  Herewith,  unadjusted  Feder- 
al Reserve  figures  for  national  net 
worth  in  constant  1983  dollars. 


National  net  worth  (trillions  of  1983  dollars]* 
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buys  Treasury  bonds,  even  if  the  gov- 
ernment is  simultaneously  offsetting 
their  efforts  by  selling  the  bond. 

"If  you  have  a  $10,000  Treasury 
bond,  you  feel  wealthy.  You  tend  to 
spend  more,"  says  Northwestern  Uni- 
versity economics  professor  Robert 
Eisner.  "The  federal  debt  substitutes 
for  the  debt  of  business.  To  the  extent 
you've  diverted  resources  from  capital 
accumulation,  you're  going  to  leave 
[succeeding  generations]  with  fewer 
factories  and  machines  and  houses." 
For  a  nation  that  has  grown  accus- 
tomed to  a  doubling  of  living  stan- 
dards every  generation,  that  portends 
disappointment,  if  not  serious  trou- 
ble, ahead. 

These  national  net  worth  figures  do 
omit  a  big  intangible  item,  so-called 
human  capital.  This  is  computed  by 
either  capitalizing  American  workers' 
earning  power  or  adding  up  cumula- 
tive education  and  job  training  expen- 
ditures of  the  work  force.  Depending 
on  how  they  do  the  counting,  the  pro- 
fessors peg  U.S.  human  capital  at  be- 
tween $10  trillion  and  $40  trillion. 
But  this  hidden  asset  doesn't  neces- 
sarily brighten  the  picture,  since  it  is 
far  from  clear  that  it  has  been  growing 
as  rapidly  as  it  should.  Perhaps,  says 
Eisner,  we  should  be  more  worried 
about  how  many  engineering  degrees 
the  Japanese  have  than  how  many  ro- 
bots they  have. 

The  moral:  In  the  business  of  sav- 
ing, too  much  is  not  enough.  ■ 


No,  International  Harvester  is  not  another 
Chrysler,  says  Chairman  Donald  Lennox. 
He  likes  IH's  chances  for  survival,  but  its 
problems  will  take  longer  to  solve. 

Playing  the 
last  card 


By  Barry  Stavro 


T|  hree  years  ago  Chrysler  sold 
at  3'/2,  and  today  it's  around  30. 
You  missed  Chrysler,  but  can 
you  make  it  up  with  International 
Harvester  Co.?  After  all,  Harvester  is 
dumping  its  moneylosing  farm-imple- 


ment business  and  is  down  to  one 
major  business,  selling  big  diesel 
trucks.  It's  trading  at  9.  Can  Harvester 
become  another  Chrysler?  "I  don't 
think  so,"  says  the  one  man  in  the 
world  who  should  know,  Donald  Len- 
nox. He  is  the  chairman  and  chief 
executive  of  International  Harvester. 


Mind  you,  Lennox  likes  Harvester's 
chances  for  survival.  He  made  an  op- 
erating profit  of  $389  million  on  $3.4 
billion  in  truck  sales  last  fiscal  year 
(ended  Oct.  31),  and  the  company's 
reputation  for  building  first-class 
trucks  is  intact. 

But  it's  not  a  Chrysler.  "I  don't 
think  we  have  the  leverage,"  Lennox 
says.  "Our  truck  business  rises  and 
falls,  but  not  of  the  magnitude  you  get 
with  the  automobile  business,  where 
you  get  huge  volumes."  Deregulation 
has  led  to  more  efficient  hauling, 
which  means  fewer  trucks  hauling 
more.  Industry  medium  and  heavy- 
duty  truck  sales  are  still  27%  under 
the  1979  level,  and  the  Japanese  and 
Europeans  are  moving  in  on  whatever 
is  left. 

What  about  a  buyout?  With  its  $1 
billion  in  tax-loss  carryforwards,  IH  is 
a  natural  takeover  target.  "There's  no 
question  that  the  results  of  our  hard 
work  have  positioned  the  company  to 
where  we  are  a  potential  takeover 
candidate,"  Lennox  agrees.  He  ticks 
off  Volvo  and  Chrysler  as  logical  suit- 
ors. Some  have  figured  that  Chrysler's 
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Lee  Iacocca  would  like  Harvester  just 
to  cut  into  the  truck  business  of  his 
hated  rival,  Ford.  The  Japanese,  too, 
such  as  Hino,  Isuzu,  Nissan  and  Mit- 
subishi, are  sniffing  at  the  heavier 
truck  market  here,  and  might  be  in- 
terested. "The  big  thing  the  Japanese 
are  seeking  in  America  is  a  distribu- 
tion system,"  Lennox  says,  "and  we 
have  one." 

Harvester  made  its  last  annual  prof- 
it in  1979,  with  $370  million  on  $8.4 
billion  sales.  Since  then,  it  has  lost  $3 
billion,  including  $55  million  on  $4.8 
billion  in  sales  last  fiscal  year,  and  has 
gone  through  three  bank  debt  restruc- 
turings. While  the  farm  implement 
business  was  dying,  IH  stayed  strong 
in  trucks.  For  all  the  pruning  Harvest- 
er went  through  (employment  will  be 
15,000  later  this  year,  against  98,000 
six  years  earlier),  the  company  kept 
pumping  money  into  R&D  in  trucks, 
coming  up  with  lighter,  fuel-saving 
designs.  "Otherwise  you  come  out  of 
your  financial  difficulties  and  find, 
Christ,  you're  so  far  behind  the  mar- 
ketplace it's  hopeless,"  Lennox  says. 

With  850  truck  dealers  in  the  U.S., 
still  the  most  important  network  in 


the  industry,  Harvester  has  held  its 
leading  27%  share  in  the  medium  and 
heavy-duty  truck  markets.  It  also  had 
a  $1  billion  backlog  gomg  as  1985 
began.  Even  in  a  bad  year  like  1983, 
Harvester's  truck  group  had  a  $152 
million  operating  profit  on  sales  of 
$2.3  billion.  The  profit  more  than 
doubled  last  fiscal  year,  and  Drexel 
Burnham  analyst  David  Healy  thinks 
that,  with  another  uptick  in  the  truck 
market,  Harvester  can  do  nearly  $500 
million  in  operating  profit  this  year. 
The  company's  five-year  contract 
with  Ford  (through  1987)  to  produce 
diesel  engines  for  pickups  and  vans 
has  also  been  a  boon.  Originally  Ford 
guaranteed  about  30,000  engines  a 
year.  Last  year  Ford  took  72,000, 
worth  about  $300  million  in  sales  to 
Harvester. 

But  can  Harvester  survive  against 
competitors  like  GM  and  Ford,  and 
maybe  others?  Foreigners  are  already 
snapping  at  the  U.S.  market,  which 
accounts  for  one-third  of  the  world's 
medium  and  heavy-duty  truck  sales. 
During  the  past  recession  Daimler- 
Benz  bought  Freightliner.  Volvo 
bought  bankrupt  White  Motor  and 


also  imports  and  assembles  trucks 
here.  Renault,  meanwhile,  took  a  big 
piece  of  Mack  Trucks,  and  Sweden's 
Saab-Scania  is  starting  to  sell  here. 
Hino  Motors,  Japan's  biggest  truck- 
maker  in  the  heavier  classes,  sold  265 
trucks  in  five  southeastern  states  last 
year.  "We  take  that  very  seriously," 
says  IH  President  Neil  Springer.  He 
should.  Toyota  sold  only  288  cars  in 
the  U.S.  back  in  1958. 

"The  Japanese  can  lay  down  a  truck 
in  San  Francisco  at  a  lesser  cost  [about 
25%  lower]  than  we  can  produce 
one,"  Lennox  admits.  Today  buyers 
basically  custom  order  each  truck,  se- 
lecting transmissions,  axles  and  en- 
gines from  different  makers,  with  the 
truck  company  assembling  the  com- 
ponents. Harvester  figures  it  can  cut 
its  costs  by  cutting  that  option  list. 
Some  Harvester  trucks  have  ten  dif- 
ferent grilles  to  choose  from.  "The 
hell  with  it,"  says  Lennox,  "we're  go- 
ing to  have  maybe  two  at  the  most." 

"We've  had  a  million  people  fore- 
cast our  demise  and  we  have  contin- 
ued to  do  an  excellent  job  in  the  mar- 
ketplace. There  isn't  much  that  scares 
us  anymore.  I  really  don't  see  those 


International  Harvester  Chairman  Donald  Lennox 
"I  don't  think  we  have  the  leverage." 
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gray  clouds  out  there.  Hard  work? 
You  bet.  Impossible?  Not  on  your 
life,"  says  Springer,  46,  who  spent  20 
years  in  IH's  truck  business. 

Harvester's  last  bank  debt  restruc- 
turing called  for  the  company  to 
maintain  a  minimum  $200  million 
net  worth.  After  the  Tenneco  deal  for 
the  implement  business  goes  through, 
probably  by  spring,  writeoffs  of  $425 
million  will  drag  Harvester  back  to  a 
negative  net  worth,  and  probably  an- 
other net  loss  this  year.  But  Harvest- 
er's bankers  don't  have  many  options 
and  will  go  along. 

Granted,  Harvester's  gamble  is  that 
the  truck  business,  which  runs  up  and 
down,  will  hold  up  long  enough  for  it 
to  fatten  its  balance  sheet  enough  for 
it  to  survive  the  inevitable  downturn. 
Harvester's  parent  company's  long- 
term  debt  is  still  at  a  hefty  $1.2  bil- 
lion, plus  another  $2.4  billion  for  its 
credit  corporation.  "I'd  be  foolish  to 
say  I  guarantee  a  shareholder  [surviv- 
al], because  there  could  be  an  unprece- 
dented drop  in  the  economy,"  Lennox 


says,  "[but]  there  are  no  indications  of 
that." 

By  using  most  of  the  $260  million 
in  cash  from  the  Tenneco  deal  to  pay 
down  debt,  Harvester's  debt  should 
fall  to  around  $800  million,  with  in- 
terest on  half  of  that  tied  to  a  floating 
rate.  Thanks  to  debt-for-equity  swaps 
from  the  bank  restructurings  and  low- 
er interest  rates,  interest  costs  should 
run  $100  million  a  year,  compared 
with  $345  million  in  1982.  Harvest- 
er's credit  corporation,  which  showed 
a  $45  million  profit  last  year,  should 
see  its  $2.4  billion  in  debt  shrink 
steadily  over  the  next  24  months  as 
farm  equipment  notes  are  liquidated. 
Tenneco  has  guaranteed  collection  of 
$1  billion  worth.  That  cash  will  help 
reduce  the  company's  other  remain- 
ing headache,  $950  million  in  unfund- 
ed pension  liabilities.  "If  we  keep  this 
up  for  a  number  of  years  we'll  be  a 
reasonably  healthy  compay,"  Lennox 
says.  No  Chrysler,  but  reasonably 
healthy.  Harvester's  top  officials  look 
for  a  corporate  profit  in  fiscal  1986 


and,  at  last,  getting  the  good  out  of  the 
tax  loss  carryforwards. 

Lennox,  66,  came  to  Harvester  in 
1979  after  a  long  career  at  Ford  and 
Xerox.  He  was  brought  in  by  his  old 
friend  Archie  McCardell,  who  led 
Harvester  in  a  disastrous  UAW  strike. 
He  replaced  McCardell  in  1982  when 
the  company  began  disintegrating.  He 
has  agreed  to  stay  as  chairman  until 
1987,  and  would  like  to  get  the  com- 
pany fit  enough  to  start  planning  to 
diversify  into  noncyclical  businesses. 
Lennox  says  he  has  some  guidelines 
for  that,  and  for  selling  out,  if  that 
should  happen.  He  vows  that  Harvest- 
er will  not  be  picked  off  at  a  bargain- 
basement  price.  "On  the  other  hand,  I 
will  not  be  a  party  to  perpetuating  the 
company  simply  to  save  a  lot  of  man- 
agement positions." 

Lennox  keeps  a  toy  model  of  a  Har- 
vester tractor  in  his  Chicago  office  as 
a  memento.  But  that's  all  it  is  now,  a 
memento.  "We  lost  our  competitive 
edge.  We  sure  aren't  going  to  do  that 
in  the  truck  business,"  he  vows.  ■ 


Considering  its  problems — the  Japanese,  the 
collapse  in  Latin  America,  and  the  U.S. — 
Volkswagen  should  be  worrying  about  sur- 
vival. But  thafs  not  Carl  Hahn  '$  way. 

"You  will  see 
more  to  come" 


By  Rosemary  Brady 

OO  YOU  DO  when  the 
sse  are  pushing  into 
your  home  base,  when  your 
foreign  affiliate:  are  bleeding  and  your 
labor  costs  are  out  of  sight?  Hunker 
down  and  dig  in,  might  be  the  usual 
prescription.  Not  at  Volkswagen  un- 
der the  leadership  of  Chairman  Carl 
Hahn.  He  is  on  the  attack. 

Hahn  is  upscaling.  i  V  is  pushing  a 
two-division  strategy.  There  is,  of 
course,  the  big  Volkswagen  division. 
But  Hahn  is  emphasizing  the  Audi 
division,  which  makes  more  luxuri- 
ous, high-profit  cars  (and  probably  ac- 
counts for  much  of  VW's  profit).  "It's 
a  line  of  thinking  I've  promoted  all 


my  life,  as  long  as  I've  been  with  VW 
and  ever  since  we  bought  Audi  [in 
1964],"  says  Hahn,  58,  whose  father 
helped  found  an  Audi  predecessor 
company  long  ago. 

But  there's  more  to  Hahn's  attack 
than  upscaling.  He  has  successfully 
pumped  German-made  small  fetta 
models  and  higher-priced  Audis  into 
the  U.S.  instead  of  building  them  at 
its  beleaguered  Pennsylvania  plant.  If 
his  small  cars  aren't  hot  in  the  U.S., 
they  are  in  Europe,  and  Hahn  is  pick- 
ing up  market  share.  VW  moved  from 
number  four  to  number  three  in  Eu- 
rope last  year  (behind  Ford  and  Fiat), 
despite  a  supplier  strike  that  closed 
his  plants  for  a  month.  Hahn  says  he 
could  be  number  two  this  year.  He  is 


robotizing  Wolfsburg,  the  company's 
sprawling  home  base  near  the  East 
German  border,  to  hold  down  labor 
costs.  He  even  cut  a  deal  for  car  pro- 
duction in  China.  "China  is  nothing, 
it's  six  vehicles  a  day,  but  we  consider 
it  the  most  important  project  we  have 
undertaken.  It's  like  trading  for  Man- 
hattan from  the  Indians.  It's  good 
when  you're  there  at  the  beginning." 

VW  now  builds  about  2.2  million 
cars  a  year,  two-thirds  in  Germany 
and  one-third  abroad  (while  selling 
one-third  of  its  output  at  home  and 
two-thirds  abroad).  The  line  includes 
small  cars  like  the  Golf,  a  medium- 
priced  line  in  the  VW  division  (the 
Beetle  is  still  built  in  Mexico),  plus 
the  Audi  division.  The  company 
earned  667  million  deutsche  marks 
(the  DM  is  now  about  3.1  to  the  dol- 
lar) in  1979  but  slumped,  running 
losses  in  1982  and  1983.  Last  year  VW 
broke  into  the  black,  maybe  100  mil- 
lion DM  to  150  million  DM  on  45 
billion  DM  in  sales,  despite  the  strike 
losses.  German  accounting  under- 
states profits  substantially,  maybe  by 
several  hundred  million  marks  a  year. 

Hahn  maintains  that  the  worst  is 
over.  "It's  no  secret  that  we  were  prof- 
itable in  October,  profitable  in  No- 
vember and  profitable  in  December. 
It's  not  for  nothing  that  our  Brazilian 
company  moved  out  of  the  red  [in 
local  currency  terms]  as  of  August  last 
year.  The  hemorrhage  is  stopped.  The 
storm  is  over,"  he  tells  Forbes. 

But  one  of  VW's  big  trouble  spots  is 
the  U.S.,  particularly  its  factory  in 
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Westmoreland,  Pa.  They  should  call  it 
Westmorelandgrad,  as  in  Stalingrad, 
considering  how  it  bleeds  the  Ger- 
mans. The  plant  can  turn  out  more 
than  200,000  cars  a  year.  It  built 
70,000  last  year.  A  good  guess  is  that 
it  has  cost  the  company  $1  billion 
since  1976.  "Before  my  time,"  says 
the  handsome  chairman  in  his  flaw- 
less English.  "I  don't  know  and  I  don't 
care  and  I  don't  want  to  figure  it  out." 

Why  not  close  it  and  export  all  cars 
to  the  U.S.  again?  "Do  you  know  what 
the  dollar  rate  of  exchange  will  be 
tomorrow?"  Hahn  asks.  "Today  we 
are  favored  in  exporting  to  America. 
But  we  have  seen  4.2  [DM  to  the  dol- 
lar) and  we've  seen  1.7.  We  keep  our 
foot  in  the  door  for  manufacturing  in 
the  U.S.  as  an  insurance  premium  for 
tomorrow."  But  guarantee  a  3-to-l 
mark-to-dollar  exchange  rate,  says 
Hahn,  and  he  might  think  of  cancel- 
ing that  insurance. 

Still,  if  Americans  seem  tired  of 
small  VW  hatchbacks,  they  are  gob- 
bling up  imported  Audis  (71,000  were 
sold  last  year,  up  50%  from  1983)  at 
prices  from  $15,000  to  $26,000. 

Hahn's  other  headaches  include  a 
strong  mark  relative  to  other  Europe- 
an currencies,  which  makes  export 
prices  high  within  the  Common  Mar- 
ket. There's  the  aggressive  German 
metalworkers  union  (which  won  a 
38.5-hour  workweek,  translating  into 
nine  extra  days  off  at  VW),  a  govern- 
ment decision  to  add  antipollution 
equipment  to  cars  in  four  years 
(which  will  raise  costs  and  hurt  per- 
formance), the  Latin  American  losses 
and  a  sick  office-machines  subsidiary. 

Overall,  Hahn  says  his  strategy  in- 
volves creating  a  more  flexible  com- 
pany, one  not  overly  dependent  on 
any  one  car  and  able  to  withstand 
sudden  currency  changes.  "A  more 
international  company  divisionalized 
not  in  the  way  General  Motors  was  40 
years  ago  but  in  a  way  that  allows  for 
enough  decentralization,"  he  puts  it. 

Hahn  joined  Volkswagen  at  27, 
fresh  from  two  years  as  an  economist 
in  Paris.  He  was  personal  assistant  to 
Heinz  Nordhoff,  creator  of  the 
postwar  VW  company.  He  took  over 
Volkwagen  of  America  in  1959,  teach- 
ing Americans  to  "think  small"  and 
leading  VOA  to  glory.  He  returned  to 
Wolfsburg  in  1964  with  an  American 
wife.  But  the  story  is  that,  when  the 
top  job  opened  up,  Hahn  was  called 
too  young  and  too  Americanized  for 
the  stiff  VW  board.  He  quit  in  1972 
and  became  a  German  Iacocca,  taking 
over  and  saving  an  almost  bankrupt 
tire  company.  But  in  1982,  with  VW 
on  the  ropes,  Hahn  was  called  back 
and  handed  the  top  job. 


Hans  Ycrhulen  focus  ft Jim  i  , 


Carl  Halm,  Volksicagen  chairman 
"The  hemorrhage  is  stopped." 

There  are  resources  behind  him. 
Volkswagen's  cash  flow  is  strong, 
thanks  partly  to  generous  allowances 
under  German  accounting  law.  De- 
spite losses  the  past  few  years,  VW 
has  pumped  5  billion  DM  a  year  into 
plant  and  product  development.  Says 
Hahn:  "We've  shrugged  off  enormous 


losses,  and  you  don't  see  it  in  our 
balance  sheet." 

He  also  talks  of  boosting  productiv- 
ity 4%  to  5%  a  year.  For  that,  though, 
he  needs  all  the  help  he  can  get  from 
robots.  When  it  comes  to  devotion  to 
the  job,  West  German  workers  make 
Americans  look  like  Japanese.  With 
64  minutes  of  paid  time  off  each  day, 
plus  generous  vacations  and  holidays, 
a  typical  German  VW  worker  puts  in 
1,530  hours  (without  overtime  and 
from  a  potential  2,080  hours)  a  year, 
compared  with  about  1,870  hours 
(straight  time)  for  a  U.S.  autoworker. 

Like  everyone  else,  of  course,  VW  is 
under  worldwide  pressure  from  the 
Japanese.  Hahn  has  no  miracle  plan. 
VW  will  continue  to  try  to  whip  its 
competitors  in  its  traditional  way — 
with  engineering.  "It's  not  just  the 
guy  who  likes  Mercedes  who  picks 
engineering  over  styling,"  he  says. 

VW  has  a  special  quality,  he  says,  a 
very  special  place  in  the  heart  of  the 
consumer.  "We  used  to  have  it  in  the 
U.S.  We  lost  it.  We  have  to  reconquer 
it.  We're  in  the  process  of  doing  it." 

He  says  to  Forbes:  "We  will  talk 
one  or  two  years  from  now.  Hopefully 
you  will  see  clearer  that  we  shape  the 
company  in  new  directions.  You  look 
at  the  divisionalization  of  Audi,  and 
you  will  see  more  to  come."  ■ 


Hawaii's  fear  of  "carpetbaggers,"  Amfac's 
Myron  Du  Bain  figures,  will  protect  his 
asset-laden  company  from  raiders.  It  might 
for  now,  but  not  forever. 


What  makes 
Myron  run? 


By  Anne  Bagamery 


T|  roubling  times,  these,  for  a 
pair  of  old-line  Hawaiian  plan- 
tation companies.  Last  month 
Castle  &  Cooke  shed  its  chief  execu- 
tive and  saddled  its  new  one  with 
renegotiating  $100  million  in  bank 
debts.  This  came  after  management 
made  a  $71  million  greenmail  pay- 
ment to  groups  led  by  Texas'  Charles 
Hurwitz  and  George  Kozmetsky  last 


year.  When  the  company  suspended 
payments  on  its  preferred  last  month, 
the  market  cut  Castle  &  Cooke's  mar- 
ket value  almost  in  half.  Takeover 
rumors  abound. 

What  about  that  other  big  Hawaiian 
landowner,  Amfac?  After  losing  $68 
million  in  1983,  Amfac  made  respect- 
able money  in  the  first  three  quarters 
of  1984.  But  then  it  lost  nearly  $29 
million  in  the  fourth  quarter.  The 
company  is  projecting  a  $10  million 
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loss  for  the  full  year — and  took  the 
extreme  step  of  omitting  the  fourth- 
quarter  dividend,  the  first  such  omis- 
sion in  66  years.  The  stock  slouched 
into  1985,  hitting  new  lows.  Even 
Amfac  President  Myron  Du  Bain 
agrees  the  $2.5  billion  (sales)  com- 
pany is  now  vulture-bait. 
"Sure  I  worry  about  it  [being  taken 
he  tells  Forbes  when  we  visit 


over 


him  in  his  splendidly  appointed  office 
40  stories  above  sparkling  San  Fran- 
cisco Bay.  He  adds:  "Mostly  between 
three  and  four  in  the  morning." 

Amfac  has  long  been  eyed  by  some 
acute  investors.  The  25%  block  built 
by  Gulf  &.  Western's  late  Charles 
Bluhdom  has  been  broken  up  and 
sold,  but  Bethesda,  Md.  money-man- 
agement firm  Torray  Clark  &  Co.  has 
put  together  a  20%  stake  in  Amfac 
(and,  interestingly,  a  19.5%  holding  in 
Castle  &  Cooke).  The  position  has 
cost  Torray  Clark  dearly,  and  Robert 
Torray  refuses  to  comment.  But  it  is 
no  secret  what  he  and  other  asset 
players  see  in  Amfac. 

Founded  in  1849,  Amfac  is  Hawaii's 
largest  sugar  grower  and  one  of  the 
islands'  biggest  landowners.  It  owns 
61,000  acres  of  agricultural  land,  80% 
of  which  is  planted  in  barely  profit- 
able sugarcane,  with  much  of  the  re- 
mainder scattered  along  paradisaical 
coasts.  While  the  land  is  carried  at 
historical  cost,  current  estimates  of 
value,  in  the  hands  of  developers, 
range  upwards  of  $800  million,  or  $50 
per  share. 

The  conglomerate  also  holds  sub- 
stantial interests  in  seven  swank  Ha- 
waiian hotels,  including  the  Waikiki 
Beachcomber  and  the  King  Kameha- 
meha  on  Hawaii  proper.  It  owns  prof- 
itable retail  stores,  including  Hawaii's 
upmarket  Liberty  House  chain,  which 
earned  around  $20  million  pretax  on 
sales  of  around  $240  million  last  year. 
A  plumbing,  electrical  and  pharma- 
ceutical supplies  distribution  division 
earned  less  than  $20  million  pretax  on 
sales  of  $1.3  billion,  but  Amfac's  food 
on  earned  around  $40  million  on 
revenue:;  of  $500  million. 

It's  the  k  commercial  poly- 

morph tha  .<:.  a  corporate 

dismemberm.  tig   t<    happen. 

These  days,  Ansae's  total  market  val- 
ue is  barely  $300  million.  But  togeth- 
er, Amfac's  retailing,  distribution  and 
food  businesses  ea  dllion 

pretax  on  sales  of  $2  bj 
If  a  raider  managed  to  get 
those  operating  earnings,  he  could  re- 
coup most  or  all  of  the  cost 
the  company,  and  still  ha\ 
and  hotel  interests  (plus  $4    7 
in  Amfac  debt,  $256  million  oi 
by  1990). 


There's  only  one  problem.  How 
much  is  Amfac's  land  really  worth? 
Unless  your  name  is  Amfac,  says  Du 
Bain,  it  is  worth  a  lot  less  than  $800 
million.  "Anyone  who  thinks  that," 
says  Du  Bain  of  the  estimate,  "will  be 
disappointed.  A  new  landowner 
would  be  regarded  as  a  carpetbagger." 

Therein  lies  Myron  Du  Bain's  great- 
est defense.  Hawaii,  one  of  the  na- 
tion's least  business-friendly  states 
(Forbes,  Jan.  31,  1983),  has  some  of 
the  country's  toughest  zoning  and  en- 
vironmental laws,  a  cumulative  body 
of  law  for  which  such  lions  of  the 
landed  aristocracy  as  Amfac  and  Cas- 
tle &  Cooke  lobbied  hard  during  the 
1960s  and  1970s.  If  the  Hawaiians 
can't  stop  a  raider  from  buying  Amfac, 
they  can  certainly  make  life  extreme- 
ly unprofitable  for  an  outsider.  "Any 


Amfac's  Myron  Du  Bain 

Is  there  an  end  to  greenmail? 

[Amfac]  acquirer,  especially  in  a  take- 
over perceived  as  being  hostile,  could 
find  his  deals  tied  up  in  red  tape  for 
years,"  says  Michael  Gibbs-Harris,  an 
Amfac  watcher  in  Dean  Witter  Reyn- 
olds' San  Francisco  office. 

Then  how  about  a  little  greenmail? 
Amfac  has  already  been  hit  by — 
wouldn't  you  know  it? — those  clean- 
cut,  Yale-educated  greenmailers  from 
Fort  Worth,  the  Bass  brothers.  By  ear- 
ly 1982  the  Bass  brothers  had  scooped 
up  11%  of  Amfac  for  around  $40  mil- 
lion. Rattling  their  13-D  filings,  they 
frightened  Du  Bain's  predecessors 
into  creating  a  joint  venture  called 
Fort  Associates.  In  a  complex  deal, 
Fort  Associates  wound  up  owning 
two  of  Amfac's  choicest  Hawaiian  ho- 
tels— the  Coco  Palms  and  the  Royal 
Lahaina,  together  worth  $60  mil- 
— and  some  other  Amfac  proper- 
ties valued  at  $85  million.  The  Bass 
brothers  put  in  a  modest  property, 


along  with  their  .11%  Amfac  stake, 
and  then  quickly  walked  away  with 
$52  million  in  cash  and  half  of  Fort 
Associates. 

All  told,  the  transaction  probably 
doubled  the  Bass  brothers'  initial  in- 
vestment and  gave  them  a  Hawaiian 
presence  in  association  with  a  vener- 
able name.  As  Du  Bain's  predecessor, 
Henry  A.  Walker  Jr.,  told  a  reporter  at 
the  time:  "Essentially,  the  deal  is 
structured  to  give  Bass  its  benefits  at 
the  front  end  and  give  us  ours  at  the 
back  end."  Says  Du  Bain  today:  "We 
would  prefer  not  to  have  done  it  quite 
this  way,  but  we  have  no  complaints 
with  the  arrangement." 

Du  Bain  now  finds  himself  in  a  race 
to  boost  Amfac's  profitability  and 
market  value  before  the  raiders  start 
disrupting  the  company.  Since  1982, 
when  he  left  Fireman's  Fund,  Du  Bain 
has  sold  four  moneylosing  divisions: 
commercial  nurseries,  seafood  fisher- 
ies, a  Hawaiian  tour  business  and  the 
Liberty  House-California  retail  out- 
lets. He  has  also  announced  plans  to 
sell  Amfac's  interest  in  five  business 
hotels  in  San  Francisco,  Dallas,  Los 
Angeles,  Minneapolis  and  Albuquer- 
que. The  asset  sales  cost  him  $60  mil- 
lion in  writeoffs  in  1983  and  1984,  but 
brought  in  $135  million,  which  Du 
Bain  has  used  to  help  pare  debt. 

Du  Bain's  most  pressing  problem  is 
Amfac's  distribution  division.  He  has 
written  off  $30  million  in  inventory 
and  bad  debts  since  1982  and  plans  to 
invest  $30  million  this  year  and  next 
to  computerize  the  division's  record- 
keeping. "This  is  a  decision  that 
should  have  been  made  long  ago,"  Du 
Bain  admits.  "It's  amazing  that  a  bil- 
lion-dollar division  is  still  on  green- 
eyeshade  record-keeping." 

Turning  around  another  troubled 
business,  hotels,  should  be  easier  now 
that  Du  Bain  has  written  off  the  five 
business  hotels.  He  is  retaining  Am- 
fac's interests  in  resort  hotels:  eight  in 
Hawaii,  plus  the  Silverado  Resort  and 
Ranch  House  in  California.  But  he  has 
sold  off  and  leased  back  the  land  un- 
der all  but  two  (the  King  Kamehame- 
ha  and  Kauai  Island's  Poipu  Beach  Ho- 
tel), and  has  retained  management 
contracts  to  operate  the  hotels. 

Through  it  all,  Du  Bain  remains 
philosophical.  "We're  not  a  get-rich- 
quick  company  and  we  never  have 
been,"  he  says.  "We're  more  like  get- 
rich-over-the-long-haul."  But  over  the 
long  haul  nothing  can  protect  Amfac 
from  the  flow  of  capital  seeking  un- 
dervalued assets  and  higher  returns.  It 
is  a  terrible  paradox,  but  the  more 
attractive  Du  Bain  makes  this  asset- 
rich  company  to  investors,  the  sweet- 
er its  smell  to  corporate  vultures.  ■ 
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ESCORT 


13    5    7    9 


RADAR  WARNING  RECEIVER 


In  Japan,  where  high-tech  electronics 

are  a  way  of  life,  they  pay  $714.93 
for  an  American-made  radar  detector 

(You  can  get  the  same  one  for  considerably  less) 


Even  we  were  a  little  surprised.  All  we  did 
was  build  the  best  radar  detector  we  knew 
how.  We  shipped  our  first  ESCORT  in  1978, 
and  since  then  we've  shipped  over  600,000. 
Along  the  way  the  ESCORT  has  earned  quite 
a  reputation— among  its  owners,  and  also  in 
several  automotive  magazines. 

Credentials 

Over  the  past  five  years,  Car  and  Driver 
magazine  has  performed  four  radar  detector 
comparison  tests.  Escort  has  been  rated 
number  one  in  each.  Their  most  recent  test 
concluded  "The  Escort  radar  detector  is 
clearly  the  leader  in  the  field  in  value,  cus- 
tomer service,  and  performance . . ."  We  think 
that's  quite  an  endorsement. 

Our  Responsibility 

One  of  the  reasons  for  our  reputation  is 
our  attention  to  detail.  If  we  don't  feel  we  can 
do  something  very  well,  we  simply  won't  do  it. 
That's  why  we  sell  Escorts  direct  from  the 
factory  to  you.  Not  only  can  we  assure  the 
quality  of  the  ESCORT,  but  we  can  also  make 
sure  that  the  salesperson  you  speak  to  is 
knowledgeable.  And  if  an  ESCORT  ever 
needs  service,  it  will  be  done  quickly.  And 
it  will  be  done  right. 

50  States  Only 

And  that's  the  reason  we  don't  presently 
sell  ESCORTs  outside  of  the  United  States. 
Even  in  the  countries  that  use  identical  radar 
(Japan  and  Australia,  to  name  two)  we  know 
that  we  couldn't  provide  the  kind  of  customer 
service  that  ESCORT  owners  expect.  So  we 
pass  up  the  additional  sales  rather  than  risk 
our  reputation. 


"Dear  Sir..." 

So  we'll  admit  we  were  surprised  when  a 
letter  from  one  of  our  customers  included  an 
advertisement  from  a  Japanese  automotive 
magazine.  The  ad  pictured  an  ESCORT,  and 
the  price  was  1 58,000  yen.  Our  customer  was 
kind  enough  to  convert  that  to  U.S.  dollars. 
Using  that  day's  rate  of  exchange,  an  American- 
made  ESCORT  was  worth  $714.93  in  Japan. 
Further  translation  revealed  the  phrase  "The 
real  thing  is  here!"  and  warned  against 
imitations. 
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This  Vz  page  ad  was  a  total  surprise. 

Econ  101 

Needless  to  say,  we  were  flattered.  We 
knew  that  ESCORT  had  an  impressive  repu- 
tation, but  we  never  expected  to  see  it  "boot- 
legged" into  other  countries  and  sold  at  such 
a  premium.  But  the  laws  of  supply  and  demand 
are  not  so  easy  to  ignore.  When  there  is  a 
strong  need  for  a  product,  there  is  an  equally 
strong  incentive  for  an  enterprising  capitalist 
to  fill  that  need.  And  apparently,  that's  just 
what  happened. 


Easy  Access 

Of  course,  it's  easy  for  you  to  get  an 
ESCORT— just  call  us  toll-free  or  write  us  at 
the  address  below.  The  price  is  the  same  as 
it's  been  for  the  last  five  years:  $245.  Quite 
a  deal  for  what  the  Japanese  must  think  is 
the  best  radar  detector  in  the  world. 

Try  ESCORT  at  no  risk 

Take  the  first  30  days  with  ESCORT  as  a 
test.  If  you're  not  completely  satisfied 
return  it  for  a  full  refund.  You  can't  lose. 

ESCORT  is  also  backed  with  a  one 
year  warranty  on  both  parts  and  labor. 
ESCORT  $245  (Ohio  res.  add  $13.48  tax) 

TOLL  FREE 800-543-1608 

IN  OHIO 800-582-2696 


VISA 


(MoMv^Cora) 


By  mail  send  to  address  below.  Credit- 
cards,  money  orders,  bank  checks,  cer- 
tified checks,  wire  transfers  processed 
immediately.  Personal  or  company 
checks  require  18  days. 

ESCORT 

RADAR  WARNING  RECEIVER 


Cincinnati  Microwave 
Department  100-044-A05 
One  Microwave  Plaza 
Cincinnati,  Ohio  45296-0100 


Tune  in  Talkback  with  Jerry  Galvin.'  America's  new  weekly  satellite  call-in  comedy  talk  show  Sunday  evenings  on  public  radio  stations  Check  local  listings. 

c  1984  Cincinnati  Microwave,  Inc. 


It  may  be  the  moi 
can  buy  for  pureK 


It  is  a  car  in  which  electronically 
impulsed  fuel  injection  has  replaced 
the  carburetor. 

To  give  you  more  consistent 
starts.  Smoother  acceleration.  More 
precise  response. 

It  is  a  car  in  which  the  engine's 
vital  functions  are  monitored  and  ad- 
justed 250,000  times  a  second  by 


LIFETIME 

SERVICE 

GUARANTEE 


As  part  of  Ford  Motor  Company's 
commitment  to  your  total  satisfaction, 
participating  Lincoln-Mercury  dealers 
stana  behind  their  work  in  writing  with  a 
.ifetime  Service  Guarantee.  No  other 

car  companies'  dealers,  foreign  or  domes';  kind  of  security.  Nobody. 

See  your  participating  Lincol    Merc  rdei 

Lincoln-Mercury  Division    <T^5~) 


an  on-board  computer. 

To  constantly  fine-tune  the  en- 
gine's performance  to  account  for  inf 
ences  even  as  subtle  as  changes  in 
barometric  pressure  in  the  air. 

It  is  a  car  whose  design  and  cor 
struction  have  been  centered  arounc 
variety  of  concerns. 

As  significant  as  safety  with  im- 
pact-absorbing crumple  zones  and  j 
high-strength  passenger  capsule  to 
help  protect  the  occupants  in  case  c 
an  accident. 
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Get  it  together— buckle 


, 


beautiful  car  you 
aactical  reasons. 


And  as  luxurious  as  custom 
Etching  of  every  tire  to  every  wheel 
maximize  smoothness  of  ride. 

The  Mercury  Cougar  is  a  car  so 
•mmitted  to  aerodynamic  principles, 
3re  are  even  openings  to  move  air 
der  the  car  for  effective  engine 
oling. 

In  fact  there  are  hundreds  of 
actical,  intelligent  reasons  to  own  a 
)ugar  that  have 
•thing  to  do  with  the 
I  that  it's  also  a  very 


beautiful  car. 

So  if  you're  one  of  those  who've 
been  attracted  by  its  looks,  but  were 
determined  to  buy  something  that's 
completely  practical,  call  us  toll-free  at 
1-800-MERCFAX  and  let  us  send  you  a 
1985  Cougar  catalog. 

We'll  help  you  buy  one  of  the 
most  beautiful  cars  you  may  ever  own. 

For  purely  practical  reasons. 

Mercury  Cougar 


As  I  See  It 


An  economist  and  reporter  who's  been 
there  says,  when  it  comes  to  policy,  Nixon 
was  daring,  Ford  conventional,  Johnson 
devious  and  Reagan  a  question  mark. 

Poison  pie 
can  kill  you 


By  Susan  Lee 


Ieonard  Silk,  who  has  covered 
_  economic  events  as  a  journalist 
I  for  the  past  30  years,  the  last  15 
at  the  New  York  Times,  actually  wears 
two  hats.  He  is  a  Ph.D.  economist 
who  has  never  lost  his  belief  in  the 
power  of  liberal  economic  policy  to  do 
good,  and  he  is  a  reporter  who  has 
developed  the  requisite  cynicism 
about  people  in  Washington  doing 
any  good  at  all.  In  his  latest  book, 
Economics  in  the  Real  World,  he  takes  a 
look  at  how  and  why  politicians  made 
decisions  on  economic  policy.  His 
conclusion? 

Silk:  Politicians,  particularly  Presi- 
dents, subordinate  major  economic 
decisions  to  short-term  political  ad- 
vantage. They  shouldn't. 

What  else  is  new?  Is  it  possible  for  politi- 
cians to  behave  differently:'' 
Silk.  No,  I  guess  it  isn't  really  possible. 
Still  it's  an  important  thing  to  say. 
Like  all  virtuous  instructions  one  gets 
or  gives,  it  creates  standards  by  which 
to  judge  things. 

Not  to  defend  politicians,  but  making 
long-term  policy  decisions  is  dicey. 
Keynesians,  monetarists  and  supply-siders 
have  not  been  able  to  formulate  a  consis- 
tently correct  economic  theory.  What 
is  wrong? 

Silk.  I  think  that  all  the  schools  are 
tighter  and  tidier  than  they  should  be. 
Correspondence  to  the  real  world  is 
distant  and  uncertain. 

There  is  such  a  thing  as  the  econo- 

But  people  make  decisions.  Once 

bakers  bake  a  pie,  the  pie  exists.  If 

:on  makers  bake  a  poison  pie, 

it'll  kill  you.  The  economy  is  like 


The  Times'  Leonard  Silk 

Can  you  call  the  President  a  liar? 

that.  Once  it  exists,  things  flow  from 
it.  We  have  to  look  at  Presidents,  Fed- 
eral Reserve  chairmen,  business  peo- 
ple and  investors  to  see  why  things 
happen. 

You've  reported  on  economic  events 
under  seven  Presidents,  Eisenhower 
through  Reagan.  Wlm  baked  the  smartest 
economic  policy  pie? 
Silk:  Nixon.  He  did  lots  of  unconven- 
tional things.  He  combined  different 
elements  like  stimulating  the  econo- 
my and  [imposing]  wage-price  con- 
trols, cutting  the  dollar  loose  and  so 
forth.  He  was  daring.  It  may  have  been 


a  high-risk  policy.  Indeed,  the  risks 
may  not  have  paid  off  ultimately.  It's 
hard  to  sort  out  because  of  OPEC  and 
Watergate. 

How  would  you  rate  President  Reagan 
on  economic  smarts? 
Silk:  Reagan  is  either  at  the  bottom  of 
the  class  ...  or  not.  It's  hard  to  re- 
spond definitively.  Reagan  is  the  only 
President  I  have  never  sat  down  with. 
Not  that  I  haven't  tried.  I  think  the 
people  around  Reagan  made  a 
shrewd — and  possibly  correct — deci- 
sion that  the  intellectual,  or  thinking, 
press  really  doesn't  matter  much.  As 
the  country  became  more  televisioni- 
fied,  the  thinking  press  diminished  in 
importance. 

Winch  President  had  the  worst  grasp  of 
economic  matters? 

Silk.  It's  really  hard  to  choose,  the 
competition  is  fierce.  I  suppose  Ger- 
ald Ford.  His  policies  were  very  con- 
ventional. He  was  very  unlettered,  ei- 
ther in  spite  of,  or  because  of,  his 
years  in  Congress. 

Who  was  the  most  devious  President? 
Silk:  Nixon  or  Johnson.  Johnson,  you 
know,  was  absolutely  paranoid  about 
leaks.  And  he  really  would  change 
policies,  even  policies  he  liked,  in  or- 
der to  squash  anybody  who  scooped 
him.  In  1965  I  had  an  exclusive  inter- 
view with  Johnson.  I  walked  into  the 
Oval  Office  with  a  copy  of  the  unre- 
leased  budget  in  my  briefcase.  While 
we  were  shaking  hands,  I  said,  "I  see 
that  you  have  managed  to  keep  the 
budget  under  $100  billion."  And  he 
looked  at  me,  witheringly,  from  his 
great  height  and  said,  "You  know  no 
such  [expletive  deleted]  thing.  How 
would  you  know  that,  if  I  don't  know 
that?"  I  was  standing  there  with  the 
budget  in  my  briefcase.  I  knew  he 
knew  what  the  numbers  were. 

Every  reporter  has  the  agonizing 
problem  of  whether  you  call  some- 
body a  liar.  And  that's  especially  diffi- 
cult with  Presidents. 

Most  people  find  reading  about  per- 
sonalities more  interesting  than  the  dis- 
mal science.  Is  being  an  economics  re- 
porter less  exciting  than  other  kinds  of 
reporting? 

Silk:  Nope.  Reporting  on  economics  is 
the  same  as  reporting  on  anything 
else.  Let  me  give  you  an  example.  In 
1977 1  was  traveling  in  China  with  the 
then-Secretary  of  Commerce,  Juanita 
Kreps,  who  was  there  on  a  trade  mis- 
sion. In  Guilin,  we  stayed  at  a  sort  of 
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plantation  house  where  all  the  rooms 
opened  onto  a  pool.  At  the  press  party 
everybody  got  very  sloshed,  including 
the  bureaucrats  with  Kreps.  One  of 
the  bureaucrats  fell  into  the  pool  and 
almost  drowned.  I  dived  in,  lugged 
him  out  of  the  pool,  hauled  him  to  his 
room  and  flopped  him  on  the  bed.  He 
was  gasping.  I  said,  "What  the  hell  is 
going  on  at  the  trade  talks?"  Well, 
seeing  I  had  just  saved  his  life,  he  told 
me  that  the  U.S.  and  China  had  nego- 
tiated a  far-reaching  trade  agreement. 
I  cornered  the  only  phone  and,  with 
people  coming  by  and  hitting  me  on 
the  head  and  pouring  booze  all  over 
me,  I  managed  to  break  the  story,  on 
page  one  of  the  New  York  Times,  the 
next  day.  It  was  pretty  exciting. 

You've  chronicled  the  uneasy  relations 
between  Presidents  and  their  Councils  of 
Economic  Advisers.  Is  this  current  fuss 
unusual? 

Silk:  Of  course,  Reagan  is  not  the  first 
President  who  wanted  to  ignore  good 
economic  advice.  But  it's  a  strange 
Administration.  The  White  House 
staff  is  very  powerful.  They  don't 
want  anybody  else  to  have  access  or 
authority. 

But  in  Martin  Feldstein  s  case,  there's  a 
question  about  how  good  the  advice,  or 
his  forecasting,  was. 

Silk:  Well,  yes.  I'll  tell  you  what  [for- 
mer White  House  communications 
director]  Dave'  Gergen  told  me.  He 
said  the  thing  that  really  killed  Feld- 
stein was  his  March  1983  forecast. 
Marty  came  out  with  some  very  low 
growth  projections,  which  created  a 
lot  of  hostility  within  the  Adminis- 
tration. But  Marty  was  a  good  in-fight- 
er.  He  got  everybody  to  back  off.  Then 
he  realized  he  was  wrong,  and  he 
changed  his  forecast.  That  killed  him. 
He  lost  the  respect  of  the  White 
House  staff  and  the  Cabinet. 

Nonetheless,  the  CEA  is  better 
than  nothing. 

Silk  seemed  quite  clear  on  one 
thing:  Politicians  do  not  make  good 
economists.  But  Forbes  wondered  if 
he  thought  that  economists  make 
good  economists.  Well,  his  initial  re- 
sponse was  pure  academic  optimism. 
The  country,  he  speculated,  could 
profit  from  the  advice  of  an  outside 
group  of  wise  people.  But  then,  as  if 
the  journalist  in  him  had  elbowed 
aside  the  academic,  he  added:  "Even  if 
all  the  members  of  the  American  Eco- 
nomic Association  who  have  won 
Nobels  were  members  of  this  outside 
council,  I  would  not  abide  by  their 
advice."  Silk  laughed,  "That's  said  in 
the  spirit  of  humility."  ■ 
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'We've  come  to  learn  more  about  your  Enviro-Spray.' 


GrowPak"  from  our  Knviro-Spray  Systems,  Inc. 
subsidiary,  is  the  most  innovative  and  versatile 
technological  development  in  pressuri/.ed  packaging 
iti  40  vears.  For  our  1984  Annual  Report  write. 
Grow  Group,  Inc.  200  Park  Ave.,  NY  10166.  Dcpt.  C 


Grow  Group 

Awlgrip,  Devoe,  Ameritone,  three  of  our  well-known  I  br 


brand  names. 
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For  years  Philip  Hawley  has  been  promis- 
ing great  things  from  his  Carter  Hawley 
Hale  Stores.  With  a  nasty  takeover  attempt 
behind  him,  he  is  still  promising. 

Phil  Hawley's 
last  chance 


By  Roger  Neal 


T|  hreatened  no  more  with  take- 
over by  Leslie  Wexner  and  The 
Limited,  at  least  for  now,  Carter 
Hawley  Hale's  Philip  Hawley  says  his 
department  and  specialty  stores  can 
now  settle  down  and  make  lots  more 
money.  "We  think  the  last  half  of  this 
decade  Ought  to  be  devoted  to  making 
the  assets  of  this  company  extraordi- 
narily profitable,"  says  Hawley  in  his 
handsomely  appointed  office  atop  the 
Bank  of  California  building  in  down- 
town Los  Angeles.  Now  59,  Hawley 
realizes  he  hasn't  much  time  left  to 
make  his  mark  in  retailing. 

Up  to  a  point,  Hawley's  career  had 
seemed  the  stuff  of  legends.  He  start- 
ed out  as  a  buyer  for  Los  Angeles'  old 
Broadway  store  in  1958.  An  articulate 
man  with  good  looks  of  movie  star 
quality,  he  soon  came  to  the  attention 
of  now-retired  Edward  Carter  and 
Prentis  Hale.  They  promoted  him 
quickly,  naming  him  president  of  the 
chain  in  1972.  In  1974  they  added 
Hawley's  name  to  theirs.  Hawley,  in 
turn,  acquired  some  of  the  proudest 
names  in  retailing — Bergdorf  Good- 
man, John  Wanamaker,  Holt  Ren- 
frew— in  the  process  of  expanding 
CHH's  total  retailing  space  to  its  pres- 
ent 27  million  square  feet. 

The  names  are  more  impressive 
than  the  results,  however.  On  virtual- 
ly every  measure  the  $3.6  billion 
(sales)  Carter  Hawley  Hale  ranks  near 
the  bottom  among  major  U.S.  depart- 
ment store  chains  (Forbes,  Jan.  14). 
Over  the  last  five  years  its  annual 
return  on  equity  has  averaged  10.3%, 
vs.  R.H.  Macy's  20%  and  Federated's 
14.5%.  Whereas  Macy's  and  Federat- 
ed's net  on  sales  in  the  same  period 
averaged  4.5%  and  3.5%,  respective- 
ly, Hawley's  stores  netted  1.9%. 

Worse,  to  "save"  his  stores  from 


The  Limited,  Hawley  in  effect  mort- 
gaged them  to  General  Cinema.  In 
return  for  $300  million  in  cash,  Haw- 
ley handed  over  to  General  Cinema 
preferred  stock  convertible  into  37% 
of  CHH  equity.  The  dividends  on  the 
preferred  shares  come  to  $30  million 
annually,  no  small  burden  for  CHH, 
whose  net  income  in  1983  came  to 
$57  million. 

CHH  stockholders  are  paying  a  stiff 
price  for  independence  in  other  ways. 
True,  a  takeover  is  now  virtually  im- 
possible. General  Cinema  can  acquire 
the  rest  of  CHH,  but  not  until  1991, 


the  year  Phil  Hawley  reaches  retire- 
ment age.  General  Cinema  can  sell  its 
CHH  block  or  acquire  CHH  sooner, 
but  only  if  a  new  party  already  holds  a 
share  equal  to  General  Cinema's 
holding  or  initiates  a  tender  offer  for 
more  than  40% .  That  would  necessi- 
tate sales  from  Carter  Hawley  Hale's 
employee  stock  ownership  plan, 
which  controls  voting  rights  to  21% 
(management  controls  11%).  But 
these  scorched-earth  defenses  have 
withered  CHH's  stock  from  $32  a 
share,  during  the  tender  offer,  back  to 
$23,  the  same  price  it  was  15  years 
ago.  Thus,  the  public  shareholders, 
with  31%  of  the  stock  (including  The 
Limited,  which  holds  about  4%),  are 
trapped — unless  Phil  Hawley  can  turn 
his  chain  around.  Can  he? 

With  little  reason  to  love  the  status 
quo,  Hawley  is  going  for  broke.  His 
strategy  is  to  draw  customers  into  his 
stores  by  building  a  reputation  for  the 
best  product  availability  in  town. 
That,  of  course,  means  building  in- 
ventories to  very  high,  perhaps  dan- 
gerously high,  levels.  It  is  not  a  new 
idea.  Seattle's  Nordstrom  traditional- 
ly carries  high  inventories.  But  it  is 
new  for  CHH.  During  the  last  six 
months,  Hawley  has  increased  store 
inventories  28%,  to  $60  per  sales  foot 
on  a  FIFO  basis.  Not  even  Nordstrom, 
with  inventories  of  $41  per  sales  foot 
on  a  FIFO  basis,  has  pushed  the  tactic 


Carter  Hawley  Hale  CEO  Philip  Hawley 
The  stuff  of  legend,  up  to  a  point. 


Jim  McHugh 
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so  far.  Nevertheless,  Hawley  prom- 
ises, "Our  profit  margins  will  grow, 
because  as  we  continue  to  drive  more 
volume  through  our  stores,  expenses 
as  a  percentage  of  sales  will  come 
down  and  down  and  down." 

But  what  if  inventories  do  not 
move?  Nordstrom,  even  with  its  high 
inventories,  turns  them  over  six 
times  annually.  Hawley  turns  his  just 
five  times. 

Hawley  acknowledges  that  this  is  a 
problem.  He  has  been  trying  to  move 
the  goods  faster  since  1982,  when  he 
started  an  inventory  "currency"  pro- 
gram to  get  rid  of  slow-moving  goods 
faster  and  get  in  hot-selling  items  fast- 
er. He  has  also  been  quicker  to  take 
markdowns — 10%  of  sales  in  1981, 
and  up  to  20%  today.  The  result:  al- 
most $35  million  charged  against 
earnings  to  make  inventory  current. 
This  aggressive  approach  to  inven- 
tories, Hawley  says,  is  "a  major  cul- 
ture change  for  the  corporation.  It 
meant  throwing  away  management 
tenets  that  had  prevailed  for  some 
numbers  of  decades." 

CHH  executives  promise  the  re- 
sults of  their  new  emphasis  on  inven- 
tory levels  and  turnover  will  soon 
show  up  in  the  company's  earnings. 
They  point  to  the  fact  that  CHH's 
1984  sales  climbed  more  robustly 
than  competitors'  and  that  earnings 
have  risen  for  seven  consecutive  quar- 
ters (excluding  the  topsv-turvy  take- 
over quarter).  What  they  don't  men- 
tion is  that,  while  sales  were  up  20% 
in  the  third  quarter,  margins  slipped 
from  last  year's  1.6%,  to  1%. 

Philip  Hawley  seems  genuinely  to 
believe  that  maintaining  Carter  Haw- 
ley Hale's  independence  was  in  his 
shareholders'  and  employees'  best  in- 
terests. It  may  be  that  Hawley  was 
well  on  his  way  to  making  his  stores' 
profits  more  respectable  before  the  ap- 
pearance of  Leslie  Wexner — an  oppor- 
tunist, Hawley  argues,  looking  to  grab 
CHH's  stores  just  before  Hawley 
could  complete  their  turnaround. 

Some  facts,  unfortunately,  argue 
otherwise.  The  tumultuous  period  of 
acquiring  stores  that  occupied  Haw- 
ley in  the  1970s  was  over  by  1979,  the 
last  year  Hawley  made  an  acquisition. 
He  has  talked  about  more  aggressive 
markdowns  since  1980  and  had  four 
full  years  to  make  the  CHH  floor 
space  more  profitable  before  Wexner 
appeared.  He  didn't,  despite  repeated 
promises  that  he  would  (Forbes,  Apr. 
28,  1980).  Those  who  bought  the 
promises  are  the  poorer  for  it.  By 
mortgaging  his  stores  to  General 
Cinema,  Hawley  has  bought  himself 
another  chance.  But  it  is  almost  cer- 
tainly his  last  chance.  ■ 
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The  shares  of  volvo 
were  introduced  on  the 
stockholm  stock  ex- 
change in  1935. 

Since  then  the  company 
has  paid  a  dividend 
every  year. 

And  the  dividend  has 
never  been  lower  than 
the  year  before. 


VOI.VO 


In  Toronto 


At  The  King  Edward,  your  surroundings  are  the  paragon  of  Edwardian 
grandeur.  Here,  British  and  foreign  royalty  have  been  royally  entertained. 

The  splendid  original  Lobby  Lounge,  galleried  and  with  Corinthian 

marble  columns,  is  still  the  centerpiece,  and  today  rooms  have  been  restyled 

to  new  heights  of  spaciousness,  luxury  and  comfort. 

Trusthouse  Forte  Hotels  f| 

For  reservations,  see  your  navel  agent  or  call  loll-free:  K(X)-223-3672  nationwide; 
2|2-.S41-44(K)  in  New  York  City:  [-800-268-9761  in  Canada:  416-363-60.11  in  Toronto. 
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Hot  Springs,  Va.,  in  the  middle  of  the  Alle- 
gheny Mountains,  is  an  unlikely  spot  for 
an  aggressive  little  growth  company — es- 
pecially one  95  years  old. 

0  temporal 
0  mores! 


By  Ben  Weberman 


In  the  old  days,  about  the  most  ex- 
citing event  at  Virginia  Hot  Springs, 
Inc.'s  famous  Homestead  hotel  was 
betting  on  weekly  tray  races,  in  which 


waiters  ran  with  trays  on  their  heads. 
String  ensembles  soothed  moneyed 
guests  at  high  tea  after  a  day  of  sulfu- 
rous  soaking  in  the  hot  pools  of  Bath 
County,  Va.  Rooms  on  the  top  floor 
were  maintained  for  servants  only. 


Dan  Reichartz  of  Virginia  Hot  Springs.  Inc. 

"A  hotel  is  a  living  thing  that  changes  with  the  times. 


Hill  Bjlk-nhiTK 


The  Homestead  is  still  one  of  the 
world's  finest  resorts — only  one  of  13 
rating  five  stars  in  the  Mobil  Travel 
Guide's  survey  of  the  U.S.  But  the 
string  quartets  are  giving  way  to  disco 
music  in  the  nightclub.  The  tray  race 
is  long  gone.  And  storage  areas  are 
now  where  the  servants'  quarters 
once  were.  These  days  there  aren't 
many  guests  with  full  19th-century  - 
style  retinue,  and  the  Homestead  in- 
creasingly caters  to  meetings  of  in- 
dustry and  banking  groups. 

Its  parent  company,  moreover,  is 
fast  turning  itself  into  an  aggressive 
little  growth  company.  It  has  plenty 
of  resources  to  exploit  in  addition  to 
its  best-known  asset.  Virginia  Hot 
Springs  owns  three  golf  courses,  a 
1,500-subscriber  telephone  company 
and  15,000  acres  of  undeveloped  sce- 
nic land. 

For  nearly  a  century  little  was  done 
to  develop  such  assets,  even  though 
Virginia  Hot  Springs  is  a  publicly  held 
company  with  a  tiny  float  whose 
shares  (recently  at  $175)  trade  over- 
the-counter.  More  than  half  the  stock 
is  owned  by  the  heirs  of  M.E.  Ingalls, 
who  was  president  of  the  Chesapeake 
&  Ohio  Railroad  in  1890  when  he 
bought  the  hotel  as  a  stopover  for  pas- 
sengers. Ingalls'  grandson  Daniel  H.H. 
Ingalls,  68,  now  chairman,  is  a  retired 
professor  of  Sanskrit  at  Harvard.  His 
son  Daniel  Jr.,  40,  of  Menlo  Park,  Cal- 
if., is  one  of  the  developers  of  the 
Smalltalk  computer  language  and 
now  is  developing  new  programming 
languages  and  systems  at  Apple  Com- 
puter. With  the  family  thus  otherwise 
occupied,  corporate  officials  were  left 
over  the  decades  to  concentrate  on 
running  the  superb  hotel. 

The  only  problem  was  the  increas- 
ing volatility  of  revenues  of  such  big 
hotels  as  the  Homestead  as  they  be- 
came more  dependent  on  conven- 
tions. Convention-goers  often  take 
100  to  200  rooms  for  at  least  a  week, 
so  the  loss  of  a  few  meetings  can  have 
a  big  effect  on  revenues. 

Since  meetings  are  often  booked 
two  or  three  years  in  advance,  it's 
possible  to  predict  results  fairly  accu- 
rately a  year  or  two  down  the  line.  For 
example,  says  Hot  Springs  President 
Dan  Reichartz,  revenues  for  fiscal 
1984-85,  ending  Mar.  31,  will  be  off 
about  $2  million  from  last  year's  $25 
million.  The  hotel  will  probably  bare- 
ly break  even  instead  of  matching  last 
year's  $1.2  million  pretax  profit, 
Reichartz  says.  But  fiscal  1985-86  re- 
sults will  at  least  match  those  of  1983- 
84  and  possibly  exceed  them  substan- 
tially, on  the  basis  of  convention  busi- 
ness the  Homestead  has  booked. 

When  Dan  Ingalls  Sr.  retired  from 
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Harvard,  he  returned  to  Hot  Springs  to 
live  and  started  getting  interested  in 
the  potential  of  his  little  company.  In 
1983  he  and  the  board  named  Reich- 
artz  president  and  gave  him  free  rein 
to  start  developing  it.  Reichartz,  38, 
born  in  Rheydt,  West  Germany  and 
apprenticed  to  the  hotel  trade  at  16, 
had  managed  the  Homestead  since 
1976  after  a  nine-year  career  with  Hil- 
ton Hotels,  including  two  years  as 
executive  assistant  manager  of  the 
Waldorf-Astoria  in  New  York  City. 

The  major  thrust  is  the  land.  With- 
out much  promotional  effort,  Reich- 
artz has  already  sold  33  condomin- 
iums in  a  50-unit  development,  the 
company's  first,  at  an  average  price  of 
$250,000.  He  has  a  20-year  develop- 
ment plan  to  build  up  to  1,800  condos, 
but  Reichartz  says  it  is  being  carefully 
done  to  make  sure  it  doesn't  adversely 
affect  the  environment  or  scenery  of 
Bath  County.  Economically,  company 
and  county  are  practically  synony- 
mous: Virginia  Hot  Springs'  payroll, 
1,100  in  peak  season,  accounts  for 
roughly  half  the  county's  adult  em- 
ployable population. 

"The  beauty  of  the  development  is 
that  if  it  is  successful,  other  parts  of 
the  company  benefit — the  telephone 
company,  the  resort  restaurant  and 
the  club  facilities,"  says  Reichartz. 
He  also  is  considering  using  the  tele- 
phone company  to  provide  cable  TV 
for  the  new  condos  and  has  developed 
a  software  marketing  and  manage- 
ment program  for  the  lodging  indus- 
try. "We  hope  to  sell  1,000  to  1,500  of 
these  systems  at  $5,000  each,"  says 
Reichartz. 

Ultimately,  Reichartz  hopes  to 
market  Hot  Springs'  expertise  in  the 
form  of  food  and  service  management 
contracts  for  private  clubs  and  inde- 
pendent hotels.  Country  clubs  and 
yacht  clubs  especially  are  often  man- 
aged lackadaisically  because  their 
boards  are  made  up  of  professional 
individuals  busy  with  their  own  af- 
fairs and  with  little  time  to  hire  and 
fire  staff  or  oversee  operations  careful- 
ly. Hot  Springs'  fees  would  be  steep  — 
$700,000  to  $1  million  a  year  for  a 
400-room  hotel — for  handling  food 
service,  front  office,  maintenance  and 
planning.  Charges  would  be  lower  for 
private  clubs. 

These  are  ambitious  plans,  and 
any  entrepreneur  could  tell  Rei- 
chartz that  there  will  be  many  a  slip 
between  cup  and  lip.  But  whatever 
happens,  Virginia  Hot  Springs,  Inc. 
and  its  Homestead  resort  clearly 
aren't  going  to  be  the  sleepy  oper- 
ations of  the  past.  "A  hotel  is  a 
living  thing,"  says  Reichartz,  "that 
changes  with  the  times."  ■ 
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For  several  decades  volvo  has  car- 
ried OUT  SYSTEMATIC  WORK  TO  IMPROVE 
THE   SAFETY   CHARACTERISTICS   OF  THE  CAR. 


1944  volvo  introduced  the  lamin- 
ated windscreen.  24  years  later  it 
became  obligatory  in  sweden. 

1959  volvo  was  first  in  the  world 
with  three-point  safety  belts  as 
standard  equipment  in  cars. 

1966  introduced  more  unique  safe- 
ty features.  the  triangular  dual 
brake  circuit.  the  safety  body  with 
energy  absorbing  zones,  collaps- 
ible steering  column. 

Three  years  later  came  the  head- 
rest, INERTIA-BELTS,  ELECTRICALLY- 
HEATED  REAR  WINDOW. 


In  New  York 


At  The  Westbury, 

you  discover  what  is  truly 
New  York  for  insiders. 
Located  on  the  fashionable 
Upper  East  Side, 
The  Westbury  is  convenient 
yet  away  from 
the  midtown  rush. 
It  combines  personal 
hospitality  with  discreet 
luxury,  including 
award-winning  rooms, 
a  European  feeling, 
and  the  celebrated 
Polo  restaurant. 


Trusthouse  Forte  Hotels  f§ 

For  reservations,  sec  your  travel  agent  or  call  toll-free:  8(X)-223-5672  nationwide: 
212-54I-44(X)  in  New  York  City;  1-800-268-9761  in  Canada:  416-363-60.11  in  Toronto. 


47 


WHAT  SHOULD  YO 
WORKING  "PARTNERSHII 


"At  Container  Corporal  t1 

of  America,  an  HP  compui  I 
network  helps  us  respond  tiisi 
customers  faster,  and  saves 
$600,000  a  year. 


HI 


"It  used  to  take  us  two  days  to  esi  % 
mate  the  cost  of  a  job  for  a  custom^ 
With  the  HP  network  we  can  con 
up  with  an  accurate  figure  in  jth 
minutes.  We  now  have  the  infc 
mation  we  need  to  provide  betti] 
quality  packaging." 

Its 

Container  Corporation  of  Americ  1 
one  of  the  nation's  leading  papn 
board  packaging  manufacturers 
The  company  has  a  network  of 
HP  3000  computers  operating  iir 
manufacturing  plants. 


m 


In  Chicago,  Jeff  Norkin,  Vice  Pf 
dent,  says,  "Using  HP's  Produc  | 
ity  Tools,  our  staff  developed  a 
wood  costing  and  payables  syst 
in  half  the  time  it  took  to  develop 
similar  system  in  the  past.  The  fie 
ibility  of  the  HP  3000  network  e 
ables  us  to  design  and  impleme 
additional  systems  as  we  need  th 
without  costly  conversions. 


I 
i 
"We've  seen  that  we  can  count 
HP's  technical  expertise  to  pro\M 
solutions  to  new  challenges  as  th 
arise.  Based  on  our  success  with  i 
systems,  we  plan  to  expand  our  r 
work  with  10  additional  HP  3000 
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XPECT  FROM  A 

flTH  HEWLETT-PACKARD? 


Westinghouse  Canada, 

:.,  an  HP  Automatic  Test 
stem  improves  quality  con- 
1  and  tests  PC  boards  30 
les  faster  than  before. 


ie  precision  testing  of  the  HP 
DA  automatic  board  test  system 
bles  us  to  pick  up  defects  early 
tie  production  cycle,  thereby  im- 
ving  quality  control  and  speed- 
production." 

stinghouse,  Canada,  Inc.,  inBur- 
;ton,  Ontario,  manufactures  and 
ributes  data  terminals  to  over  100 
or  airlines.  David  Havart,  Super- 
>r  of  Test  Engineering,  says: 
estinghouse  monitored  the  per- 
nance  of  the  HP  test  system  and 
nd  it  identified  98.5%  of  all 
Its.  That  represents  an  18%  im- 
vement  in  accuracy  over  our 
>r  test  method. 

cause  the  HP  3060A  is  so  simple 
>perate,  we  were  able  to  realize 
benefits  of  our  HP  system  almost 
nediately — without  investing 
lificant  time  or  dollars  in  training. 

P's  reputation  for  dependable  test 
tipment  was  a  major  reason  be- 
d  our  decision  to  purchase  the  HP 
0A.  Once  installed,  the  speed  and 
uracy  of  the  HP  system  enabled  us 
itreamline  quality  control  proce- 
es,  saving  us  more  than  $200,000 
ear  in  operating  costs." 


•  IKS 


Results  with  assurance. 


HEWLETT 
PACKARD 


0002502 


Arts  Knows  EvenThe  Nicest  Guys 
Can  Get  Depressed  Waiting  For  A  Rent-A-Car. 


Make 


an 


Avis  Express 
reservation 
with  an  Avis 
Wizard  Number,  and  you 
can  bypass  car  rental  count- 
ers at  major  U.S.  airports. 
Just  go  straight  from  your 
plane  to  an  Avis  bus.  Tell 
the  driver  your  name.  He'll 
notify  our  express  location. 


They'll  have  your  car  and  contract 
ready  when  you  arrive. 

When  you  return,  our  auto- 
mated Avis  Rapid  Return™  system 
lets  you  turn  in  your  car  at  selected 
U.S.  airport  and  downtown  loca- 
tions* just  by  pushing  a  few 
buttons.  You'll  receive  a  full  printed 


record  of  your  expenses,  all 
in  less  than  a  minute. 

We're  trying  harder  to 
save  you  time,  from  reserva- 
tion to  return.  So  call  Avis  at 
1-800-331-1212  to  apply  for 
a  Wizard  Number.  And  see 
how  much  faster  it  makes 
renting  a  car. 

We  try  harder!  Faster. 


AVIS 


Avis  features  CM  cars.  Euick  Century. 

'For  charge  customers  who  need  no  modification  oj  their  charges.  ©1985  Avis  Rent  A  Car  System.  Inc.  Avis'1 


K  mart  has  extraordinary  hopes  for  the  do- 
it-yourself  market.  But  selling  slow  and 
smart  is  not  the  same  as  fast  and  cheap. 


Blueprint 
for  trouble? 


By  Barbara  Rudolph 


ASHAKEOUT  is  coming  in  the  $70 
billion  home  improvement 
\  market,  and  $20.8  billion  (esti- 
mated 1984  sales)  K  mart,  the  nation's 
second-largest  retailer,  could  be  one 
of  the  losers. 

K  mart  has  been  selling  about  $1 
billion  worth  of  do-it-yourself  prod- 
ucts through  its  existing  stores. 
Chairman  Bernard  Fauber  says  that's 
only  the  beginning.  Last  year  K  mart 
paid  $90  million  for  San  Antonic- 
based  Home  Centers  of  America,  a 
nine-store  Texas  chain  of  home  im- 
provement stores  operating  under  the 
name  of  Builders  Square. 

Using  HCA  as  a  vehicle,  Fauber 
says,  K  mart  will  become  a  dominant 
factor  in  the  home  improvement  mar- 


ket by  the  end  of  next  year.  By  1990 
Fauber  estimates  K  mart  will  be  get- 
ting about  5%  of  overall  corporate 
sales  from  Builders  Square.  It's  an  ex- 
traordinary goal.  If  the  rest  of  the 
company's  revenues  were  to  stay  flat 
for  the  next  five  years,  Builders  Square 
sales  would  have  to  zoom  from  some 
$60  million  to  $1  billion. 

Showing  he  means  business,  Fauber 
reorganized  top  management  in  De- 
cember, grouping  Builders  Square  in  a 
separate  specialty  operating  division. 

But  will  this  be  the  answer  to  K 
mart's  problems?  The  onetime  para- 
gon of  discounting  now  has  2,174 
stores  nationwide,  but  its  markets 
have  become  saturated.  Regional  dis- 
counters like  Wal-Mart  have  been 
coming  up  fast.  So,  ever  since  Fauber 
took  over  in  1980,  K  mart  has  been 


K  mart's  Builders  Square 

"We  get  into  the  marketplace  and  beat  each  other's  brains  out. 


jumping  on  bandwagons.  K  mart  tried 
to  go  upscale  like  other  discounters, 
but  its  off-price  apparel  chain,  Design- 
er Depot,  still  loses  money. 

Copying  Sears,  it  opened  110  "fi- 
nancial centers"  in  K  mart  stores. 
How  are  they  doing?  The  company 
says  they  are  doing  well,  but  Perrin 
Long,  an  analyst  at  Lipper  Analytical, 
figures  that  if  K  mart  is  making  any 
money  in  financial  services,  the 
amount  is  "minuscule  at  best." 

Last  July  K  mart  paid  $295  million 
to  acquire  Waldenbooks.  It  has  also 
dabbled  in  such  frills  as  two  experi- 
mental pizza-video  parlors;  they 
closed  after  18  months. 

Fauber  argues  that  K  mart  can 
quickly  expand  Builders  Square  stores 
by  drawing  on  "thousands  of  manag- 
ers who  are  ready  to  go."  But  these 
managers  are  used  to  the  quick-turn 
discounting  business,  unlike  home 
improvement,  where  expertise  and 
customer  hand-holding  are  required. 
Fauber  argues  that  special  training 
programs  will  solve  this  problem. 

Recruiting  expertise,  let  alone 
breeding  it,  won't  be  easy.  The  field 
has  grown  so  fast  (19%  a  year  in  unit 
sales  since  1974)  that  trained  people 
are  in  short  supply.  "Companies  are 
beating  each  other  to  death  in  our 
Help  Wanted  section,"  says  Arthur 
Anderman,  publisher  of  National 
Home  Centers  News. 

That  kind  of  growth  may  not  last 
forever,  but  as  it  peaks  it  causes  prob- 
lems of  its  own.  The  result  is  a  devel- 
oping shakeout  in  which  major  play- 
ers Payless  Cashways  and  the  Atlan- 
ta-based regional  chain  Home  Depot 
are  buying  weaker  companies  like  the 
Texas-based  Bowater  chain,  which 
sold  out  to  Home  Depot  last  month. 

The  strong  are  under  pressure,  too. 
Home  Depot  was  a  Wall  Street  star 
until  it  reported  an  earnings  gain  in 
the  second  fiscal  quarter  of  1984  of 
"only"  15%.  The  stock  hit  a  low  of 
12,  down  from  its  high  of  27.  Even 
though  earnings  have  since  revived 
smartly,  the  stock  has  only  partially 
recouped  (recent  price:  17).  This 
month  Payless  Cashways,  whose 
earnings  had  been  growing  at  a  rate  of 
28%  over  the  last  five  years,  will  re- 
port an  unexpected  drop  in  profits  in 
its  latest  quarter.  Home  Centers  itself 
lost  $5  million  on  sales  of  $27  million 
for  the  year  ended  last  Feb.  26.  The 
following  quarter  it  squeaked  into  the 
black,  and  in  the  current  fiscal  year 
should  do  $60  million  in  sales.  Never- 
theless Fauber  optimistically  predicts 
that  the  group  will  contribute  to  K 
mart's  operating  profits  this  year. 

Fauber  expects  an  edge  with  real 
estate.  K  mart  plans  to  convert  some 
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WESTERN. 

Because  the  right  temporary 
can  make  your  day 

The  right  temporary7.  Her  skills,  experience  and  background 
just  fit  your  needs.  She  keeps  your  business  humming,  your 
productivity  up,  your  morale  high.  She  makes  your  day. 

At  Western,  we  know  what  a  difference  the  right  temporary 
can  make.  That's  why  we  select  your  Western  temporary  so 
carefully,  using  our  proven  methods  of  testing,  interviewing,  and 
reference  checking.  So  we  can  find  you  the  person  whose  qualifi- 
cations match  your  job. 

For  all  your  temporary  staffing  needs,  remember  Western.  We 
provide  clerical,  industrial,  marketing,  medical,  technical,  and 
security  personnel.  All  bonded  and  insured.  Over  200  offices 
nationwide.  Call  your  local  Western  office  today.  We're  in  the 
white  pages. 

For  national  contracts,  or  assistance  on  marketing  projects, 
call  1-800-USATEMP  (in  California  1  800-FOR  TEMP). 

Western 

TEMPORARY  SERVICES, 
We're  as  particular  as  you  are. 

CORPORATE  HEADOUARTERS    301  LENNON  LANE.  WALNUT  CREEK  CA  94598-2453 
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existing  stores  into  Builders  Squares. 
Eventually,  says  Executive  Vice  Presi- 
dent John  Stevens,  perhaps  10%  of  all 
Builders  Squares  could  be  remodeled 
K  marts.  But  it's  far  from  certain  that 
an  ex-K  mart  location  would  be  a  good 
place  to  sell  wiring,  lighting  fixtures 
and  the  like. 

Builders  Square  stores  are  the  large 
"warehouse"  type,  up  to  80,000 
square  feet.  The  leader  in  that  kind  of 
operation  is  Home  Depot,  and  its 
chairman,  Bernard  Marcus,  plans  to 
tackle  K  mart  head  on  by  opening  four 
stores  in  Houston,  a  Home  Center 
stronghold,  and  four  to  six  in  Detroit, 
a  stone's  throw  from  K  mart  head- 
quarters in  Troy.  Back  in  the  1970s 
Home  Center's  founder  Frank  Denny, 
who  will  stay  on  under  K  mart,  and 


Inside  a  Builders  Square 
A  shakeout  is  coming. 


Marcus  worked  together  at  Handy 
Dan,  a  chain  later  acquired  by  W.R 
Grace.  The  two  have  been  fierce  com- 
petitors ever  since.  "We  get  into  the 
marketplace  and  beat  each  other's 
brains  out,"  says  Marcus. 

K  mart  raised  some  eyebrows  on 
Wall  Street  when  it  bought  Walden- 
books  at  24  times  fiscal  1983  earn- 
ings. Some  analysts,  such  as  First  Bos 
ton's  Margaret  Gilliam,  think  Fauber 
paid  too  much  for  Home  Centers,  as 
well.  In  the  end,  Fauber  may  be  vindi- 
cated, but  so  far  K  mart  seems  to  be 
treading  the  path  that  has  been  taken 
by  so  many  others  before  it — another 
big  corporation  moving  overoptimis- 
tically  into  fields  it  knows  little 
about.  ■ 


FORBES,  JANUARY  28,  1985 


— ....—.--«..».-...■■...-«-..■.*■«— *■». 


Now  you  have  an  option  that 
could  save  you  from  20  to  35% 
on  your  dental/orthodontic  cover- 
age costs,  could  greatly  simplify 
your  program,  could  give  you  more 
flexibility,  and  is  virtually  with- 
out risk. 

It's  called  Direct  Reim- 
bursement. 

It  means  what  the  name 
implies:  your  company  reimburses 
employees  directly  for  dental/ 
orthodontic  costs.  No  insurance 
company  is  involved.  And  a  plan 
involving  co-payment  by  the  em- 
ployee and  set  maximum  dollar 
benefits  gives  you  sound  cost 
control. 

Predictable  costs.  The 
dental  difference. 

Dental  and  orthodontic  care 
is  different  from  medical  health  care.  Both  costs  and 
utilization  are  highly  predictable.  About  55%  of  those 
covered  last  year  filed  claims.  And  of  those  filing 
claims,  75%  incurred  annual  costs  under  $75.  And 
since  you  can  design  the  program  yourself,  your  plan 
can  fit  the  needs  of  your  group,  and  your  budget.  In 
fact  it's  possible  to  offer  solid  coverage  for  as  little  as 
$5  to  $7  a  month. 

Even  the  administration  is  direct, 
straightforward. 

If  you're  afraid  of  getting  bogged  down  in 
paperwork,  forget  it.  In  place  of  the  employee  booklets 


It  may  be 
cheaper  and 

easier  to 

reimburse 

most  of  your 

employees' 

dental  bills 

than  to  pay 


ra 


insurance 
premiums 


and  fee  schedules,  claim  forms 
and  explanations,  you  can  replace 
them  with  a  greatly  simplified  sys- 
tem. A  simple  ledger  card  system 
or  a  single  computer  system  is 
sufficient,  because  most  of  the 
paperwork  has  been  eliminated. 
A  side  benefit  is  employee 
reaction.  Since  the  program  is  eas- 
ier to  understand,  it's  easier  to 
use.  Employees  know  in  advance 
what's  covered  and  what  isn't. 

Best  of  all,  virtually  no 
risk 

In  1983,  97%  of  all  dental 
treatment  costs  were  less  than 
$1,500.  Over  the  last  10  years, 
dental  fees  have  increased  16% 
less  than  the  consumer  price 
index.  Together,  these  facts  mean 
the  risk  you  accept  with  Direct 
Reimbursement  is  both  minimal  and  predictable. 
While  the  savings  are  substantial. 
There's  no  risk  in  finding  out  more.  Send  in 
the  coupon  below.  The  American  Association  of  Ortho- 
dontists offers  a  free  brochure  and  a  free  advisory 
service.  Direct  Reimbursement  is  just  one  of  many 
options  we  can  explain.  We  don't  sell  or  administer 
programs,  so  you  get  an  unbiased  viewpoint.  Our 
interest  is  improving  the  extent  and  quality  of 
dental/orthodontic  health  care  coverage. 

As  such,  Direct  Reimbursement  is  a  valuable 
option  for  you  to  consider.  Send  in  the  coupon,  today. 


American  Association  of  Orthodontists 
460  North  Lindbergh  Blvd 
St.  Louis.  MO  63141 


YES,  I  would  like  more  information  about  Direct 
Reimbursement. 

□  Send  me  your  free  brochure. 

□  Call  me  for  a  personal  meeting. 
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Name. 
Title_ 


Company  or  Organization. 
Address 


City 

Telephone 


.State. 


.Zip 


Number  of  employees. 


Why  has  Stanley  Gault  spent  the  last  four 
years  moving  and  shaking  at  Rubbermaid? 
It  was  a  case  of  serious  problems  masked 
by  cheery  numbers. 


Sincere  tyranny 


By  Howard  Gold 


Some  people  call  Stanley  C. 
Gault  a  tyrant.  "Yes,"  he  says, 
"but  I'm  a  sincere  tyrant." 

Here's  sincerity  for  you:  Gault,  59,  a 
top  General  Electric  executive,  came 
back  to  his  hometown  of  Wooster, 
Ohio  to  become  chairman  of  Rubber- 
maid, Inc.  in  1980.  He  has  turned  over 
more  than  two-thirds  of  its  middle 
and  top  management  (sometimes 
more  than  once),  lopped  off  11%  of  its 
white-collar  labor  force,  sold  off  three 
divisions  and  shut  down  a  fourth. 

Gault  eased  out  a  raft  of  veteran 
executives  and  brought  in  GE  alumni 
like  President  Robert  E.  Fowler  Jr.  He 
replaced  the  top  man  in  Rubbermaid's 
German  subsidiary  twice  and  named 
another  GE  man,  Ronald  Best,  to  head 
Rubbermaid's  Canadian  subsidiary. 
He  put  in  new  inventory-control  pro- 
grams and  raised  prices  three  times  in 
six  months.  In  1980  he  shut  down  the 
moneylosing  party  plan  division,  a 
clone  of  Dart  &  Kraft's  Tupperware, 
and  sold  off  the  low-margin  auto- 
motive accessory  business.  Then  he 
got  rid  of  a  refuse-container  operation. 

Along  the  way,  Gault  made  two 
acquisitions:  Carlan,  Inc.,  which 
makes  Con-Tact  self-sticking  decora- 
tive coverings,  and  Little  Tikes,  a  toy 
company.  He  has  also  moved  into 
new  product  lines.  In  1983  Rubber- 
maid introduced  microwave  cook- 
ware,  a  $300  million  market  in  which 
Gault  claims  to  have  a  "double-digit" 
share  now  and  hopes  to  wind  up  with 
25%.  Last  spring  the  company  pre- 
miered a  line  of  plastic  food  storage 
containers  competing  with  Tupper- 
ware. Tupperware  has  85%  of  the 
$500  million  market,  so  Gault  will 
probably  have  to  take  future  sales 
from  its  hide  if  Rubbermaid  is  to  reg- 
ister the  15%  annual  sales  growth  it 


needs  to  meet  his  goal — characteristi- 
cally ambitious — of  $1.2  billion  in 
revenues  by  1990. 

Rubbermaid  sales  for  1984  should 
hit  $565  million,  up  83%  from  $309 
million  the  year  Gault  took  over,  and 
earnings  will  be  twice  those  of  1979. 
Wall  Street  is  mighty  impressed.  The 
stock  price  quintupled  between  1980 
and  1983,  from  10  to  50,  and  recently 
sold  at  45 'A,  or  16.4  times  expected 
1984  earnings  of  $2.75  a  share. 

What's  interesting  is  that  Rubber- 
maid was  growing  about  as  fast  before 
Gault  took  over  as  it  has  since.  In  the 
six  years  before  Gault  arrived,  be- 
tween  1974  and   1980,   Rubbermaid 


was  posting  average  annual  increases 
of  23%  in  sales  and  38%  in  earnings. 
In  the  four  years  since  Gault  took  over 
average  annual  sales  growth  has  been 
21%,  earnings  25% .  True,  it  gets  hard- 
er to  maintain  growth  rates  as  the 
sales  and  earnings  bases  rise.  True, 
too,  Gault  has  managed  well  in  other 
ways,  notably  strengthening  the  bal- 
ance sheet  substantially.  Cash  now 
stands  at  nearly  $49  million,  com- 
pared with  only  $800,000  in  1980,  and 
long-term  debt  is  now  less  than  Rub- 
bermaid's traditional  15%  to  20%  of 
total  capitalization. 

But  did  all  that  blood  have  to  run  to 
accomplish  that?  Yes,  says  Gault. 
Keep  in  mind  that  Gault  came  to  Rub- 
bermaid after  losing  out  in  the  strug- 
gle to  succeed  GE  Chairman  Reginald 
Jones  (see  box,  p.  57).  Keep  in  mind, 
too,  that  Gault  was  no  stranger  to 
Wooster.  His  father  was  one  of  the 
company's  founders  (then  known  as 
the  Wooster  Rubber  Co.)  in  1920,  and 
Gault  himself  had  been  a  director  for 
18  months  before  he  took  over.  The 
fact  is,  he  says,  "things  were  worse 
than  the  numbers  indicated." 

Rubbermaid  had  grown  fat  and  lazy 
in  the  1970s,  when  the  courts  were 
striking  down  price-floor  fair  trade 
laws  that  had  kept  it  out  of  the  dis- 
counters (now  its  biggest  customer  is 
K  mart).  Growth  was  too  easy,  fueled 
by  double-digit  inflation.  Overhead 
was  beginning  to  swell,  productivity 
was  eroding  and  marginal  operations 


Hank  Morgan 


Rubbennaid  Chairman  Stanley  C.  Gault 

"There's  very  little  I  would  have  done  differently. 
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MEven  in  the  heart  of  the 
wilderness  I've  found  a  way  to  enjoy 
life's  creature  comforts. 

Its  called  Jeep  Grand  Wagoneer." 

BROWN  W.  CANNON,  JR.,  CHAIRMAN,  COLORADO  OUTWARD  BOUND  SCHOOL 


Brown  W.  Cannon,  Jr.  is  a 
man  who  loves  to  get  off  the  beaten 
path.  He  is  chairman  of  the  Colorado 
Outward  Bound  School,  renowned 
for  its  rugged  and  exciting  wilder- 
ness trips.  Equally  rugged  and  excit- 
ing is  his  Jeep®  Grand  Wagoneer. 

Grand  Wagoneer  lets  you 
shift-on-the-fly  into  the  trailblazing 
traction  of  4-wheel  drive.  That's 
when  it  displays  a  real  passion  for 
the  great  outdoors... all  the  while 
surrounding  you  with  an  unexpect- 
ed level  of  comfort  and  luxury. 


<m 


For  one  thing,  the  Grand 
Wagoneer  is  invitingly  spacious  in- 
side, with  ample  room  for  six. 
And  it  boasts  an  array  of  luxury 
features  like  supple  leather,  power 
windows  and  door  locks  and  a  pre 
mium  sound  system,  all  standard. 

And  thanks  to  its  new  sus- 
pension system,  the  Grand 
Wagoneer  provides  its  smoothest 
ride  ever — on  paved  roads,  rough 
roads  and  even  where  there  are 
no  roads  at  all. 

Jeep  Grand  Wagoneer,  the 
most  luxurious  way  to  answer 
the  call  of  the  wild. 


i 


Jeep  ^  Grand  Wagoneer 

The  Ultimate  Wagdn 

AVAILABLE  FOR  PURCHASE  OR  LEASE  AT  PARTICIPATING  JEEP  DEALERS. 

SAFETY.BELTS  SAVE  LIVES. 


Who  in  the 

world  could  give 

you  the  fair  and 

square  value  of 

an  oval  office? 
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A  Real  Estate  Appraiser  certified  as  MAI.  A  designation  of  such 
demanding  requirements  that  only  3%  of  the  appraisers  in  America 
have  qualified. 

Experience.  Knowledge.  Ethics.  Professionalism.  Performance.  These, 
are  the  reasons  courts,  banks,  developers,  brokers,  and  government 
agencies,  for  over  fifty  years,  have  sought  out  and  relied  upon  MAI 
appraisals. 

The  next  time  you  require  a  real  estate  appraiser  . . .  demand  an  MAI. 
/  v  ~  \ 

<  AMERICAN  INSTITUTE  OF 

SJ    REAL  ESTATE  APPRAISERS 

of  the  National  Association  of  Realtors® 
430  N.  Michigan  Ave,  Chicago,  IL  6061 1-4088         (312)329-8537 

The  "Who"  in  the  World  of  Real  Estate  Appraisal. 
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You  win  some, 
you  lose  some 


Tlhe  appointment  of  John  F. 
Welch  Jr.  to  succeed  Reginald 
H.  Jones  as  chairman  of  General 
Electric  in  1980  ended  one  of  the 
most  keenly  watched  executive 
races  in  recent  memory.  In  addi- 
tion to  Stanley  Gault,  four  others, 
at  one  time  or  another,  were  con- 
sidered contenders  for  GE's  top  job. 
Where  are  they  now? 

•John  F.  Burlingame,  62,  was  one 
of  the  three  GE  finalists.  Along 
with  Welch  and  Edward  E.  Hood  Jr., 
he  was  named  a  vice  chairman  in 
1979,  a  year  before  the  choice  set- 
tled on  Welch.  Burlingame  re- 
mained in  that  post  under  Welch 
and  retired  at  the  end  of  1984. 
Hood,  54,  also  stayed  on  as  a  vice 
chairman. 

•  Alva  O.  Way,  55,  GE's  senior 
vice  president  for  finance,  was  a 
dark  horse.  After  he  failed  to  make 
the  first  cut  in  1979,  he  left  to 
become  vice  chairman  of  Ameri- 
can Express.  In  February  1983  he 
was  named  president  of  The  Trav- 
elers Corp.  (Forbes,  Oct.  8,  1984). 

•  Thomas  A.  Vanderslice,  52,  left  in 
1983  to  become  president  of  GTE. 
He  was  once  viewed  as  the  heir 
apparent  to  GTE  Chairman  Theo- 
dore F.  Brophy,  but  that  didn't  work 
out  and  he  left  in  1983.  He  is  now 
CEO  of  Apollo  Computer,  a  small 
manufacturer  of  engineering  work- 
stations (Forbes,  Oct.  8, 1984).  When 
Apollo  founder  John  W.  Poduska  Sr. 
steps  down,  Vanderslice  will  finally 
get  his  shot  at  a  top  job. — H.G. 


were  draining  the  profitable  home  and 
commercial  products  businesses — the 
dish  drains,  bath  mats  and  the  like — 
that  Rubbermaid  has  been  making 
money  on  for  years. 

Moreover,  says  Gault,  "looking 
into  the  1980s,  the  growth  rates  were 
going  to  slow,  which  they  certainly 
did  in  1980,  1981  and  1982.  The  two 
profitable  businesses  could  not  con- 
tinue to  bear  the  strain  of  the  margin- 
al areas.  If  I  had  to  do  it  all  over  again, 
there's  very  little  I  would  have  done 
differently." 

As  for  his  disappointment  at  GE,  he 
says,  "I  take  disappointment  very  se- 
riously, but  I  take  it  very  quickly.  And 
I  don't  look  back."  There's  not  much 
reason  to  do  that.  Gault  made 
$700,000  in  salary  and  bonus  at  Rub- 
bermaid last  year,  compared  with 
$400,000  his  last  year  at  GE.  ■ 


"At  last.  New  Zealand 

has  a  truly  international 
luxury  hotel." 


New  Zealand  has  long 
been  famous  for  the 
magnificence  of  its 
landscape. 

Now,  New  Zealand  is 
about  to  become  famous 
for  a  hotel. 
A  Regent.  Superbly 
located  in  downtown 
Auckland,  The  Regent  is 
destined  to  be  a  hotel 
that  rises  above  the  rest. 

Opening  April  1985 


the 

*eemt 


AUCKLAND 
A  REGENT®lNTERNATIONAL  HOTEL 
ALBUQUERQUE.  AUCKLAND  CHICAGO   HJI   HONGKONG   KUALA  Ll'MPUR    LONDON    MANILA    MELBOURNE   NEW  YORK   SYDNEY    WASHINGTON  D  C 

U.S.A.  TOLL  FREE  800-545-4000;  AUCKLAND  398-882,  TELEX  NZ60079  OR  YOUR  TRAVEL  AGENT. 


"I  started  my  business  not  far  from  this 

harbor,  and  it  will  always  seem  like  home 

to  me.  But  now  my  personal  finances 

are  sufficiently  complex  to  require  the  discreet 

attention  and  finesse  of  my  New  York  bank." 

New  England 
Marine  Outfitters 


Truly  private  banking.  Cash  management.  Credit 
services.  If  excellent  handling  of  such  affairs  concerns 
you,  please  contact  Mr.  Rodney  I.  Woods.  Senior  Vice 
President,  United  States  Trust  Company  of  New  York. 
45  Wall  Street,  New  York,  NY  10005.  (212)806-4444. 

US.Trust 

When  you  do  something  very  well 
you  simply  cannot  do  it  for  everyone. 
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John  Hall  is  undoing  everything  his  prede- 
cessor did  at  Ashland  Oil,  but  Wall  Street 
still  doesn't  think  too  much  of  it.  Somebody 
else  might,  though. 

"The  value  players 
are  salivating" 


By  Carol  E.  Curtis 


On  paper,  John  Hall's  strategy 
for  $8.5  billion  (sales)  Ashland 
Oil,  Inc.,  the  nation's  largest 
independent  refiner,  seems  perfectly 
sensible,  or  at  least  inevitable.  Seven 
years  ago  Hall's  predecessor,  Orin  At- 
kins, sold  nearly  all  the  company's  oil 
and  gas  reserves.  A  few  years  later  he 
spent  over  $640  million  for  two  com- 
panies that  bore  no  relation  to  Ash- 


land's basic  business:  Integon,  an  in- 
surer, and  U.S.  Filter,  a  pollution  con- 
trol equipment  company. 

Atkins'  timing  was  terrible.  He  un- 
loaded his  company's  oil  when  prices 
were  less  than  $13  a  barrel.  Shortly 
thereafter  they  rose  to  $38.  Moreover, 
like  most  oil  companies,  Ashland  had 
its  problems  outside  the  oil  business. 
Together,  Integon  and  U.S.  Filter  have 
been  barely  in  the  black  for  the  last 
three  years.  Clearly,  they  have  not 


performed  up  to  Atkins'  expectations 
when  he  bought  them. 

Figuring  he  would  get  less  than  half 
what  Atkins  paid,  Hall  took  a  $270 
million  writeoff  last  year,  which  put 
Ashland  $172  million  in  the  red.  With 
that  out  of  the  way,  the  expectation 
was  that  Hall  would  naturally  return 
to  Ashland's  basic  business,  refining 
and  marketing,  areas  that  still  pro- 
duced about  half  its  operating  profits. 

But  while  Hall,  a  laconic  chemical 
engineer,  may  have  looked  more  like 
a  caretaker  than  a  mover  and  shaker, 
his  plans  for  Ashland  are  no  less  radi- 
cal than  Atkins'  were.  Instead  of  re- 
turning to  refining  and  wholesale 
marketing,  Hall  plans  to  shrink  them 
over  the  next  five  years  to  25%  of 
earnings,  while  building  up  six  other 
businesses.  Only  two  of  them  will  be 
in  petroleum  and  none  in  refining  and 
wholesale  marketing:  Valvoline  mo- 
tor oil,  SuperAmerica  gas  stations  and 
minimarts,  specialty  chemicals, 
chemical  distribution,  engineering 
services  and — last  but  not  least — do- 
mestic exploration. 

Domestic  exploration?  Yes,  indeed. 
The  business  of  replacing  expensively 
what  Atkins  sold  cheap  will  be  Hall's 
biggest  single  thrust  by  far.  Of  Ash- 
land's estimated  $285  million  capital 


Jav  Maiher/Black  Siar 


Ashland's  John  Hall    ifi  (  atlettsburg,  Ky.  oil  refinery 

A  dilemma  and.  an  opportunity — perhaps  someone  else's. 
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budget  in  fiscal  1985,  some  $120  mil- 
lion, or  42%,  will  go  into  exploration, 
nearly  half  of  it  in  the  U.S. 

In  overturning  Atkins'  policies, 
Hall  will  have  to  refute  Atkins'  argu- 
ment: Oil  and  gas  are  now  so  hard  to 
find  that  the  effort  isn't  worth  the 
expense.  "We  spent  a  tremendous 
amount  of  money  with  absolutely  no 
results,"  said  Atkins  at  the  time.  In 
fact,  the  company  had  spent  $365  mil- 
lion in  five  years  without  adding  any 
reserves  at  all. 

Hall  will  have  his  hands  full  doing 
much  better.  'In  fiscal  1984  (ended 
Sept.  30),  the  year  of  Ashland's  aggres- 
sive return  to  exploration,  the  com- 
pany spent  $116  million  on  explora- 
tion, but  its  domestic  oil  reserves  ac- 
tually declined  from  5.6  million  to  5.5 
million  barrels.  Since  the  company 
produced  900,000  barrels,  that  means 
it  found  only  800,000  barrels  of  new 
oil.  Natural  gas  reserves  rose  from 
206.2  billion  to  213.9  billion  cubic 
feet  while  the  company  produced  10.8 
billion,  so  Ashland  found  about  18.5 
billion  cubic  feet — better,  but  still  ex- 
pensive reserves. 

Hall  says  the  results  are  sure  to 
come,  especially  now  that  Frank 
Conger,  a  highly  respected  geologist 
formerly  with  Shell  Oil,  has  been  run- 
ning the  program.  "If  you 
have  good  technical  people 
and  good  properties,  there  is 
good  profit  potential  in  do- 
mestic onshore  exploration," 
Hall  maintains. 

Maybe.  John  S.  Herold  Inc., 
a  respected  oil  appraisal  firm 
based  in  Greenwich,  Conn., 
estimates  Ashland's  cost  of 
finding  and  developing  new 
domestic  oil  over  the  last 
three  years  at  nearly  $22  a 
barrel.  Why  spend  that  kind 
of  money  when  the  world 
price  is  around  $28,  and  un- 
der pressure  to  fall  some 
more?  Especially  since  Ash- 
land's knack  for  its  basic 
business  remains  as  sure  as 
ever.  In  the  midst  of  perhaps 
the  worst  situation  indepen- 
dent refiners  have  ever  faced, 
Ashland  nearly  alone  contin- 
ues to  make  money.  Because 
the  price  of  refined  products 
has  been  dropping  faster  than 
the  price  of  crude,  the  aver- 
age refiner  lost  $3  on  every 
barrel  of  gasoline,  heating 
oil,  diesel  fuel  or  jet  fuel  he 
sold  in  the  final  quarter  of 
1984.  "Everyone  is  losing 
money,"  says  Robert  Her- 
mes, a  refiner  specialist  with 
Purvin   &   Gertz,    Houston- 


based  industry  consultants. 

Everyone,  that  is,  except  Ashland. 
In  its  1984  fiscal  year  Ashland  made 
$93  million  pretax  from  refining  and 
marketing — some  $40  million  from 
wholesale  sales  and  $53  million  from 
retail,  including  SuperAmerica  and 
Valvoline. 

Ashland  is  a  winner  in  a  sea  of  los- 
ers because  most  of  its  production 
comes  from  a  big  refinery  in  Catletts- 
burg,  Ky.,  near  its  gas  station  network 
in  Ohio,  West  Virginia  and  Kentucky, 
where  it  supplies  a  big  part  of  all  the 
gasoline  sold.  This  proximity  to  the 
final  market  means  Ashland's  trans- 
portation costs  are  much  lower  than 
the  rest  of  the  industry's.  Ashland  is 
able  to  make  as  much  as  1  cent  more 
than  its  competitors  on  every  gallon 
of  gasoline  it  sells.  Add  to  that  the 
company's  well-run  Valvoline  subsid- 
iary, which  makes  motor  oil,  one  of 
the  highest-margin  products  in  the  re- 
finery business. 

Result:  This  year  refining  and  mar- 
keting will  probably  generate  a  cash 
flow  of  $260  million,  or  two-thirds  of 
Ashland's  estimated  $400  million  to- 
tal. This  is  both  an  opportunity  and  a 
dilemma.  Of  the  $400  million,  the 
dividend  will  take  up  perhaps  $65  mil- 
lion. Another  $95  million  will  be  put 
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ing  expensively  what  was  sold  cheap. 


back  into  Valvoline,  SuperAmerica 
and  chemicals,  leaving  $240  million 
burning  a  hole  in  Hall's  pocket. 

What  to  do?  Industrywide,  refining 
is  a  weak  business.  Although  Ash- 
land's first-class  operation  is  running 
at  90%  of  capacity,  the  rest  of  the 
industry  is  at  no  better  than  75%  and 
begging  for  business.  So  pouring  the 
money  back  into  refining — buying 
new  refineries  or  expanding  existing 
ones — is  hardly  an  attractive  option. 
Diversifying  out  of  the  oil  business  as 
Atkins  did  turned  out  badly,  and  Hall 
doesn't  intend  to  repeat  the  mistake. 
By  the  process  of  elimination,  then, 
that  leaves  exploration. 

The  conclusion  may  seem  inevita- 
ble to  Hall,  but  it  has  not  gone  down 
on  Wall  Street.  Ashland's  44,200 
shareholders  were  already  chafing 
over  Hall's  decision  in  1983  to  cut  the 
dividend  from  $2.20  a  share  to  $1.60. 
There  is  also  a  three-year-old  SEC  in- 
vestigation of  Ashland's  foreign  pay- 
ments that  contributed  to  Atkins'  res- 
ignation in  1981  and  in  which  Hall  is 
alleged  to  have  played  a  role.  On  top 
of  all  this,  Hall's  decision  to  go  back 
into  the  very  area  his  predecessor  dis- 
posed of  has  pushed  the  stock  down  to 
24,  near  its  lowest  level  in  five  years. 
That  price  is  less  than  two  times 
cash  flow  from  operations 
and  far  below  the  company's 
breakup  value  of  $60  a  share, 
calculates  Arthur  L.  Smith, 
an  analyst  with  Deutsche 
Bank  Capital.  Smith  figures 
that  Ashland  is  now  as  cheap 
as  Gulf  was  when  Boone 
Pickens  began  buying  it  up. 
"The  company  is  unloved;  it 
has  a  bad  track  record  and  an 
inappropriate  strategy,"  he 
says.  "But  value  players  have 
just  got  to  be  salivating." 

Hall  remains  unruffled. 
"In  the  long  run,"  he  says 
slowly  and  deliberately,  "we 
believe  we  can  do  the  best  job 
for  our  shareholders  by  stick- 
ing with  our  current  strategy. 
We  know  refining  is  going  to 
be  tough  for  a  while,  so  we've 
got  to  build  other  things  to 
balance  that." 

But  whether  he  will  suc- 
ceed with  his  strategy  is  an- 
other matter.  "The  $64  ques- 
tion," says  Philip  Dodge,  vice 
president  of  Donaldson,  Luf- 
kin  &  Jenrette,  "is  whether 
Ashland  will  ever  be  able  to 
expand  outside  of  its  basic 
business."  And,  even  if  the 
company  can,  whether 
events  will  grant  John  Hall 
the  time  to  do  it.  ■ 
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The  Falcon  900. 12  tons  lighter,  V3  more  eff  icien 
and  light-years  ahead  of  its  closest  competition 
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A  clean  sheet  of  paper  and  a  clear 
set  of  demands  enabled  us  to  redefine  the  state  of  the  art 

in  large-cabin  business  jets. 


Recently,  Falcon  Jet  embarked 
upon  the  most  ambitious  operator 
survey  in  corporate  aviation  his- 
tory, comprising  all  facets  of  the 
large-cabin  business  jet — from 
cabin  design  to  operating  costs  to 
maintenance  concerns.  And  on 
May  18,  1984,  the  aviation  world 
witnessed  the  rollout  of  a  new 
large-cabin  business  jet  that  would 
answer  these  demands — the  Falcon 
900.  And  a  new  era  in  large-cabin 
business  jets  began. 

The  big  leap 

The  Falcon  900 's  "clean  sheet  of 
paper"  design  carries  with  it  in- 
herent advantages  over  would-be 
competitors. 

The  Gulfstream  IV,  for  instance, 
today  remains  essentially  a  1960's 
design,  long  since  eclipsed  by  mod- 
ern technologies  and  standards  of 
efficiency. 

The  most  striking  difference 
between  these  two  airplanes  is  in 
size  and  weight.  Though  the  Falcon 
900  has  a  more  desirable  cabin  than 


the  Gulfstream,  it  is  smaller  on  the 
outside,  providing  better  aerody- 
namics and  a  more  streamlined 
design.  Further,  the  Gulfstream  is 
some  12  tons  heavier  than  the 
Falcon  900,  and  requires  nearly 
twice  as  much  horsepower  to 
deliver  comparable  performance. 
This  has  a  direct  bearing  on  the 
relative  efficiency  and  operating 
costs  of  the  two  airplanes.  The 
Falcon  900  is  an  airplane  that  can 
take  you  anywhere  in  the  world. 
Efficiently.  Indeed,  the  Gulfstream 
IV  is  projected  to  burn  one-third 
more  fuel  than  the  Falcon  900, 


Now  inflight  test,  the  Falcon  900  is  meeting  or  exceeding  its  design  goals. 


even  on  a  long  flight  such  as  Dallas 
to  London.  And  the  Falcon  900  is 
extremely  efficient  at  lower  alti- 
tudes on  shorter  trips,  where  the 
Gulfstream  is  decidedly  not. 

Unequaled  headroom 

In  terms  of  cabin  comfort,  our 
survey  made  it  clear  that  height  was 
far  and  away  the  operators'  greatest 
concern,  and  the  Falcon  900  has 
more  headroom  than  any  other 
business  jet.  The  Falcon  900 's  cabin 
is  also  considerably  wider  than  the 
Gulfstream 's — both  at  the  floorline 
and  at  maximum  width. 

The  Gulfstream  IV  may  claim  a 
longer  cabin  than  the  Falcon  900, 
but  this  additional  length  is  essen- 
tially a  compensatory  measure.  It 
merely  recoups  passenger  space  lost 
to  equipment  installations  which,  in 
the  Falcon  900,  do  not  infringe  on 
the  cabin  environment. 


Falcon  peace  of  mind 

A  final  point  is  of  vital  importance 
to  all  concerned  with  the  safety  of 
intercontinental  flight.  The  FAA, 
under  FAR  121.161,  requires  that 
commercial  jet  airliners  be  equipped 
with  a  minimum  of  three  engines 
when  flying  more  than  one  hour 
from  an  adequate  airport — i.e., 
over  oceans,  desert  or  hostile  terrain. 
And  although  privately  operated 
jets,  by  law,  need  not  be  so  equip- 
ped, Falcon  Jet  believes  you  should 
be  assured  the  same  standards  of 
safety  when  purchasing  a  business 
jet  as  when  purchasing  an  airline 
ticket. 

The  Falcon  900.  Safety,  versatility, 
efficiency  and  comfort  to  carry  the 
corporate  world  into  the  next 
century. 

For  more  information,  call  Roy 
Bergstrom  at  (201)  288-8479,  or 
send  us  the  coupon  below 


EsAt*t\W%  If^fr     □  Please  send  more  information  about 

rfZ     m     ,      oS?"  the  Falcon  900. 

Teterboro,  New  Jersey  07608 

□  I'd  like  to  arrange  a  sales  presentation 
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The  governor  of  California  has  this  little 
problem.  If  he  doesnt  quickly  reform  the 
states  unitary  tax  formula,  California  will 
continue  to  lose  foreign  investment.  If  he 
does  reform  it,  he  could  lose  $500  million 
annually,  and  jeopardize  his  reelection. 

Deukmejian's 
dilemma 


By  Andrew  Tanzer 


California  Governor  George  Deukmejian 
A  temptation  to  temporize. 
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In  the  last  six  months  three  leading 
Japanese  companies  have  announced 
plans  to  invest  over  $200  million  in 
new  plants  on  the  West  Coast.  They 
are  not  building  in  California,  long 
the  favorite  state  among  Japanese  di- 
rect investors.  Instead,  Fujitsu,  NEC 
and  Epson  will  build  in  Oregon, 
where,  they  say,  the  tax  climate  is  far 
less  hostile  than  in  California. 

The  Japanese  are  playing  heavy 
politics,  apparently  with  some  suc- 
cess. "We're  losing  business  right 
now  to  Oregon,"  frets  a  ranking  Cali- 
fornia Republican,  Assemblyman 
Robert  Naylor,  one  of  many  state  and 
federal  pols  urging  Governor  George 
Deukmejian  to  reform  the  state's  cor- 
porate income  tax  code.  "I  don't  think 
we  can  afford  to  delay  [tax  reform]," 
Naylor  adds.  "We  really  have  the 
gauntlet  thrown  down." 

At  issue  is  $500  million  a  year  in 
tax  revenues  and  an  arcane  tax  prac- 
tice widely  (but  mistakenly)  called 
the  "unitary  tax."  The  unitary  tax 
isn't  a  tax.  It  is  a  formula  to  determine 
how  much  of  a  corporation's  profits 
should  be  subject  to  California's  9.6% 
corporate  profits  tax.  There  are  sever- 
al variants,  but  since  the  1930s  Cali- 
fornia has  used  the  "worldwide"  ver- 
sion of  the  unitary  method. 

It  works  like  this:  The  state  takes 
the  average  of  a  corporation's  Califor- 
nia payroll,  assets  and  sales  as  a  per- 
centage of  the  corporation's  world- 
wide payroll,  assets  and  sales.  The 
state  then  deems  that  portion  of  the 
corporation's  worldwide  income  to  be 
earned  in,  and  taxable  by,  California. 

Suppose,  for  example,  that  15%  of  a 
Japanese  company's  payroll,  assets 
and  sales  can  be  traced  to  California. 
Further  suppose  the  company  loses 
$10  million  a  year  on  its  California 
operations — perhaps  they  are  too  new 
to  be  profitable — but  earns  $100  mil- 
lion worldwide.  Using  the  worldwide 
unitary  formula,  California's  Fran- 
chise Tax  Board  says  the  state  can  tax, 
at  its  9.6%  corporate  income  tax  rate, 
$15  million  of  the  company's  profits. 
Result:  a  tax  bill  of  nearly  $1.5  mil- 
lion on  a  moneylosing  operation.  No 
wonder  the  Japanese  are  voting  with 
their  feet  and  moving  to  Oregon, 
which  repealed  the  worldwide  unitary 
tax  formula  last  summer. 

In  principle  nearly  everyone,  from 
Democrat  Alfred  Alquist,  chairman  of 
California's  Senate  Finance  Commit- 
tee, to  George  Deukmejian,  agrees 
that  the  unitary  method  should  be 
reformed.  "The  governor  realizes  that 
it's  perceived  as  a  barrier  [to  invest- 
ment], and  he's  worried  about  retali- 
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ation  against  California-based  firms," 
says  Nancy  Ordway,  chief  deputy  di- 
rector of  the  California  Department  of 
Finance  and  a  consultant  to  Deukme- 
jian  on  the  unitary  tax. 

As  a  practical  matter,  how  do  you 
reform  the  unitary  method?  Taxing 
multinationals'  actual  California 
profits  directly  is  no  solution.  It  ig- 
nores the  many  ways  multinationals 
have  to  shift  profits  from  high-tax  to 
low-tax  jurisdictions — the  very  prob- 
lem the  unitary  method  was  invented 
to  overcome. 

Goaded  by  aggressive  lobbying  by 
Japanese  and  British  interests,  Deuk- 
mejian  moved  part  way  to  meet  for- 
eign investors'  concerns.  Last  May  he 
proposed  that  the  "worldwide"  uni- 
tary method  be  replaced  by  a  modified 
"water's  edge"  unitary  approach. 
Don't  be  put  off  by  the  jargon.  Under 
the  water's  edge  formula,  a  company's 
California  operations  would  be 
looked  at  in  relation  only  to  its  U.S. 
(not  worldwide)  operations. 

Suppose  25%  of  a  Japanese  com- 
pany's U.S.  payroll,  assets  and  sales  are 
in  California.  And  suppose  the  com- 
pany makes  $100  million  worldwide, 
of  which  $30  million  is  earned  in  the 
U.S.  Under  Deukmejian's  proposal, 
California  could  tax  only  $7.5  million 
(25%  of  $30  million)  of  the  Japanese 
company's  profits.  California's  Fran- 
chise Tax  Board  estimates  the  Deuk- 
mejian  proposal  would  cost  the  state 
between  $200  million  and  $270  mil- 
lion a  year  in  foregone  revenues.  Pro- 
ponents of  reform,  on  the  other  hand, 
argue  that  revenue  loss  will  over  time 
be  more  than  offset  by  tax  receipts 
from  increased  investment. 

Senate  Finance  Committee  Chair- 
man Alquist  picked  up  the  Deukme- 
jian  compromise  and  attached  it  to  a 
bill  he  sponsored  last  summer.  The 
bill  breezed  through  the  Senate,  but  in 
August  it  just  died  in  the  Assembly. 

What  happened?  As  President  Rea- 
gan is  discovering,  tax  codes  and  tax 
reform  are  complex.  Make  nice  to  one 
ox  and  you  are  likely  to  gore  another. 
While  the  Deukmejian-Alquist  solu- 
tion would  have  reduced  most  for- 
eign-based multinationals'  taxes,  it 
would  have  kept  income  taxes  for 
many  U.S.  multinationals  (those  with 
large  operations  in  California)  at  cur- 
rent levels.  This  would  be  so  because 
the  U.S.  multinationals  would,  under 
the  Deukmejian-Alquist  proposal, 
still  have  been  taxed  on  their  foreign- 
source  dividends.  Foreign  multina- 
tionals don't  remit  dividends  to  the 
U.S.  and  so  aren't  taxed  on  them. 

"The  solutions  that  were  presented 
failed  to  provide  one  critical  ele- 
ment—equitable treatment  of  Ameri- 


can multinationals  compared  with 
foreign  multinationals,"  says  Dennis 
Revell,  a  public  relations  specialist 
(and  husband  of  Ronald  Reagan's 
daughter  Maureen)  hired  to  block  the 
Deukmejian-Alquist  proposal.  Agrees 
Larry  Langdon,  corporate  tax  director 
for  Hewlett-Packard:  "Since  we  com- 
pete internationally,  our  profits 
should  be  treated  the  same  way  as  any 
other  international  company's." 

Roused  to  action,  over  90  multina- 
tionals, including  IBM,  H-P  and  Na- 
tional Semiconductor,  formed  their 
own  lobby  group,  the  California  Busi- 
ness Council,  to  fight  the  Deukme- 
jian-Alquist legislation.  In  addition  to 
Revell,  the  CBC  hired  San  Francisco 
lawyer  Michael  Franchetti,  a  close 
Deukmejian  friend  and  until  recently 
California's  finance  director,  to  help 
influence  unitary  tax  reform.  Thus, 
when  the  Deukmejian-Alquist  reform 


tion  and  other  organizations  meant  to 
boost  California's  trade-related  em- 
ployment. Another  bill,  this  one  from 
Assemblyman  Naylor,  is  much  more 
sympathetic  to  the  multinationals.  It 
will  call  for  a  three-year  phased-in 
corporate  income  tax  cut  of  $500  mil- 
lion and  ask  for  nothing — save  implic- 
it job  creation — in  return. 

As  much  as  he  wants  the  unitary 
headache  behind  him,  supporting  the 
Alquist  or  Naylor  bills  could  be  bad 
politics  for  Deukmejian.  Explains  the 
governor's  press  secretary,  Larry 
Thomas:  "We  can't  give  a  tax  break  to 
domestic  multinationals  without 
enormous  pressure  for  a  tax  break  for 
individuals  and  companies." 

So  why  not  cut  taxes  across  the 
board?  Thanks  to  the  economic  recov- 
ery and  to  Deukmejian's  skillful  han- 
dling of  California's  finances  (Forbes, 
Feb.  27,  1984),  the  state  could  finish 


California  Assembly  in  session 

Make  nice  to  one  ox  and  you  gore  another. 


proposal  reached  the  Assembly  last 
August,  it  didn't  stand  a  chance. 

Reforming  the  unitary  tax  method 
will  be  one  of  the  hottest  items  facing 
California's  legislators  this  year.  Al- 
quist has  lost  no  time.  Late  last  year 
he  broke  with  Deukmejian  and  an- 
nounced he  would  soon  propose  a 
"true  water's  edge"  approach.  Under 
it,  California  would  not  tax  domestic 
multinationals  on  their  foreign  source 
dividends.  Nor  would  the  state  tax 
foreign  multinationals  on  non-U. S. 
income.  Estimated  annual  revenue 
loss  from  Alquist's  new  proposal: 
$500  million. 

But  Alquist  is  offering  the  multina- 
tionals no  free  lunches.  His  new  bill 
states  that  corporations  benefiting 
from  the  bill  must  invest  a  total  of 
$400  million  to  form  an  export  bank, 
an  economic  development  corpora- 


fiscal  1986  (ending  June  30,  1986) 
with  a  $2  billion  surplus. 

This  is  a  major  embarrassment  and 
a  danger  for  the  state's  Democrats. 
They  would  like  to  force  Deukmejian 
to  spend  his  surplus  as  quickly  as  pos- 
sible— well  before  the  governor  runs 
for  a  second  term  in  1986. 

Deukmejian,  true  to  form,  down- 
plays the  size  of  his  surplus  and  de- 
nies he  has  any  plans  for  it.  It  is  rea- 
sonable to  suppose,  however,  that  the 
shrewd  politician  would  prefer  to 
hold  on  to  his  surplus  and  cut  taxes 
broadly  and  cut  them  closer  to  elec- 
tion day.  As  a  result,  he  is  doubtless 
tempted  to  temporize  on  the  question 
of  unitary  tax  reform.  Good  news  for 
Oregon  and  the  other  states  to  which 
foreign  investment  will  likely  flow 
until  California  redesigns  its  anachro- 
nistic unitary  formula.  ■ 
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In  the  jewelry  business  your  best  friend  is 
rapid  turnover,  says  Don  Zale,  the  big  dia- 
mond seller,  and  gold  turns  over  faster 
than  diamonds. 


Polishing  the  gem 


By  Toni  Mack 


Y  WIFE  AND  DAUGHTERS  USed 

to  tell  me  they  wouldn't  buy 
gold  earrings  at  a  Zales 
store,"  says  Donald  Zale,  Zale  Corp.'s 
chairman.  "We  had  a  very  poor  assort- 
ment. So  this  is  new  for  us,"  he  says, 
pointing  proudly  to  a  glit- 
tering array  of  gold  ear- 
rings pictured  in  one  of 
his  newspaper  ads. 

You  may  have  a  prob- 
lem when  your  own  fam- 
ily can't  find  what  they 
want  in  your  stores,  but 
you  can't  say  the  first  gen- 
eration of  this  particular 
family  had  done  badly. 
The  $1  billion  (sales)  jew- 
elry store  chain,  founded 
by  his  father  and  two  un- 
cles in  1924,  was  already 
by  far  the  biggest  retailer 
in  the  highly  fragmented 
jewelry  industry  when 
Don  Zale  became  chair- 
man in  1980.  Today  Zale's 
1,295  U.S.  retail  outlets 
account  for  some  6%  of 
the  $13.5  billion  jewelry 
market.  But  the  first  generation  con- 
centrated on  expansion  and  acquisi- 
tion, virtually  ignoring  merchandis- 
ing subtleties. 

"The  first,  foremost  and  primary 
change  has  been  to  [acquire]  a  market- 
ing orientation,  as  opposed  to  being 
a  manufacturing-driven  company," 
says  Zale.  The  company  makes  about 
half  the  jewelry  it  sells.  In  the  past  its 
manufacturing  operations  had  largely 
decided  what  products  to  make.  For  a 
decade,  manufacturing  ground  out 
what  were  called  mother's  rings — 
rings  set  with  children's  birthstones. 
Zale  wasn't  watching  the  market. 
The  business  died,  and  the  company 


was  stuck  with  worthless  inventory. 
It  will  take  time,  of  course,  before 
the  new  emphasis  on  marketing 
shows  up  on  the  bottom  line.  Earn- 
ings from  continuing  operations  (Zale 
sold  its  drugstores,  shoe  stores  and 
sporting  goods  stores  four  years  ago) 
peaked  at  $47.5  million,  or  $3.96  a 


Donald  Zale,  chairman  of  Zale  Corp. 
Never  mind  birthstones  for  kids. 


autonomous  merchandising  capabili- 
ty which  they  didn't  have  before," 
says  Zale.  "It  gets  that  decision  much 
closer  to  the  customer."  His  two  main 
divisions  are  Zale  Jewelers,  with  757 
stores  aimed  at  middle-income  buy- 
ers, and  the  Fine  Jewelers  Guild,  327 
upper-income  stores  operated  under 
established  regional  names  like  Corri- 
gan's  in  Houston  and  Dallas. 

Zale  says  market  research  showed 
gaps  in  his  merchandise  mix.  "We've 
done  a  fabulous  job  of  selling  diamond 
rings,  but  there  are  a  lot  of  other  jew- 
elry products  that  we  haven't  capital- 
ized on."  He  thinks  he  can  do  more 
with  colored  precious  jewels — sap- 
phires, emeralds  and  the  like — and 
with  pearls  and  semiprecious  stones. 
He's  prepared  to  let  diamonds  (now 
63%  of  sales)  account  for  a  smaller 
sales  share  and  let  space-consuming 
giftware  practically  disappear. 

Then  there  is  gold  jewelry,  which 
accounts  for  25%  of  U.S.  jewelry  sales 
but  only  10%  at  Zale  Jewelers.  He 
aims  to  increase  that  to  17%  by  1987. 
The  inventory  turnover  on  such  gold 
accessories  as  earrings  and  chains  is 
2.5  to  3  times  yearly,  vs.  1 
turn  for  diamonds. 

To  push  that  turnover, 
Zale  is  spending  a  couple 
of  years  installing  an  $8 
million  to  $10  million  in- 
ventory control  system  to 
track  sales  of  each  item 
daily  in  every  store.  That 
may  be  old  hat  at  other 
retailers,  but  it's  new  at 
Zale.  Centralizing  credit, 
electronically  transmit- 
ting applications  to  head- 
quarters in  Dallas  for 
checking  and  approval  (in- 
stead of  letting  local  store 
managers  decide),  seems 
to  be  working,  too.  In  two 
years  customer  receiv- 
ables rose  44%,  to  $272 
million,  but  allowance 
for      doubtful      accounts 
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share,  in  fiscal  1980  ended  Mar.  31. 
They  are  only  now  emerging  from 
their  recessionary  doldrums.  Zale  is 
still  counting  the  Christmas  receipts, 
but  profits  in  fiscal  1985  won't  be 
anything  to  brag  about  even  if  they 
run  above  last  year's  $3.01  a  share  on 
$1  billion  in  sales. 

Don  Zale's  most  pressing  problem 
is  to  move  inventory  fast,  to  keep  up 
with  now  chronically  volatile  prices 
of  gold  and  diamonds.  For  someone 
who  grew  up  in  the  business  when 
those  prices  changed  gradually,  mak- 
ing inventories  long-lived  and  mark- 
ups predictable,  it's  a  big  adjustment. 

"Now     our     divisions     have     an 


dropped  24%,  to  $13  million.  Zale 
Jewelers  division  also  tested  some  of 
its  new  ideas  on  emphasizing  special 
items,  like  gold  bangle  bracelets,  in  a 
one-day  sale  last  November  and  pro- 
duced the  best  day  in  its  history:  $12.8 
million  in  sales. 

Zale,  51,  grew  up  in  the  business, 
working  after  school  at  his  family's 
first  store,  in  Wichita  Falls,  Tex.,  and 
working  full  time  after  getting  his 
B.A.  in  business  administration  from 
Southern  Methodist  University  in 
1954.  He  and  other  members  of  the 
founders'  families  own  40%  of  Zale 
Corp.'s  12  million  shares.  As  he  says, 
"That's  a  heck  of  a  responsibility."  ■ 
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If  you  lost  a  lot  of  money  on  'emerging  growth  stocks,"  dont 
automatically  blame  the  stock  market.  More  likely,  you  made  a 
common  error — mistaking  early  speed  for  staying  power. 


Emerging  growth  stocks- 
why  so  many  peak  so  early 


By  Geoffrey  Smith 
and  Paul  B.  Brown 


SENSORMATIC  ELECTRONICS, 
which  sells  antishoplifting 
devices,  went  from  $24  a 
share  last  year  to  a  recent  $7. 
Merry-Go- Round,  which 
sells  clothing  favored  by  free-spend- 
ing teenyboppers  who  dote  on  rock 
videos,  traded  at  22  a  year  ago.  It  re- 
cently sold  at  12. 

Kelly-Johnston,  one  of  the  largest 
franchisees  of  Chi-Chi's  Mexican  res- 
taurants, dropped  from  14  to  1  in  a 
matter  of  months. 

Horror  stories?  Sure.  But  by  no 
means  unique.  The  sorry  performance 
of  many  "small  growth  stocks" 
Forbes  has  tracked  is  sorrier  still 
compared  with  any  of  the  broad  mar- 
ket averages  over  the  past  five  years 
(see  chart). 

Were  you  one  of  those  investors 
enticed  into  believing  that  small  com- 
panies— "emerging  growth  stocks" — 
were  the  only  game  in  town?  If  so,  you 
probably  have  a  long  disaster  list  of 
your  own.  There  are  plenty  to  choose 
from.  American  Software  down  21% 
in  the  last  year,  to  under  16  a  share. 
Hawkeye  Bancorp,  off  51%.  Lee  Data 
Corp.  down  69%.  LJN  Toys  off  59%. 
Oak  Hill  Sportswear  down  36%. 
Reeves  Communications  down  57%. 
Sandwich  Chef  off  40%. 

Face  it,  you  can't  blame  this  on  just 
a  fickle  stock  market.  The  profits,  in- 
deed the  revenues,  of  many  hot  little 
companies  suddenly  turned  cold. 
Why  does  it  happen?  Why  do  so 


many  small,  promising  companies 
peak  so  early?  Why  doesn't  success 
breed  success? 

The  simple  answer  is  that  the  thin 
capitalization  and  narrow  product 
lines  that  permit  spectacular  growth 
also  permit  overnight  disasters. 

That   a   young  firm   should   have 


problems  is  not  surprising.  To  suc- 
ceed, it  must  do  five  things: 

•  Get  an  idea  that  can  be  funded. 

•  Market  that  product  or  service. 

•  Maximize  efficiency. 

•  Extend  that  idea  through  add-ons 
and  variations. 

•  Come  up  with  another  viable  idea. 


Not  so  hot  little  stocks 


You  would  have  expected  the  most  profitable  emerging  growth  companies 
to  have  outperformed  the  "rust  belt"-biased  giants  on  the  Dow  industrials 
by  a  wide  margin  over  the  past  five  years.  In  fact,  their  gain  in  market 
value  was  about  comparable  with  the  Dow's.  Worse,  these  averages 
obscure  the  extreme  volatility  that  curses  these  entrepreneurial  stocks. 
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Obviously,  entrepreneurs  can 
stumble  in  any  of  the  five  areas,  but 
the  last  step — coming  up  with  an- 
other idea — seems  to  be  the  killer. 
Forbes  has  been  chronicling  the  rise 
and  tall  of  small  companies  since 
1979,  and  we  are  always  surprised  at 
how  few  fast  starters  turn  out  to  have 
staying  power.  Of  the  top  100  compa- 
nies from  the  Forbes  Up  &  Comer 
Class  of  1979,  25  were  acquired,  leav- 
ing 75  still  independent.  Of  those  75 
only  25  qualified  for  our  1984  list  of 
top-performing  small  companies.  So, 
even  if  one  charitably  assumes  that 
the  best  companies  were  acquired,  it 
seems  reasonable  to  say  that  the  odds 
against  staying  on  top  are,  at  best, 
only  50-50.  Little  wonder  so  many 
investors  get  burned  in  the  stocks  of 
hot  little  companies. 

Let's  get  down  to  cases.  Forget  the 
risky  world  of  high  technology  for  the 
moment.  Take  a  company  founded  on 
shrewd  market  insight,  managed  with 
discipline  and  serving  a  slow-moving 
basic  industry — Brenco,  Inc.  of  Peters- 
burg, Va. 


THE  MARKET 
SOURS 

Brenco  was  a  little  job-shop  railroad 
bearing  foundry  back  in  1957  when  it 
decided  to  compete  head-to-head  with 
Timken  by  copying  a  Timken  innova- 
tion, the  tapered  roller  bearing,  that 
could  outlast  then-standard  straight 
bearings. 

Me-too-ing  the  mighty  in  a  capital- 
intensive  business?  Most  business- 
men would  call  that  madness,  not  en- 
terprise. But  Brenco  knew  that  rail- 
roads, like  Detroit  automakers,  hate 
to  rely  on  parts  from  only  one  suppli- 
er. Brenco  had  an  opportunity. 

But  Brenco  faced  a  problem  even 
more  obvious  than  the  opportunity. 
Without  Timken's  formidable  fabri- 
cating capacity,  how  could  anyone 
possibly  compete  on  price  without 
large  capital  expenditures? 

Little  Brenco,  nevertheless,  entered 
the  tapered  roller  bearing  business 
with  a  rented  plant  and  little  capacity. 
From  long  experience  Brenco  founder 
George  Whitfield,  54,  figured  the 
stodgy  railroads  wouldn't  quickly 
switch  to  the  newfangled  bearings. 
That  meant  Brenco  didn't  face  the 
traditional  dilemma  of  having  to  ex- 
pand fast  or  lose  market  share. 

Whitfield  was  right.  So  gradual  was 
the  growth  in  demand  for  tapered  roll- 


er bearings  that  Brenco  had  time  to 
integrate  backward,  steadily  improv- 
ing its  costs  in  a  growing  market.  In 
1980  Brenco  earned  $15  million  on 
sales  of  over  $88  million,  with  no 
debt,  for  a  handsome  28%  return  on 
equity.  Its  shares  traded  at  25,  which 
was  16  times  earnings.  Brenco  was 
poised  to  take  the  final  step  and  inte- 
grate backward  into  specialty  steel 
manufacture  with  the  acquisition  of 


Rhode  Island's  ailing  Washburn  Wire. 

Then,  in  recession  year  1981,  Bren- 
co's  orders  plummeted.  They  have  yet 
to  recover.  Today  Brenco  is  running  in 
the  red  on  less  than  30%  of  its  1980 
sales  volume,  and  its  shares  trade 
around  5.  Brenco  will  survive,  thanks 
to  its  debt-free  balance  sheet.  But  that 
is  cold  comfort  to  investors  who  spot- 
ted an  excellent  little  company,  in- 
vested in  it,  and  proceeded  to  lose 
80%  of  their  money  over  the  next 
five  years. 

What  went  wrong?  It  is  easy  to  see 
in  retrospect  that  Brenco  made  a  com- 
mon mistake.  It  assumed  that  its 
growth  would,  at  worst,  plateau — not 
fall  off  a  cliff.  Why  do  so  many  busi- 
ness people  make  this  egregious  er- 
ror? In  part  because  it  takes  more  dis- 
cipline than  most  of  us  possess  to 
slow  down  when  things  are  going 
well.  Old  Thomas  Watson  of  IBM  un- 
derstood this.  He  never  tired  of  saying 
that  companies  don't  get  in  trouble 
during  recessions,  they  get  in  trouble 
during  prosperity.  The  caution  that 
served  the  men  who  ran  Brenco  so 
well  in  its  early  days  was  thrown 
away  when  business  was  booming. 

When  business  is  booming,  the 
wise  businessman  will  watch  his 
costs  and  start  looking  for  new  prod- 
ucts to  hedge  against  the  inevitable 
cooling  off  of  his  older  products.  Take 
Bolt  Technology  Corp.,  for  example. 
Bolt  manufactures  specialty  air  gun 


seismic  gear  for  oil  industry  explora- 
tion. Even  giant  Schlumberger,  the 
IBM  of  oilfield  wireline  services,  is  a 
Bolt  customer. 

So  intense  was  demand  in  the  early 
1980s  that  Bolt  Chairman  Bernard 
Luskin  had  little  time  or  spare  re- 
sources to  spend  on  diversification  or 
acquisitions.  Besides,  every  time  he 
looked  at  a  potential  acquisition  its 
record  paled  by  comparison  with 
Bolt's.  "We  looked  at  20  companies, 
but  each  had  a  fatal  flaw,"  said  Luskin 
at  the  time. 

The  company,  which  earned  $5.24 
million  in  fiscal  1982  and  saw  its 
stock  at  21  as  recently  as  1983,  report- 
ed earnings  of  $1.98  million  for  fiscal 
1984,  having  watched  its  stock  price 
fall  to  a  recent  8.  Now  Luskin,  after  a 
50-company  search,  has  made  four 
promising  acquisitions  in  related 
areas.  But  he  missed  the  chance  of 
getting  the  acquisitions  much 
cheaper  by  swapping  stock  when  his 
equity  was  flying  high. 


THE  FLUKE 
FACTOR 

Sometimes  lightning  strikes  so 
quickly  that  the  entrepreneur  doesn't 
have  time  to  capitalize  on  his  success 
with  follow-on  products. 

Consider  the  Rival  Crock-Pot. 
From  1972  to  1976  Rival  Manufactur- 
ing Co.  averaged  a  49%  return  on  eq- 
uity on  little  debt,  thanks  to  its  slow- 
cooking  Crock-Pot.  By  1976  Rival 
common  was  trading  at  36,  after  1975 
earnings  hit  $23.5  million,  $3.69  a 
share,  on  sales  of  $126  million. 

Two  years  later  Rival  common  was 
trading  between  7  and  1 1,  as  earnings 
fell  to  less  than  $5  million.  By  1983 
Rival  had  lost  $4.2  million  on  sales  of 
$94  million,  after  taking  a  substantial 
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inventory  writedown  on  Japanese- 
made  kerosene  heaters. 

Rival  President  Isidore  (Hack)  Mil- 
ler, 79,  who  had  served  as  a 
housewares  buyer  for  Girabel's  and 
Macy's  in  New  York,  knew  countless 
horror  stories  of  manufacturers  that 
got  carried  away  with  a  hot  product 
and  weren't  around  anymore.  He 
could  have  parlayed  his  success  into, 
say,  premium-priced  coffeemakers — 
where  Miller  had  a  prototype  product 
before  the  emergence  of  Mr.  Coffee — 
or  the  first  Cuisinart  knockoff.  Why 
didn't  he? 

By  the  time  he  appreciated  the  op- 
portunity, he  had  his  hands  full  taking 
care  of  Crock-Pot.  In  short  order  Mil- 
ler had  to  deal  with  (1)  overcoming 
initial  reject  rates  of  up  to  80%  in  the 
pottery  liners  for  the  Crock-Pot,  (2) 
racing  to  meet  rising  demand,  (3)  cop- 
ing with  a  major  fire  at  a  supplier's 
plant,  (4)  rushing  to  market  with  add- 
ons to  the  Crock-Pot  line  before  the 
products  were  ready,  (5)  having  to  dis- 
sipate capital  by  paying  huge  divi- 
dends to  the  controlling  outside 
shareholder  while  things  were  boom- 
ing, and  (6)  having  to  eat  huge 
amounts  of  inventory  as  sales  nose- 
dived in  1976. 

So  Rival's  Crock-Pot,  which  might 
have  been  the  cornerstone  of  a 
housewares  empire,  turned  out  to  be 
only  a  flash  in  the  pan. 


OUTFLANKED 

Caught  in  the  excitement  of  a 
booming  business,  entrepreneurs,  like 
generals,  sometimes  fail  to  guard 
their  flanks.  Take  CPT  Corp.,  which 
had  a  nice  niche  in  word  processors 
not  so  long  ago. 

Dean  Scheff,  founder  of  CPT,  knew 
that  big  companies  tend  to  ignore  lit- 
tle towns  like  Muncie,  Ind.,  Mankato, 
Minn,  and  Missoula,  Mont.  So,  avoid- 
ing head-on  competition  with  IBM  for 
the  big  orders,  Scheff  teamed  up  with 
resident  dealers  to  work  the  boonies, 
where  employees  would  probably  use 
such  old-fashioned  gear  as  typewriters 
longer. 

That  strategy  soon  won  CPT  third 
place  in  the  word  processing  market. 
Net  income  rose  from  under  $1  mil- 
lion in  fiscal  1976  to  $17.7  million  in 
1983.  The  stock,  which  traded  at  Vi  in 
1976,  almost  hit  22,  a  lofty  26  times 
earnings,  five  years  later. 

But  then  the  market  changed.  After 
all,  this  is  the  fast-moving  word  pro- 


cessor market,  not  tapered  roller  bear- 
ings. Stand-alone  word  processors 
were  caught  in  a  squeeze  between  per- 
sonal computers  at  the  low  end  of  the 
market  and  total  office-automation 
systems  at  the  high  end.  Prices  and 


profit  margins  crumbled.  Four  years 
ago  CPT's  standard  word  processor 
sold  for  $18,000.  Today  you  can  have 
it  for  almost  half  that. 

Scheff  is  fighting  back  the  only  way 
he  can.  He  is  providing  customers 
with  systems  to  link  his  word  proces- 
sors in  automated  offices  and  with 
software  linking  his  system  to  IBM's 
PC.  But  this  forces  him  increasingly 
to  compete  head-to-head  with  IBM 
and  Wang  on  their  turf,  and  thus  to 
abandon  his  basic  strategy. 

So  now  Scheff  is  developing  prod- 
ucts for  new  market  niches — dedi- 
cated processors  for  architects  and  en- 
gineers, for  example.  Trouble  is, 
Xerox  is  already  there.  CPT  stock, 
which  recently  traded  at  57/8,  is  off 
65%  from  its  recent  high. 


LAST  YEAR'S 
MODEL 

Styles  change,  too.  Consider  the 
plight  of  National  Lampoon,  Inc. 
whose  flagship  magazine  once  put  an 
adorable  pooch  on  the  cover  with  a 
gun  pointed  at  its  head  and  the  cap- 
tion, "If  you  don't  buy  this  magazine, 
we'll  shoot  this  dog."  Founded  in 
1970,  the  magazine  was  strong  on  po- 
litical satire  as  well  as  sick  humor  and 
struck  a  responsive  chord  in  the  post- 
World  World  II  baby  boomers  then  in 
college. 

But  most  college  students  today  are 
more  worried  about  getting  into  the 
M.B.A.  program  at  Wharton  than  in 
protesting  foreign  wars.  "Politics  is 
just   not   something  people   like   to 


laugh  about  now,"  concedes  Chair- 
man Matty  Simmons,  who  replaced 
practically  everybody  on  the  maga- 
zine's editorial  and  art  staffs  five 
months  ago. 

The  much-heralded  move  into 
movies  peaked  early,  too.  Animal 
House,  which  featured  food  fights, 
voyeurism  and  the  casual  destruction 
y^of  public  property,  was  one  of  the  big- 
gest-grossing films  of  all  time.  But  the 
follow-ups  have  proved  disappointing. 
National  Lampoon's  Vacation,  which 
starred  Chevy  Chase,  did  well,  but 
National  Lampoon's  Reunion  fizzled, 
and  three  other  movies  < National  Lam- 
poon Goes  to  the  Movies,  National  Lam- 
poon 'sjoy  of  Sex,  Animal  House  ID  were 
never  released. 

Wells-Gardner  Electronics  Corp. 
also  learned  that  styles  change.  Wells- 
Gardner  thought  the  videogame  craze 
was  the  answer  to  its  prayers.  It  was, 
for  three  years. 

A  private  label  manufacturer  of 
television  sets,  the  Chicago  company 
fell  on  hard  times  when  lower-price 
Japanese  sets  swept  the  market  in  the 


early  1970s.  Wells-Gardner  lost  mon- 
ey for  five  straight  years.  Then  the 
videogame  hoopla  started,  and  Wells- 
Gardner  took  its  television  chassis, 
fiddled  a  bit  and  Shazam!  it  had  a 
color  game  monitor. 

Sales  quadrupled  between  1979  and 
1981.  Net  income  exploded  from 
$410,000  to  $6.5  million  during  that 
time,  and  the  stock  did  even  better. 

But  then  the  videogame  craze  went 
the  way  of  the  Hula  Hoop.  Sales  fell 
63%  between  1982  and  1983,  and  last 
year  the  company  ran  in  the  red. 

"I  can't  think  of  anything  else  I 
could  have  done,"  says  President  Al- 
bert Wells.  He  may  be  right,  but  his 
company's  fate  shows  how  danger- 
ously deceptive  fast  growth  can  be. 
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Big  business  accounting  fcj 


IBM's  new  Business  Management 
Series  for  Personal  Computers. 

IBM's  Business  Management  Series 
(BMS)  can  improve  your  accounting  in  so 
many  ways,  they're  almost  uncountable. 

It's  derived  from  accounting 
software  big  IBM  machines  are  famous 
for,  but  for  not  so  big  an  investment. 

(If  you  don't  have  a  PC  already,  keep 


reading.  BMS  is  a  terrific  reason  for 
buying  one.) 

There  are  six  easy-to-learn 
programs  in  BMS.  and  they  can  work 
alone  or  with  each  other. 

For  example: 

Inventory  Accounting  helps  you 
maintain  more  responsive,  and  therefore 
more  profitable,  levels  of  stock  by  taking 
its  information  directly  from. . . . 


Order  Entry  and  Invoicing,  wh   j 
offers   flexible   methods   of   pric 
discounting  and  taxing  while  it  helps ; 
automatically  update. . . . 

Accounts  Receivable   for  a   cl 
picture  of  your  open  accounts  to  impr 


The  BMS  programs  work  alone  or  as  a  t 
You  can  start  with  one.  such  as  General  Ledg« 
Payroll,  and  add  others  later.  Or.  buy  all  at  oik 
you  plan  to  own  several,  consider  an  IBM  comp 


ompanies  with  smaller  numbers. 


h  flow  and  reduce  bad  debt. 

Payroll  keeps  records,  writes 
checks  and  W-2  forms,  easily  tackles 
ltiple  pay  rates  and  frequencies,  and 
ch  more. 

Accounts  Payable  not  only  writes 


counts  Payable 


checks,  it  helps  you  decide  to  whom  and 
when.  And,  like  other  BMS  programs,  it 
feeds  into. . . . 

General  Ledger,   a   "big  picture" 
program  that  gives  you  something  all  the 
green  notebooks  and  #2  pencils  in  the 


Order  Entry 


the  PC/XT.  It  lets  you  store  them,  perma- 
ly,  inside  your  machine.  Very  handy.  Here's 
her  tip.  IBM's  new  Personal  Decision  Series 
spreadsheets,  writing,  graphing,  etc.)  can 


take  information  directly  from  BMS.  Very,  very 
handy.  And  ask  about  IBM  Extended  Support,  a 
way  to  get  software  updates  and  telephone  assis- 
tance, direct  from  IBM. 


world  never  will: 

The  ability  to  see  more  quickly  and 
clearly  not  only  where  you  are,  but  where 
you're  going. 

To  learn  more,  see  an  IBM  Product 
Center  or  authorized  IBM  PC  dealer. 

For  their  number,  and   a   free 
brochure,  call  this  one-800-447-4700. 
(In  Alaska  and  Hawaii,  800-447-0890.) 


Pei,sonal  Computer  Software1 


THE  GRASS 
LOOKS  GREENER 

Entrepreneurs  are  often  cursed  with 
seeing  too  many  opportunities  for 
their  own  good,  and  so  end  up  straying 
where  they  should  not  go.  Even  expe- 
rienced entrepreneurs  can  fall  into 
this  trap. 

In  1967,  when  he  was  45,  John 
Grove  sold  his  crane  company  to  con- 
glomerate Walter  Kidde  for  $27  mil- 
lion. With  his  share,  close  to  $5  mil- 
lion, Grove  dabbled  in  real  estate  and 


SEEBI 
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lost.  So  he  and  his  wife  drove  around 
visiting  former  Grove  crane  dealers 
looking  for  opportunities  in  related 
markets. 

Grove's  second  product  line:  low- 
slung,  telescoping  boom  and  scissors- 
lift  work  platforms  with  the  controls 
in  the  platform.  They  were  similar  to 
the  industrial  cranes  he  made  at 
Grove,  but  not  so  similar  that  he 
would  violate  his  no-compete  clause 
with  Walter  Kidde.  Soon  Grove 
bought  a  local  sheet  metal  fabricator 
and  called  it  JLG  Industries,  Inc. 

Grove's  finished  product  won  in- 
stant acceptance  when  he  took  it  on 
the  road,  thanks  in  large  part  to  his 
own  successful  record  in  the  business. 
By  1980  JLG  Industries  had  over  half 
the  market  for  telescoping  work  plat- 
forms and  10%  of  the  older  scissors- 
lift  work  platform  market. 

Grove's  numbers  looked  terrific:  in 
fiscal  1980  a  return  on  equity  of 
22.2%  on  sales  of  over  $60  million. 
And  that  was  despite  sharply  higher 
capital  spending  of  $13  million,  up 
from  $3  million.  JLG  common  hit  22, 
which  was  17  times  earnings. 

But  disaster  struck  the  very  next 
year,  and  JLG  has  been  running  in  the 
red  since  its  fiscal  year  1982,  despite 


promising  new  products.  JLG  com- 
mon was  recently  trading  around  4'/2, 
when  it  traded  at  all. 

What  went  wrong?  Grove  had  al- 
lowed 70%  of  his  sales  volume  to  go 
to  the  fickle  construction  market, 
which  had  collapsed  by  1981.  "It  was 
just  too  easy,  and  I  got  too  damned 
busy  cranking  out  those  machines  for 
the  construction  guys,"  says  Grove.  "I 
said  I  was  going  to  switch  [over  to  the 
industrial  maintenance  market],  but  I 
just  didn't  do  anything  about  it." 


THE  SKIMMING 
TRAP 

Merrill  Lynch  stockbroker  John 
Folkerth  was  a  hobbyist  woodworker 
back  in  1971  when  he  got  the  idea  of 
buying  the  rights  to  the  defunct 
Shopsmith  multipurpose  woodwork- 
ing tool — a  combination  table  saw, 
lathe,  horizontal  boring  machine, 
disk  sander  and  vertical  drill  press  all 
in  one.  Any  woodworker  worth  his 
sawdust  knew  how  handy  it  was  in  a 
crowded  basement.  With  a  little  more 
attention  to  marketing,  the  product 
would  surely  be  a  winner,  Folkerth 
thought.  The  company  showed  him  a 
thick  stack  of  fan  mail  from  do-it- 
yourselfers  and  hardware  store  own- 
ers. For  $200,000  Folkerth  could  have 
the  rights,  the  tooling  and  the  remain- 
ing inventory. 

After  nine  months  of  hard  work 
raising  money,  Folkerth  was  finally  in 
business.  Two  years  later  he  was  on 


■m 
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top  of  the  world,  shipping  to  200  deal- 
ers, and  thinking  he  was  making 
$10,000  a  month. 

Small  problem:  Many  dealers  were 
ordering  more  than  they  were  selling. 
To  get  the  product  moving,  Shop- 
smith  hit  upon  the  idea  of  demon- 
strating the  tool  in  shopping  malls.  It 


clicked.  When  Shopsmith  Inc.  went 
public  in  1979,  it  boasted  a  five-year 
average  earnings-per-share  growth 
rate  of  72%  and  a  return  on  equity  of 
39%  that  year,  with  long-term  debt 
down  to  just  16%  of  book  value. 

Today  Shopsmith  has  been  in  the 
red  for  two  of  the  last  three  fiscal 
years,  a  victim  of  market  saturation. 


DROPPING 
THE  BATON 

Many  an  emerging  growth  com- 
pany fails,  or  gets  swallowed  up  by 
large  corporations,  because  of  man- 
agement succession  problems. 

Waters  Associates,  maker  of  liquid 
chromatography  equipment  for  ana- 
lyzing or  purifying  complex  chemical 


compounds,  is  a  classic  example. 
From  1973  to  1978  the  company  had 
averaged  a  27%  return  on  equity, 
largely  without  debt,  and  35%  a  year 
per-share  earnings  growth,  as  sales 
rose  to  $57  million.  Despite  major 
league  competition  from  the  likes  of 
Hewlett-Packard,  Perkin-Elmer  and 
Varian  Associates,  little  Waters  was 
already  the  world  leader  in  this  grow- 
ing market. 

But  in  1980  Waters  Associates 
founder  Jim  Waters  and  his  chosen 
successor,  Frank  Zenie — brought  on 
from  Foxboro  1 1  years  before — had  a 
falling  out.  Waters  tended  to  see  op- 
portunity everywhere.  Zenie  thought 
first  of  the  company's  limited  re- 
sources, with  good  reason.  For  his  first 
three  years  at  Waters,  Zenie  had 
fought  to  keep  the  overextended  com- 
pany alive,  dropping  people  and  prod- 
uct lines  so  the  company  could  con- 
centrate on  the  winners.  But  Waters 
continued  to  resent  Zenie's  restrain- 
ing influence.  When  the  company's 
phenomenal  earnings  growth  slowed, 
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as  competitors  renewed  their  attack 
on  the  market,  he  sold  his  29%  stake 
to  Millipore,  the  Massachusetts  mak- 
er of  fluid  analysis  systems. 

The  Waters  saga  is  far  from  unique. 
Two  other  companies  that  recently 
apppeared  unstoppable — Kelly-John- 
ston, the  Midwest  restaurant  chain, 
and  Kroy,  the  Arizona-based  maker  of 
graphics  equipment — in  the  past  year 
have  lost  their  highly  touted,  recently 
appointed  chief  executives.  Both 
stocks  recently  traded  near  their  52- 
week  low. 


ME-TOO'ED 
BY  THE  MIGHTY 

Then  there  are  the  high  rollers  who 
are  not  content  with  a  niche.  They  try 
to  beat  the  giants  at  their  own  game, 
only  to  learn — the  hard  way — that 
large  corporations,  too,  can  play  the 
me-too  game. 

Nobody  said  Robert  Taylor  of  Min- 
netonka,  Inc.  isn't  innovative,  for  ex- 
ample. Just  that  he  tends  to  underesti- 
mate his  competitors,  which  are 
called  Procter  &  Gamble,  Colgate- 
Palmolive  and  Gillette. 

Shortly  after  leaving  his  sales  job  at 
Johnson  &  Johnson,  Taylor — then  just 
26 — decided  to  make  hand-rolled  soap 
for  gift  shops,  figuring  that  they 
would  rather  have  a  less  expensive 
local  supplier  than  rely  on  European 
producers. 

The  "cold  process"  soap  he  needed 
was  obsolete,  said  the  major  soap 
companies.  So  Taylor  hit  the  local 
library,  figuring  if  his  grandmother 
could  make  soap,  he  could,  too.  By  the 
time  he  found  the  formula,  he  had  run 
out  of  money  to  build  a  plant. 

So  Taylor,  on  the  theory  that  mis- 
ery might  like  some  company,  found 
his  way  to  Waterloo,  Iowa,  where 
Rath  Packing  was  losing  money  car- 
cass after  carcass.  Meatpackers  pro- 
duce, as  a  by-product,  the  tallow  used 
in  making  soap.  Taylor  offered  a  pre- 
mium price  for  the  tallow  if  Rath 
would  agree  to  cook  it  into  soap  for 
him.  Rath  was  desperate,  and  Taylor 
was  in  business. 

Ever  the  pragmatist,  Taylor  even 
found  an  obsolete  sausage-casing  ma- 
chine that  could  extrude  the  60- 
pound  blocks  Rath  was  cranking  out 
into  sausage-size  lumps  that  could  be 
rolled  by  hand. 

Soon  Taylor  saturated  the  gift  shops 
with  his  Village  Bath  products,  ac- 
quired    fragrance     producer     Claire 


Burke  and  hired  sales  reps  to. get  him 
into  the  department  stores.  By  1972, 
having  more  than  doubled  his  volume 
every  year  for  nine  years,  he  started  to 
sell  stock  nationally.  The  stock  soon 
was  selling  for  40  times  earnings. 

At  this  point,  smitten  with  the  de- 
sire for  large  numbers,  Taylor  wanted 
Minnetonka  to  be  a  big  corporation 
and  started  acting  like  one.  He  tried  to 
one-up  Mary  Kay  and  Avon  with  a 
direct-sales  program  based  in  drug- 
stores, called  Milkmaid.  That  went 
sour.  He  bought  Miraq,  a  company 
with  a  Woolite-like  product  that 
quickly  went  down  the  drain.  Mean- 
while, Gillette  and  Clairol  tried  a  few 
knockoffs  of  Minnetonka's  line,  using 
drugstores  and  grocery  stores  instead 
of  Minnetonka's  gift  shops. 

It  was  sudden  death.  By  1974  Min- 
netonka common  was  trading  be- 
tween Vfe  and  5/8.  By  1975,  after  three 
years  of  losses,  little  Minnetonka  ($8 
million  sales)  had  less  than  half  the 
equity  it  had  in  1972. 

By  1978,  undaunted,  Taylor  had  re- 
placed his  lost  equity  and  could  afford 
to  try  again.  That  year  he  test-market- 
ed a  major  new  product,  Softsoap,  a 
pump-dispensed  liquid  soap.  This 
time  he  used  food  brokers  to  get  it 
right  beside  the  big  bar  soaps  on  the 


grocery  store  shelves.  Then  he  bet  the 
company,  spending  $6  million  on  the 
nationwide  launch. 

The  product  got  off  to  a  fast  start, 
and  earnings  nearly  quadrupled,  to 
$5.5  million  in  1980.  Anyone  who  had 
bought  in  early  that  year  could  have 
made  ten  times  his  money  in  months, 
as  the  stock  went  from  l5/s  to  16%. 

Sudden  death  again.  Softsoap's 
heavy  promotion  allowed  competi- 
tors like  Jergens  simply  to  trot  out 
me-too  products  and  undercut  Tay- 
lor's price.  The  discounted  wreckage 
from  other  me-toos  soon  swamped 


the  market  and  Minnetonka  with  it. 
One  year  later,  in  1981,  Minnetonka's 
stock  was  trading  at  37/s,  just  under 
where  it  is  today,  as  earnings  sank  to 
$1.2  million  and  then  into  the  red. 

What  was  Taylor's  response?  A 
new  product  called  Check-Up,  a 
pump  toothpaste.  But  this  time  it  was 
someone  else's  new  product,  50% 
launched  with  someone  else's  mon- 
ey. And  the  someone  else,  West  Ger- 
many's $3.3  billion  chemical  and 
consumer  products  giant  Henkel 
KGaA,  had  staying  power. 

The  early  numbers  are  most  en- 
couraging, but  Colgate  is  already  mar- 
keting a  me-too  priced  substantially 
below  Check-Up.  Says  Taylor:  "I  feel 
good.  My  opponents  have  practiced 
bulldozer  marketing  on  me,  but  I  have 
been  surviving  the  assault  of  the  gi- 
ants. Now  we've  reached  a  critical 
mass.  We  can  compete  with  more 
than  one  product." 

What  has  been  happening  to  Taylor 
can  happen  to  anyone  with  a  good 
idea  for  a  consumer  product  that  isn't 
too  costly  or  technically  difficult  to 
make.  It  may  have  taken  former  shop- 
ping center  developer  Vincent  Ma- 
rotta  three  long  years  to  come  up  with 
his  Mr.  Coffee  machine,  but  soon  af- 
ter the  inevitable  knockoffs  began  to 
appear  from  the  likes  of  Norelco  and 
General  Electric.  After  the  Cuisinart 
food  processor  hit  the  department 
stores,  the  Hamilton  Beach  division 
of  Scovill  marketed  one  of  the  first 
knockoffs  at  half  the  retail  price.  Oth- 
er examples  range  from  ice  cream 
(Chipwich  chocolate  chip  cookie  ice 
cream  sandwiches)  to  computers  (Al- 
tair's  do-it-yourself  personal  comput- 
er assembly  kits  that  paved  the  way 
for  Apple  and  IBM). 

Why  do  so  many  emerging  growth 
companies  peak  so  early?  Because  in 
addition  to  facing  decisions  as  diffi- 
cult as  those  at  IBM  or  General  Mo- 
tors, their  slender  resources  often 
force  them  to  bet  the  company. 

There  are  two  morals  to  be  drawn 
from  all  this.  One  is  for  entrepreneurs: 
Don't  get  carried  away  by  your  own 
success;  overconfidence  is  as  danger- 
ous as  excessive  timidity.  The  other  is 
for  investors:  There  is  a  depressingly 
high  chance  that  just  about  the  time 
the  insiders  are  offering  you  a  ride  on 
their  fast-rolling  bandwagon,  that 
bandwagon  is  poised  to  go  right  over 
the  cliff.  The  maxim  that  follows  for 
entrepreneurs:  Always  run  scared.  For 
investors:  Be  skeptical  of  superhigh 
growth  rates.  ■ 
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The  Up  &  Comers 


The  typical  paint  company  is  as  exciting  as, 
well,  aswatchingpaintdry.  But  Kelly-Moore 
is  anything  but  a  typical  paint  company. 


Color  it  profitable 


By  Roger  Neal 


ASK  A  PAINTING  CONTRACTOR 
from  Pennsylvania  or  Illinois 
k  what  kind  of  paint  he  uses,  and 
he  will  probably  mention  a  national 
brand.  Sherwin-Williams,  maybe, 
SCM's  Glidden  or  Du  Pont.  But  out 
West  the  national  players  aren't  so 
lucky.  In  many  western  cities,  con- 
tractors are  more  likely  to  buy  from 
scrappy  little  Kelly-Moore  Paint  Co. 

With  sales  of  only  $136  mil- 
lion, privately  owned  Kelly- 
Moore  is  no  industry  giant. 
But  while  Sherwin-Williams 
and  Glidden  net  about  2.5% 
on  sales,  Kelly-Moore  nets 
over  10%,  which  means  that 
profits  last  year  topped  $11 
million.  Growth  has  averaged 
13%  over  the  last  ten  years. 

"It  was  an  eye-opening  expe- 
rience to  see  a  regional  com- 
pany outperforming  the  na- 
tionals," says  Joe  Cristiano, 
who  recently  traded  a  top  job 
at  Sherwin-Williams  to  be- 
come Kelly-Moore's  first  non- 
family  president. 

Back  in  1946  William 
Moore,  then  29,  and  William 
Kelly,  then  68,  started  making 
paint  in  San  Carlos,  Calif.,  30 
minutes  north  of  San  Jose.  The 
housing  boom  was  on.  Moore, 
freshly  mustered  out  of  the 
Navy,  convinced  Kelly,  freshly 
retired  from  the  paint  busi- 
ness, that  there  was  room  for  a 
small  company  selling  mainly 
to  contractors.  National 
brands,  he  figured,  had  over- 
looked this  market   in  their 


zest  to  get  consumer  sales. 

Smart  thinking.  Moore,  who 
bought  out  Kelly  in  1952,  now  wears  a 
gold  Rolex  watch  and  drives  to  work 
in  a  Rolls-Royce.  Kelly-Moore's  suc- 
cess is  all  the  more  remarkable,  given 
the  company's  primary  customer 
base.  Contractors,  after  all,  buy  less 
than  one-third  of  the  architectural 
paint  sold  in  the  U.S.  every  year.  Even 
worse,  they  are  finicky  customers  and 
tend  to  pay  bills  at  a  leisurely  pace. 


William  Moore  of  Kelly-Moore  Paint 

If  customers  don't  pay,  cut  salesmen's  bonuses. 


But  that's  where  Kelly-Moore's  in- 
genuity comes  in.  Making  paint  isn't 
a  mystery  but  a  series  of  compro- 
mises— a  technical  tradeoff  between 
good  coverage  and  ease  of  application. 
Name-brand  competitors,  which  fo- 
cus on  do-it-yourselfers,  skimp  on  the 
expensive  titanium  that  makes  a 
paint  cover  well  in  one  coat.  Not  Kel- 
ly-Moore, which  aims  to  please  the 
pro's  discerning  eye.  As  for  bad  debts, 
the  firm  leaves  credit  approval  and 
collections  to  its  150-person  sales 
force.  If  a  customer  doesn't  pay, 
Moore  takes  part  of  the  money  out  of 
his  salesman's  bonus. 

Kelly-Moore  sells  service,  too.  Be- 
cause contractors  generally  work  out 
of  their  homes,  they  seldom  buy  paint 
in  volume.  So  Kelly-Moore's  86  paint 
stores  average  8,000  square  feet,  vs. 
the  industry  average  of  3,000.  This 
amounts  to  free  warehouse  space,  but 
it  also  means  that  customers  usually 
find  what  they  want  in  stock  when 
they  need  it. 

There  is  a  hidden  dividend  here  to 
Moore.  Because  his  stores  double  as 
customer  warehouses,  Moore  knows 
exactly  what  his  customer  inven- 
tories are  at  any  given  time,  which 
makes  for  tighter  corporate  planning. 
Kelly-Moore  turns  over  its  in- 
ventory 12  times — about  5 
times  more  than  the  industry 
average.  This  is  a  major  reason 
that  the  firm's  net  margins  are 
so  impressive. 

Now,  with  the  housing  mar- 
ket jumpy  and  economy- 
minded  homeowners  doing 
more  of  their  own  painting, 
Moore  and  his  new  president, 
Cristiano,  have  no  choice  but 
to  emphasize  consumer  sales. 
Here  again  the  company's 
strategy  makes  sense.  Painting 
contractors  usually  leave 
touch-up  cans  behind  after  a 
job — perfect  product  samples 
for  Kelly-Moore.  The  com- 
pany's consumer  sales  now  ac- 
count for  37%  of  total  rev- 
enues, up  from  25%  in  1974. 

Can  Kelly-Moore  keep  up 
the  growth?  That's  where 
Cristiano  comes  in.  Moore  re- 
tired "officially"  in  January 
and  hired  his  successor  to  ex- 
pand the  company's  presence 
in  areas  where  business  is 
thin.  Right  now,  Kelly-Moore 
has  stores  in  southern  Califor- 
nia and  Arizona  but  does  less 
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AY  AIR: 

Two  dependable  air  services  that  help  Americaniausmess 
meet  the  challenge  of  time  and  money. 


When  time  and  money  are  critical, 
UPS  Next  Day  Air  offers  morning  delivery 
where  you  need  it  plus  savings  of  up  to 


delivery  companies. 

For  shipments  that  don'thave  oven 
urgency,  UPS  2nd  Day  Air  is  the  only  ai 
service  that  delivers  door-to-door  to  everv 
address  coast  to  coast  in  two  businesi 
days.  You  save  up  to  70%  compared  to 
other  overnight  air  delivery  companies  and 
your  package  remains  in  thejrusted  hands 
of  UPS  all  the  way. 

Both  services  are  backed  by  the  77-year 
UPS  history  of  unmatched  dependability 

That's  why  for  speed,  economy, $\d 
peace  of  mind  when  you  ship  by  air,  UPS 
means  getting  it  there. 

•  United  Parcel  Service  ol  America  Inc. ,  1984 
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business  than  it  should. 

Moore  says  he  has  received  several 
offers  to  sell  out,  but  he  isn't  interest- 
ed. No  one  is  pressuring  him,  either. 
He  owns  97%  of  Kelly-Moore  stock, 
and  his  33-year-old  daughter  handles 


the  company's  advertising.  "I've  start- 
ed a  company,  and  I've  managed  that 
company  as  it  has  grown,"  says 
Moore.  "I'll  consider  it  another 
achievement  if  the  business  can  be 
successful  without  me." 


The  Up  &  Comers 


Stars 


Tanning  leather  is  an  old,  low-tech  business.  But  the 
folks  at  Seton  Co.  could  not  care  less.  When  it  comes  to 
profitability,  they  outshine  lots  of  Silicon  Valley  stars. 

Isn't  it  romantic? 


Philip  Kaltenbacher  didn't  al- 
ways love  the  leather  business. 

When  he  entered  Yale  Law  School 
in  1959,  he  had  no  intention  of  joining 
the  family  business.  Why  waste  two 
Ivy  League  degrees  on  Seton  Co., 
which  is  in  the  prosaic  field  of  making 
leather  for  car  upholstery?  Instead, 
young  Kaltenbacher  planned  to  join  a 
New  Jersey  law  firm  run  by  a  family 
friend.  He  had  his  office  picked  out. 

But  when  Kaltenbacher's  friend 
died  two  years  later,  he  had  a  change 
of  heart.  He  went  to  Newark-based 
Seton  and  was  soon  caught  up  in  what 
he  calls  the  "romance"  of  the  78-year- 
old  business.  "You  take  an  ugly  hide, 


Philip  Kaltenbacher  of  Seton  Co. 
The  little  things  add  up. 


and  from  it  you  make  something  use- 
ful and  beautiful,"  he  says. 

If  that  doesn't  make  your  heart  beat 
faster,  consider  Seton's  financial  re- 
sults: The  firm,  which  appeared  on 
the  1980  and  1984  Forbes  Up  & 
Comers  rosters,  had  a  five-year  return 
on  equity  averaging  17.4%  through 
1983,  a  period  when  earnings  grew  by 
50%  annually.  In  1984  Seton  prob- 
ably earned  $7.3  million  on  revenues 
of  $100  million.  Even  discounting  a 
one-time  tax  gain  of  $515,000,  those 
are  impressive  7%  aftertax  margins. 

Obviously,  the  leather  business  has 
changed  dramatically  over  the  years. 
And  Seton's  ability  to  move  with  the 
times  is  a  key  to  its  success.  Kalten- 
bacher's grandfather,  a  turn-of-the- 
century  tanner,  set  up  shop  in  New- 
ark. In  1928  the  business  went  public 
in  order  to  buy  out  the  estate  of  one  of 
the  original  partners.  Today  the  Kal- 
tenbacher clan  controls  50.6%  of  Se- 
ton stock,  with  a  market  value  of 
close  to  $40  million. 

In  the  old  days,  Seton  sold  leather 
for  shoes  and  handbags,  as  well  as  for 
cars.  But  now  about  60%  of  the  firm's 
business  comes  from  auto  upholstery. 
That  makes  Seton  vulnerable  to  De- 
troit's ups  and  downs,  but  not  as 
much  as  you  might  think.  Even 
though  today's  smaller  cars  use  less 
chrome  and  fancy  accessories,  leather 
upholstery  is  still  popular.  Seton  is 
even  selling  to  the  Japanese:  It  sup- 
plies Datsun's  Maxima  and  300X  cars. 

"We  do  a  lot  of  little  things  that  add 
up,"  explains  Kaltenbacher.  For  ex- 
ample, while  competitors  buy  hides 
through  brokers,  Seton  often  deals  di- 
rectly with  slaughterhouses — not  to 
save  money  but  to  get  better  quality. 
Seton  also  processes  its  hides.  Here, 
too,  the  object  isn't  to  cut  costs  but  to 


help  develop  related  products. 

That's  how  Kaltenbacher's  com- 
pany has  diversified.  Take  Seton's 
chemicals  and  coated-products  group, 
which  was  launched  in  the  early 
1960s  and  provides  close  to  20%  of 
corporate  profits.  The  firm  had  been 
making  patent  leather,  using  me- 
thane as  a  finish.  So  Seton  began  sell- 
ing urethane-based  products  used  in 
side  moldings  on  cars  and  in  mount- 
ing systems  for  printing  plates.  Then 
there's  collagen,  another  offshoot  of 
the  tanning  process.  Seton  sells  it  as 
an  ingredient  for  cosmetics  and  edible 
sausage  casings. 

After  years  of  gradual  diversifica- 
tion, Kaltenbacher  is  speeding  the 
pace.  He  spent  $9  million — raised  in 
industrial  revenue  bonds — to  buy  a 
Johnson  &  Johnson  plant.  Medical 
supplies  now  account  for  10%  of  Se- 
ton's sales,  and  Kaltenbacher  sees  op- 
portunities to  expand.  He  hopes  that 
by  1990  products  like  collagen  and 
wound  and  catheter  dressings  will 
generate  more  sales  than  leather. 
That  goal  may  be  overoptimistic,  but 
the  lure  is  obvious:  Gross  margins  in 
Seton's  medical  division  are  roughly 
double  those  of  the  older  lines. 

The  challenge  here,  of  course,  is  to 
move  into  new  lines  cautiously — 
which  is  the  path  Kaltenbacher  in- 
tends to  take. — Barbara  Rudolph 


A  stitch  in  time 

Pak  Melwani's  people,  Sindhis  of 
the  Indian  subcontinent,  traded  in 
the  great  ports — Gibraltar,  Aden, 
Hong  Kong.  So  when  the  young  Indian 
began  to  make  his  fortune  in  the  U.S., 
he  did  what  came  naturally:-  selling 
silk  from  Asia. 

Melwani  joined  his  uncle's  New 
York  City  importing  business  in 
1971.  Five  years  later  he  and  a  partner 
leased  a  gift  shop  .in  the  World  Trade 
Center.  "We  borrowed  $20,000  from 
our  families,"  Melwani  explains,  "but 
the  business  wasn't  there.  So  out  of 
sheer  frustration  we  advertised  a  $22 
silk  blouse  in  Cosmopolitan.  It  would 
have  cost  $45  in  a  store,  and  we  got 
almost  3,000  orders.  Soon  we  were 
out  of  gifts  and  into  silk  apparel." 

That  combination  of  luxury  fabric 
and  bargain  prices  has  made  Melwani 
a  rich  man.  Royal  Silk,  his  New  Jer- 
sey-based company,  has  annual  rev- 
enues of  $22  million  and  pretax  prof- 
its of  over  $1  million.  And  it's  into 
direct  marketing  in  a  big  way.  Last 
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year  Melwani  mailed  out  13  million 
catalogs  and  spent  $1.6  million  to  ad- 
vertise, mostly  in  women's  maga- 
zines and  upscale  publications. 

The  numbers  work  like  this:  Every 
month  Royal  Silk  sends  out  a  colorful 
fashion  catalog — the  current  one  fea- 
tures former  Miss  America  Vanessa 
Williams — to  more  than  1  million  po- 
tential customers.  Printing  and  mail- 
ing costs  come  to  38  cents  per  copy, 
but  per-copy  orders  average  $1.66, 
which  he  says  is  above  the  industry 
average.  Though  Royal  Silk  has  retail 
outlets  in  Manhattan  and  New  Jersey 
as  well  as  franchise  stores  in  Maine 
and  North  Carolina,  over  90%  of  all 
business  comes  through  the  mail. 

"We  got  into  mail  order  when  the 
industry  was  exploding,"  Melwani 
notes.  "Women  had  more  disposable 
income  and  less  time  to  shop.  Today 
there  are  lots  of  catalogs,  and  it  would 
be  much  harder  for  a  newcomer  to 
start."  It  would  also  be  hard  for  some- 
one without  Melwani's  contacts  to 
match  his  prices. 

A  typical  Royal  Silk  blouse  sells  for 
$28,  a  dress  for  $55.  A  big  retailer, 
Melwani  says,  charges  over  50%  more 
for  comparable  goods.  Why  the  differ- 
ence? Most  retailers  buy  from  manu- 
facturers who  import  through  Hong 
Kong.  Royal  Silk  buys  silk  fabric  in 
China  and  India  and  has  its  designs 
made  to  order  in  Asia.  Conveniently, 
there  are  no  U.S.  quotas  on  imported 
silk  garments. 

Melwani's  international  back- 
ground is  a  major  asset.  His  Hindu 
family  fled  Pakistan  after  the  1947 
partition  of  India.  His  father  eventual- 
ly settled  in  Aden.  Melwani  was  sent 
to  Japan  for  his  teenage  schooling,  and 
from  there  it  was  off  to  New  York. 

Melwani,  who  split  with  his  part- 
ner early  on,  owns  all  of  Royal  Silk 
with  his  family.  There  have  been 
growing  pains.  Margins  were  pressed 
last  year  because  of  overexpansion. 
"We  got  too  ambitious,"  Melwani 
says.  "We  put  out  separate  sweater 
and  dress  catalogs,  and  they  weren't 
cost  effective.  Now  we  know  we 
should  simply  add  more  pages  to  our 
basic  catalog.  You  learn  by  making 
mistakes.  Besides,  the  mail  business 
is  lots  more  competitive  today." 

Royal  Silk  caters  largely  to  working 
women.  The  average  customer,  says 
Melwani,  is  between  26  and  40  and 
earns  over  $16,000.  So  why  did  he  hire 
the  controversial  Vanessa  Williams  as 
a  catalog  model?  "We  thought  we'd 
get  lots  of  attention.  I  didn't  think  it 
would  hurt  us  the  way  it  might  Gen- 
eral Foods  or  Procter  &.  Gamble. 
There's  nothing  wrong  with  taking  a 
chance."— Jeffrey  A.  Trachtenberg 
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You  can  take 

your  next  meeting 

and  ship  it 


Hold  a  3-7  day  meeting  aboard  one  of  our  30,000  ton,  U.S. 
Registered  ships  that  cruise  the  Hawaiian  Islands.  They  offer 
the  same  tax  benefits  for  meetings  as  land  based  facilities. 
And  a  package  price  that  covers  virtually  everything. 

For  complete  information,  ask  your  meeting  planner  or 
secretary  to  call  Karl  Wentzel,  Director— Meeting  and  Incentive 
Sales,  at  (800)  633-MEET 

American  Hawaii  Cruises  # 

We're  changing  the  way  you  look  at  meetings. 


Dividends,  plus  capital  growth 
for  your  IRA. 


The  T.  Rowe  Price  Growth  &  Income  Fund 

This  Fund  gives  investors  a  sound  means  of  diversifying  IRA  invest- 
ments for  greater  earnings  stability  through  all  market  cycles.  It  invests 
in  securities  we  believe  are  undervalued  by  the  market,  and  which 
have  aboVe-average  prospects  for  increasing  dividends  and  long-term 
capital  growth. 

For  more  information,  call  toll  free:  1-800-1 RA-5000 

T.RowefricejBl 

Invest  With  Confidence  ^KJm 


Mail  to:  T.  Rowe  Price, 

100  E.  Pratt  St.,  Baltimore,  MD  21202 
Rush  me  a  free  IRA  information  kit,  and  the 
Fund's  prospectus  with  more  complete 
information,  including  management  fee  and 
other  charges  and  expenses.  I  will  read  it 
carefully  before  I  invest  or  send  money. 


Name 

Address 

City  State  Zip 

(  ) D  Home    D  Business 


Phone 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  R  404 


Income  &  growth  forlRAs:  call  1-800-1  RA-5000. 
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What  do  a  Brooklyn  carpenter,  the  mother 
of  Hawaii's  lieutenant  governor,  and  200 
others  have  in  common?  The  answer  is 
blood . . .  and  Kazuhisa  Abe. 

A  claim 
on  paradise 


By  Richard  Behar 


A  young  New  England  seaman, 
John  Palmer  Parker,  jumped 
b  ship  off  the  coast  of  Hawaii  in 
1809  to  seek  his  fortune.  When  he 
died  in  1868  he  left  nearly  50,000 
acres  of  raw  land  that  have  since 
grown  into  the  225,000-acre  Parker 
Ranch  on  Hawaii's  Big  Island.  It  is 
probably  the  largest  single-owner 
ranch  in  the  U.S.,  is  worth 
$200  million,  composes 
nearly  10%  of  the  island 
and,  having  50,000  head  of 
cattle,  produces  one-third 
of  the  state's  beef. 

The  ranch  is  now  in  the 
hands  of  Richard  Palmer 
Kaleioku  Smart,  the  71- 
year-old  great-great-great- 
grandson  of  Parker  and 
one  of  Hawaii's  big  party 
throwers.  Smart,  or- 
phaned at  2,  was  raised  in 
California  by  his  grand- 
mother, Tootsie  Parker. 
After  a  long  stage  career 
(he  starred  with  Nanette 
Fabray  and  Carol  Chan- 
ning  on  Broadway),  he  retired  in  1959 
to  run  the  vast  ranchdom,  which  had 
been  under  nonfamily  management 
since  1899.  Smart  says  he  will  leave 
the  ranch  to  the  island's  Parker  prep 
school  (it's  a  revocable  trust,  which 
means  he  can  change  his  mind). 

But  200-odd  descendants  have  de- 
cided that  their  ancestors  were  short- 
changed a  century  ago  and  are  fighting 
for  a  large  portion  of  that  empire.  It's 
not  costing  these  distant  relatives 
much.  Since  filing  in  1975,  they  have 
shelled  out  less  than  $25  apiece  to 
Kazuhisa  Abe,  their  class-action  law- 
yer. Abe,  a  70-year-old  former  Hawaii 
Supreme  Court  justice  of  Japanese  an- 
cestry and  the  force  behind  the  suit, 


heard  the  tale  from  one  of  the  Parker 
descendants  back  when  they  were  in 
junior  high  school  more  than  a  half- 
century  ago.  "I  felt  there  was  injustice 
done,  and  the  matter  should  one  day 
be  corrected,"  he  says.  "But  it's  very, 
very  complicated." 

Why  now  and  not  100  years  ago? 
"The  elders  always  knew  something 
was  wrong,  but  they're  low-key,  quiet 
and  afraid,"  explains  Norma  Laulani 


John  'Parkers  grave  surrounded  by  descendants 
"Parkers  are  now  falling  out  of  the  walls. 


Adams,  the  Honolulu  housewife  who 
first  organized  the  plaintiffs.  A  con- 
tingency fee  arrangement,  30%  in  this 
case,  also  makes  it  a  lot  more  attrac- 
tive for  Abe  to  take  it  on  speculation. 
Norma  Adams  spent  three  years 
tracing  a  family  tree  whose  scrolls 
stand  3  feet  by  1 1  feet  in  a  courtroom 
and  whose  branches  span  the  world. 
Among  the  Parker  clan:  a  school- 
teacher in  Japan,  two  wealthy  Hawai- 
ian heiresses,  lei  makers,  cowboys, 
cops  and  the  mother  of  Hawaii's  lieu- 
tenant governor.  A  local  court  ruled  in 
1983  that  at  least  139  of  the  descen- 
dants are  indeed  descendants.  It  will 
soon  rule  on  another  65.  "Parkers  are 
now  falling  out  of  the  walls,"  laughs 


Adams.  "Already  relatives  are  calling 
me  to  ask  what  their  shares  are  worth, 
since  they  need  the  money." 

After  he  jumped  ship,  the  original 
Parker  befriended  King  Kamehameha 
the  Great,  who  by  1799  ruled  most  of 
the  islands.  Parker,  one  of  the  first 
haoles  (foreigners)  to  remain,  was 
hired  to  kill  unruly  cattle  that  had 
been  brought  in  on  earlier  ships  and 
were  multiplying  rapidly.  He  went  on 
to  become  a  legendary  hunter,  farmer, 
rancher  and  storyteller,  married  the 
king's  teenage  granddaughter  and  got 
a  2-acre  land  grant  in  1847.  Parker 
then  bought  or  claimed  enormous 
parcels  of  land  in  the  northern  Wai- 
mea  region  where  his  cattle  grazed. 
He  begat  three  children:  John  II,  Eben- 
ezer  and  Mary.  John  II  left  no  off- 
spring. The  others,  who  died  before 
their  father,  are  the  progenitors  of  the 
200  plaintiffs.  Mary's  descendants, 
who  really  got  the  short  end  of  the 
inheritance,  rank  heaviest  in  the  case. 
Smart  descends  from  Ebenezer,  and 
he  inherited  the  whole  shebang. 

The  battle  between  the  relatives 
and  Smart  involves  complex  title 
laws,  property  grants  from  kings,  and 
the  fact  that  Smart  and  his  ancestors 
had  the  land  and  paid  taxes  on  it  for 
decades.  The  relatives  ar- 
gue that  the  100-year-old 
wills  of  John  and  John  II 
are  ambiguous — although 
they  were  not  ambiguous 
to  anyone  at  the  time. 
There's  not  much  docu- 
mentation, and  records 
from  the  seven-year  pro- 
bate of  John  IPs  estate  (he 
died  in  1891)  seem  sparse. 
A  fire  in  a  courthouse  in 
the  1920s  may  have  de- 
stroyed some  other  impor- 
tant papers  and,  naturally, 
all  the  story's  main  char- 
acters are  long  dead.  In 
short,    the    case    will    be 

hard  enough  to  explain — 

let  alone  prove — to  a  judge  and  jury 
when  it  goes  to  trial,  perhaps  some- 
time next  year. 

Until  then,  the  distant  relatives  are 
having  some,  fun-filled  reunions.  A 
recent  two-day  catered  affair  included 
a  visit  to  the  ranch  grave  site  of  John  I 
and  hundreds  of  Parkers  rediscovering 
one  another  at  a  luau.  "If  nothing  else 
comes  out  of  it,  at  least  we  can  be 
happy  knowing  that  we're  all  family," 
says  Bob  Parker  Wilson,  a  Brooklyn, 
N.Y.  fireman  who  found  his  roots.  His 
father,  a  carpenter  in  Brooklyn,  is  one 
of  the  descendants  and  part  of  the 
suit.  Says  fireman  Bob:  "Six  months 
ago  I  didn't  even  know  I  was  related  to 
a  king."  ■ 
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On  the  Docket 


When  the  heirs  of  Harvey  Firestone  settled  a 
$500  million  trust-mismanagement  case 
for  $4.5  million,  it  only  proved  how  easy 
the  courts  are  on  institutional  trustees. 

The  meaning 
of  prudence 


By  Ruth  Simon 


In  the  early  1930s  tire  and  rubber 
magnate  Harvey  Firestone  Sr.  es- 
tablished the  Harbel  Trust  for  his 
six  children.  Named  for  its  founder 
and  his  wife,  Idabelle,  Harbel  was 
funded  indirectly  through  a  personal 
holding  corporation  with  260,000 
shares  of  Firestone  stock.  With  splits 
and  dividends,  the  original  stake 
swelled  to  over  6  million  shares.  By 
1969  its  value  had  climbed  from  some 
$2  million  to  around  $200  million. 

But  over  the  next  decade  Firestone's 
fortunes  soured.  Battered  by  the 
OPEC  oil  embargo,  overseas  bribery 
charges  and  a  major  tire  recall,  the 
company's  stock  tumbled,  bottoming 
out  at  6'/s  in  1980.  The  value  of  the 
Harbel  Trust  sank  to  less  than  one- 
fifth  of  its  1969  worth. 

In  1979,  with  Harbel's  value  still 
falling,  Firestone's  heirs  filed  suit 
against  AmeriTrust,  Harbel's  trustee. 
The  following  year  the  Firestones  re- 
quested $500  million  in  damages, 
charging  the  bank  with  breaching  its 
fiduciary  duty  by  failing  to  diversify 
Harbel's  portfolio  and  neglecting  to 
alter  a  corporate  structure  that  result- 
ed in  double  taxation  of  its  income. 

Not  so,  said  AmeriTrust.  Harvey 
Firestone  clearly  intended  that  Har- 
bel's holdings  "be  held  together  as  a 
single  voting  unit  controlled  by  his 
family  and  [that  it]  not  be  diversified." 
Even  if  that  were  a  reasonable  inter- 
pretation, the  family  replied,  changes 
in  the  economy  should  have  led  the 
bank  to  diversify.  The  family  claims 
that  would  not  have  required  court 
permission. 

Last  month,  on  the  eve  ot  what 
would  have  been  Harvey  Firestone's 


116th  birthday,  the  case  was  settled 
out  of  court  for  $4.5  million.  Don't 
look  to  it  for  any  enlightenment  on 
what  constitutes  prudence  in  trust 
management.  Unless  the  trustee  actu- 
ally has  been  lining  his  pockets  with 
their  assets,  disgruntled  beneficiaries 
still  can  expect  little  aid  from  the 
courts  if  a  trust  performs  poorly. 

Although  state  laws  vary,  trustees 
generally  are  expected  to  act  as  would 
a  "prudent  man"  were  he  managing 
his  own  properties.  Fiduciaries  with 
"special  investment  skills"  may  re- 
ceive somewhat  more  scrutiny.  The 
catch  is  that  even  prudent  investors 
make  mistakes.  Thus,  it's  hard  to  use 


Jean-Francois  Allaux 


bad  investment  performance  alone  to 
prove  imprudence.  "The  atrocious- 
ness  of  the  result  does  not  necessarily 
give  you  a  legal  case,"  explains  Neal 
Brown  of  New  York's  Baker,  Nelson 
&  Williams.  "There  have  been  some 
cases  in  New  York,  for  example, 
where  fiduciaries  have  done  a  terrible 
job,  and  the  courts  have  let  them  off." 

On  the  other  hand,  prudence  in 
such  cases  is  relatively  easy  for  the 
defendant  to  prove.  "If  the  trustee  was 
reviewing  the  situation  from  time  to 
time,  and  its  investment  committee 
was  meeting  on  it,"  says  Philip  Hall  of 
New  York's  Winthrop,  Stimson,  Put- 
nam &.  Roberts,  "it's  awfully  hard  to 
show  that  there  was  negligence  to  sur- 
charge thfe.  trustee.  You  can't  sur- 
charge a  fiduciary  for  bad  judgment." 

But  aren't  some  investment  princi- 
ples obvious,  such  as  not  putting  all 
your  eggs  in  one  basket?  Yes,  say 
some  well-known  trustees.  "Most 
prudent  investors,  and  we  would  in- 
clude ourselves  in  that  category, 
would  consider  diversification  an  im- 
portant and  prudent  thing  to  do,"  says 
Bessemer  Trust's  Robert  Elliott. 

For  the  courts  the  answer  is  less 
clear.  "There's  not  a  whole  lot  of  au- 
thority that  says  failure  to  diversify 
per  se  is  imprudent,"  says  Barbara 
Robinson  of  New  York's  Debevoise  & 
Plimpton.  "Nor  do  I  think  there  is  a 
lot  of  authority  that  says  a  trustee  can 
be  held  for  failure  to  make  a  profit.  It's 
losses  of  nominal  value  that  generally 
get  looked  at." 

One  result  is  that  few  disgruntled 
heirs  sue  and  that  most  who  do,  like 
the  Firestones,  settle  out  of  court. 
Still,  it  can  be  worth  it.  The  $4.5  mil- 
lion settlement  may  not  be  much, 
since  the  Firestones  spent  about  the 
same  amount  on  legal  fees.  But  the 
family  did  win  permission  to  transfer 
without  charge  to  another  bank  the 
now-diversified  Harbel  Trust  and  80 
other  trusts,  worth  some  $200  mil- 
lion. The  agreement  could  be  worth 
millions  to  the  Firestones  if  their  new 
trustee  outperforms  its  predecessor. 
Moreover,  with  Firestone  stock  re- 
cently trading  at  17,  Harbel's  losses 
are  easier  to  swallow  than  in  1979. 

For  AmeriTrust's  $12  billion  trust 
department,  the  loss  is  small:  about 
$2.7  million  in  transfer  fees  and  man- 
agement fees  of  perhaps  $1  million  a 
year.  "If  you're  managing  a  fund  for  20 
years,  do  a  crummy  job  and  get  off  the 
hook  by  in  effect  giving  up  a  couple 
years'  trustees  fees,  that's  not  so  bad," 
says  Baker  Nelson's  Brown.  "It's  like 
a  slap  on  the  wrist." 

Meanwhile,  the  central  question  of 
the  accountability  for  trustee  perfor- 
mance still  goes  begging.  ■ 
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1984  $304,264,708 
1983  $269,421,813 
1982  $241,472,723 
1981  $239,251,016 
1980  $239,467,732 
1979  $220,184,288 
1978  $194,311,297 
1977  $176,207,311 
1976  $156,313,569 
1975  $127,485,283 
1974  $125,243,058 
1973  $114,439,393 
1972  $106,416,744 
1971  $89,576,007 
1970  $76,069,522 
1969  $67,575,226 
1968  $57,158,480 
1967  $45,835,923 
1966  $42,291,478 
1965  $33,492,267 
1964  $26,471,443 
1963  $23,655,472 
1962  $20,202,695 
1961  $17,177,701 
1960  $11,964,765 
1959  $10,768,680 
1958  $7,760,278 
1957  $6,461,352 
1956  $3,762,333 
1955  $2,026,098 
1954  $900,113 


1953  $760,358 

As  we  end  our  31st  year  of  success  in  publishing,  we'd  like  to  salute 
our  advertisers. 

Their  continued  confidence  in  TV  Guide,  and  in  our  43  million  adult 
readers,  has  culminated  this  year  in  a  record  $304  million  in  ad  revenue.  And  an 
increase  in  ad  pages  to  3,799. 

Our  efforts  to  make  1985  a  happy  new  year  for  our  readers  and  a  pros- 
perous one  for  our  advertisers  will  be  undiminished. 
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Taxing  Matters 


Personal  holding  companies  can  provide 
tax  savings  for  insiders  and  interesting — 
but  risky — investment  speculations  for 
outsiders  who  are  very  patient. 

Pocketbook, 
incorporated 


By  William  Baldwin 


Y1  our  Acme  Foundry  Co.,  in 
the  family  for  half  a  century,  is 
about  to  be  sold  to  a  conglomer- 
ate. How  to  structure  the  deal  so  the 
IRS  doesn't  clean  up?  A  tax-free  pool- 
ing of  interests  merger — swapping 
Acme's  stock  for  the  conglomer- 
ate's— would  be  fine,  except  that  all 
your  family's  assets  are  then  in  one 
stock  that  could  go  straight  down.  Sell 
for  cash  and  there  is  a  big  capital  gain, 
out  of  which  the  IRS  takes  20%. 

There  is  another  possibility  that  a 
number  of  tax  specialists  are  suggest- 
ing these  days:  Sell  for  cash,  but  keep 
Acme  as  a  corporate  shell  for  holding 
a  diversified  portfolio.  In  the  right  cir- 
cumstances, this  strategy  may  avoid 
most  of  the  capital  gains  tax  and  also 
minimize  estate  taxes. 


kitriLk  \kl)i>nnell 


This  is  a  daring  ploy,  since  Acme 
becomes  a  personal  holding  company, 
an  animal  against  which  Congress  has 
aimed  punitive  taxes.  Those  taxes 
date  back  to  the  days  when  top  per- 
sonal tax  rates  were  well  above  corpo- 
rate rates,  and  wealthy  investors  used 
PHCs  as  incorporated  pocketbooks  to 
hold  their  securities.  So  a  PHC,  de- 
fined as  a  closely  held  corporation 
with  mostly  passive  income,  may 
have  to  pay  a  stiff  surtax  if  it  doesn't 
pay  large  enough  dividends. 

Despite  the  risks,  over  5,000  PHCs 
exist,  according  to  the  last  IRS  count. 
Generally,  they  are  set  up  deliberately 
after  the  sale  of  an  operating  business. 
"I  am  the  last  of  the  Mohicans  in  my 
family,"  says  a  businessman  who  was 
running  a  midwestern  machinery 
company.  With  no  one  to  pass  the 
reins  to,  he  sold  the  company's  oper- 
ating assets  a  decade  ago  for  more 
than  $100  million.  He  runs  the  shell 
as  a  private  investment  pool  for  his 
family  and  a  lot  of  cousins. 

The  "last  of  the  Mohicans"  is  get- 
ting this  tax  advantage:  Since  the 
company  sold  for  close  to  book  value 
for  tax  purposes,  it  didn't  have  much 
of  a  taxable  gain  of  its  own.  The  share- 
holders, in  contrast,  had  a  tax  basis 
near  zero  for  their  shares.  If  they  had 
pocketed  the  cash,  they  would  have 
been  taxed.  By  leaving  proceeds  with- 
in the  old  corporate  shell,  they  post- 
poned that  capital  gains  tax. 

A  PHC  may  also  bring  tax  savings 
when  its  shares  are  handed  down.  A 
relative  with  a  minority  stake  can  ar- 
gue on  an  estate  or  gift  tax  return  that 
the  investment  company  is  worth  as 
little  as  50  cents  on  the  dollar. 

The  IRS  may  disagree,  but  valu- 
ation is  at  least  debatable,  whereas 
the  value  of  widely  traded  securities  is 


Portfolios  in  a  shell 


These  closely  held  investment  funds,  remnants  or  af-  ments  to  outsiders?  It  is  not  unusual  for  a  closed-end 

filiates  of  former  operating  businesses,  offer  benefits  to  fund  to  trade  at  some  discount  to  net  asset  value,  but 

insiders  despite  the  occasional  threat  of  personal  hold-  these  obscure — and  frequently  very  hard  to  obtain — 

ing  company  taxes.  And  what  are  they  worth  as  invest-  stocks  go  at  particularly  deep  discounts. 


Company/:        er  I 


-Net  assets1- 


(millions)  per  share 


Recent 
bid 


1983 


dividend         total  return      expenses 


Portfolio 
emphasis 


Baldwin  Securities  Corp/locomotives 


$40.3 


11 


8% 


$     0.76 


9.4% 


3.0% 


stocks,  CDs 


Duke&  C;  :'r. 


Lastarmco 


Louisville  Inv  Co/bus  t 


Real  Silk  Hosiery  Mills 


12.9 

25 

nvi 

1.20 

12.6 

0.9 

mixed  securities 

16.3 

15,917 

8,000 

300.00 

11.0 

6.6 

royalties,  securities 

15.6 

194 

75 

7.05 

13.6 

1.3 

stocks 

39.3 

380 

280 

8.10 

21.7 

0.3 

mixed  securities 

Scioto  Inv  Co/supemv-rk:  ts 
Shepmyers  Inv  Ci 


6.0 


673 


111 


38. 505 


9.4 


1.0 


municipals 


L3.3 


17 


0.945 


6.8 


0.9 


municipals 


Valor  Inv  Fund4  V 


9.1 


10 


3'/2 


0.945 


2.3 


0.3 


municipals 


Wise  Securities  Co  of  Dsl/i- 


28.0 


441 


212 


11.50 


23.4 


2.1 


stocks,  scotch 


'As  of  12/31/83;  net  of  res< 
^ax-exempt 


ercentage  of  average  net  assets.        ^ear  ended  1/31/84.        *Vear  ended  7/31/84. 
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not.  Says  Christopher  Carlson,  a  se- 
nior partner  specializing  in  estate  tax 
at  Hale  &  Dorr  in  Boston:  "It's  one 
thing  to  have  $12  million  in  readily 
tradable  securities.  It's  quite  another 
to  own  50  shares  of  XYZ  Corp.,  which 
in  turn  has  $12  million  of  readily  trad- 
able securities." 

Encouragingly,  the  IRS  has  lost  sev- 
eral court  battles  on  the  issue.  The 
table  opposite,  listing  some  thinly 
traded  investment  companies,  shows 
why.  Outside  investors  make  chintzy 
bids  for  these  shares,  since  it  may  be  a 
long  wait  before  an  eventual  liquida- 
tion at  full  value. 

Insiders  face  risks  as  well.  "The  per- 
sonal holding  company  provisions  are 
studded  with  traps  for  the  unwary," 
warns  an  early  edition  of  Boris 
Bittker's  hornbook  on  federal  taxes. 
There  are  three  taxes  to  worry  about. 
The  PHC  pays  taxes,  like  any  other 
corporation.  Its  shareholders  pay  tax 
on  dividends.  And  if  the  PHC  doesn't 
pay  enough  dividends,  it  owes  a  50% 
penalty  on  undistributed  income. 

But  properly  managed,  the  PHC 
minimizes  the  corporate  taxes.  "We 
usually  don't  pay  any  tax  except  for 
capital  gains,  at  28%,"  says  George 
Chester,  a  Milwaukee  attorney  and 
president  of  Wisconsin  Securities  Co. 
of  Delaware,  the  former  finance  affili- 
ate of  an  electric  utility  sold  long  ago. 


He  manages  a  portfolio  that  includes 
half  ownership  of  a  private  paper-ma- 
chine-parts manufacturer,  shares  in  a 
venture  capital  pool,  blue  chips  and 
two  hogsheads  of  scotch  whiskey, 
which  the  company  plans  to  bottle 
and  declare  as  an  extra  in  1988. 

Dividends  received  by  Wisconsin 
Securities  are  largely  sheltered  by  the 
85%  exclusion  for  corporations  that 
own  shares  in  other  corporations.  De- 
ductions for  management  expenses 
and  interest  take  care  of  the  remain- 
der of  Wisconsin's  taxable  income. 
Wisconsin's  shareholders,  in  turn, 
must  pay  tax  on  their  dividends,  but 
those  are  a  fairly  low  2.6%  of  assets. 
The  penalty  on  undistributed  income 
doesn't  apply  to  long-term  capital 
gains,  so  Chester  has  been  able  to 
plow  back  gains  and  keep  assets  grow- 
ing with  inflation.  In  the  five  years 
through  December  1983,  he  nearly 
doubled  net  assets  per  share,  to  $441. 

Not  all  PHCs  do  so  well.  Baldwin 
Securities  Corp.,  an  American  Stock 
Exchange  closed-end  fund,  has  seen 
its  net  asset  value  per  share  climb  a 
pathetic  5%  in  the  five  years  through 
1983.  For  this  performance  the  fund's 
officers  paid  themselves  a  handsome 
$721,500  in  1983,  more  than  a  third  of 
the  fund's  dividend  and  interest  in- 
come. As  we  said,  risky  for  outsiders. 
Baldwin,  spun  off  in  1950  from  Bald- 


win Locomotive  Works,  was  for  years 
a  PHC  but  intends  to  take  advantage 
of  an  obscure  1984  tax  law  that  may 
enable  it  to  be  treated  instead  as  a 
regulated  investment  company,  free- 
ing it  from  corporate  taxes. 

There  is,  of  course,  no  guarantee  a 
closely  held  company  will  be  run  for 
the  benefit  of  minority  holders.  Last 
year  the  SEC  criticized  Seaboard  As- 
sociates, a  personal  holding  company 
run  by  a  Merrill  Lynch  broker,  for 
inaccurately  claiming  it  was  getting 
favorable  commission  rates  on  trades 
at  Merrill.  A  Pyrrhic  victory  for  share- 
holders, who  were  handed  both  a 
fuller  explanation  of  Merrill's  rates, 
and  the  broker's  $39,000  legal  bill. 

What  are  these  beasts  worth  to  out- 
side speculators?  Wisconsin's  net  as- 
sets per  share  were  down  to  $384  by 
June  30,  but  there  is  another  $97  re- 
served for  corporate  capital  gains 
taxes — that  wouldn't  have  to  be  paid 
if  Wisconsin  were  liquidated.  All  told, 
$481  in  value,  vs.  a  recent  bid  of  212. 

But  don't  hold  your  breath  waiting 
for  a  liquidation.  In  light  of  the  uncer- 
tainties, says  Chester  with  a  self-dep- 
recating tone,  his  company's  stock 
isn't  worth  much  more  than  the  bid 
price.  He  has  reason  to  bad-mouth  the 
stock:  A  rise  in  Wisconsin's  market 
price  would  only  mean  higher  estate 
taxes  for  the  Chester  family.  ■ 


Sextuplets! 


Pan  Am's  New  Clipper  Class  With  Six-Across  Seating.  Its  Our  Million  Dollar  Baby. 


Pan  Am's  putting  a  million 
dollars  into  every  747  we  fly. 

The  money's  going  for  wide 
new  six-across  seating,  huge  new 
overhead  bins,  a  state-of-the- 


art  new  audio/visual  system, 
a  gracious  new  international 
meal  service,  and  much  more. 
It's  Pan  Am's  exciting  new 
Clipper"  Class. 


And  a  million  dollars  says  it's 
the  business  class  to  beat. 
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Pan  Am's  New  Clipper  Class. 

You  Can't  BeatThe  Experience. 


Numbers  Game 


Legislators  thought  they  had  pension  prob- 
lems wrapped  up  when  they  passed  ERISA. 
But  they  only  created  more. 

The  best- 
laid  plans 


By  Christopher  Power 


Kenneth  Thompson,  president 
of  a  small  building  materials 
company  in  Orange,  Calif., 
complained  to  the  National  Labor  Re- 
lations Board  in  1980  that  the  Team- 
sters were  harassing  some  of  his  em- 
ployees for  crossing  a  picket  line. 
Much  to  Thompson's  astonishment, 
the  union  then  turned  around  and  de- 
clared it  would  no  longer  represent  his 
workers. 

But  if  Thompson  thought  he  was 
free  at  last,  he  was  in  for  a  rude  shock. 
By  decertifying  Thompson's  workers 
the  Teamsters  were  also  forcing 
Thompson  to  withdraw  involuntarily 
from  the  multiemployer  pension  plan 
that  covers  all  Teamster  members  in 
the  West.  Under  the  Multiemployer 
Pension  Plan  Amendments  Act  of 
1980,  an  employer  who  withdraws 
from  such  a  plan  must  pay  his  share  of 
the  unfunded  liabilities  in  the  plan 
when  he  leaves.  So  the  union  billed 
Thompson  for  $153,000  in  unfunded 
liabilities.  Thompson  put  up  a  bond 
for  that  amount  and  went  to  court. 
He's  still  there,  and  his  money  is  still 
tied  up. 

Lois  Weinberger  has  a  similar  tale. 
For  almost  40  years  she  and  her  hus- 
band ran  a  small  dress  shop  in  St. 
Louis.  They  were  using  union  shops 
to  have  their  garments  cut,  so  they 
agreed  to  pay  into  the  International 
Ladies  Garment  Workers  Union's 
multiemployer  pension  trust.  Her  dia- 
betic husband  had  to  have  a  kidney 
removed  in  1982.  So  the  couple  decid- 
ed to  close  the  business.  But  they 
couldn't.  They  would  have  had  to  pay 
$60,000  to  the  ILGWU  as  their  share 
of  unfunded  pension  liabilities.  They 


didn't  have  $60,000  handy.  The  union 
and  the  government  gave  them  three 
years  to  pay.  The  Weinbergers  have 
had  to  stay  in  business  to  do  so.  "This 
is  a  sentence,  a  punishment,"  says 
Mrs.  Weinberger,  "but  there's  been  no 
due  process." 

Thompson  and  Weinberger  are  but 
two  of  many  casualties  inflicted  by 
what  may  be  the  worst  pension  "re- 
form" of  the  decade,  the  Multiem- 
ployer Pension  Plan  Amendments 
Act  of  1980.  The  act  was  passed  with 


unintended  result  of  giving  small  em- 
ployers an  incentive  to  stay  out  of 
the  plan. 

That  means  labor  is  also  starting  to 
feel  the  baleful  effects  of  MPPA.  The 
ILGWU  is  worried  that  employers 
have  been  turning  increasingly  to 
nonunion  shops  to  avoid  what  hap- 
pened to  the  Weinbergers.  The 
ILGWU  wants  the  government  to 
waive  the  withdrawal  liability  for  em- 
ployers who  close  their  businesses 
through  death,  illness  or  retirement. 
The  Teamsters  are  using  a  different 
tactic  to  get  the  MPPA  monkey  off 
their  back.  Last  October  the  Western 
Conference  of  Teamsters  Pension 
Trust  Funds  liquidated  its  stock  hold- 
ings and  invested  $1.5  billion  in  bonds 
at  a  high  yield  of  12% .  If  the  money  is 
dedicated,  says  a  spokesman  for  the 
fund,  it  would  wipe  out  the  trust's 
unfunded  liability,  help  persuade  em- 
ployers to  join  the  plan  and  prevent 
further  litigation  from  those  trying  to 
get  out. 

"Uninsurable  Risks" 

The  uproar  over  MPPA  isn't  the  only 
problem  caused  by  the  slew  of  pen- 
sion legislation  in  recent  years.  Look 
at  the  Pension  Benefit  Guarantee 
Corp.,  set  up  by  ERISA  as  a  general 
fund  to  insure  against  the  failure  of 


the  wide  support  of  management  and 
labor.  Even  the  U.S.  Chamber  of  Com- 
merce bestowed  its  blessing  on  the 
bill.  "Now,"  says  Roger  Thomas,  gen- 
eral counsel  to  the  House  Select  Com- 
mittee on  Aging,  "no  one  owns  up  to 
having  had  anything  to  do  with  that 
piece  of  legislation." 

Multiemployer  plans  typically  are 
found  in  big,  highly  fragmented  in- 
dustries like  construction  and  truck- 
ing. The  withdrawal  penalty  was  in- 
tended to  make  it  tough  for  a  business 
to  fold  its  tent  and  leave  the  plan  with 
an  unfunded  liability.  But  it  had  the 


private  plans.  In  theory  it  made  sense: 
The  PBGC  was  to  collect  fees  of  $1 
per  worker  to  cover  premium  costs. 
And  if  a  company  wanted  to  termi- 
nate its  plan,  the  PBGC  could  seize  up 
to  30%  of  its  net  worth  to  pay  for  any 
unfunded  liabilities  related  to  guaran- 
teed benefits.  Trouble  was,  in  prac- 
tice, that  withdrawal  penalty  sounded 
like  a  good  deal  to  companies  whose 
unfunded  liabilities  exceeded  30%  of 
their  net  worth,  so  many  headed  for 
the  door. 

Now  the  PBGC  wants  to  compound 
the  problem  by  renewing  its  push  for 
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legislation  that  would  triple  the  pre- 
miums individual  sponsors  pay,  and 
increase  the  withdrawal  liability  to 
100%  of  net  worth. 

It  is  because  of  such  penalties  that 
companies  increasingly  have  been 
starting  defined  contribution  plans. 
Defined  contribution  plans  award  a 
worker  a  lump  sum  of  indeterminate 
size  at  the  end  of  his  employment 
instead  of  guaranteeing  him  a  fixed 
monthly  amount  for  the  rest  of  his  life 
under  a  defined  benefit  plan.  Since  no 
postretirement  benefits  are  promised 
under  defined  contribution — only  the 
guarantee  of  a  lump  sum  disburse- 
ment— there  are  no  benefits  for  the 
PBGC  to  insure.  Companies  can  avoid 
getting  entangled  with  ERISA  require- 
ments. All  in  all,  since  the  passage  of 
ERISA,  companies  have  created 
481,000  defined  contribution  plans, 
and  only  330,000  of  the  traditional 
defined  benefit  variety.  Today  an  esti- 
mated 60%  of  the  work  force  is  cov- 
ered by  defined  benefit  plans,  as  op- 
posed to  something  like  85%  ten 
years  ago. 

Of  course,  no  one  knows  for  sure  if 
these  workers  will  really  invest  their 
lump  sum  disbursements  to  finance 
their  retirement.  Many  are  just  spend- 
ing it.  The  Employee  Benefit  Research 
Institute,  a  well-regarded  Washing- 
ton-based benefits  watchdog,  estimat- 
ed that  6.6  million  workers  had  re- 
ceived lump  sum  distributions  in 
1982.  EBRI  found  that  only  5.2%  of 
the  money  was  invested  directly  for 
the  purpose  of  generating  retirement 
income.  Some  10.1%  was  used  to  buy 
houses,  and  63.4%  was  used  for  mis- 
cellaneous purchases.  "With  that  last 
item,  we're  talking  Las  Vegas,"  says 
one  EBRI  staffer.  "And  if  it's  not  Las 
Vegas,  it's  at  least  current  consump- 
tion." Current  consumption  like  that 
could  mean  that  increasing  numbers 
of  workers  won't  have  income  when 
they  retire. 

Employers'  groups  are  proposing  re- 
forms. Many  companies  would  be 
willing  to  pay  higher  premiums  to  the 
PBGC,  if  they  could  only  get  out  of 
the  withdrawal  liability.  Others  think 
a  government-sponsored  pension  in- 
surance plan  was  unworkable  from 
the  start.  If  the  PBGC  intends  to  in- 
sure workers  against  every  calamity 
that  could  befall  a  pension  plan,  say 
the  critics,  they  are  charging  far  too 
low  a  price.  And  if  they  were  to  charge 
a  truly  economic  price  for  that  insur- 
ance, no  one  would  want  it.  Says  Dan 
McGinn,  head  of  McGinn  Associates, 
an  actuarial  consulting  firm  in  Ana- 
heim, Calif.:  "People  should  face  up 
to  the  fact  that  these  risks  are  not 
insurable  by  the  government."  ■ 
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AN  INSTANT 
RARITY! 


ON  JANUARY  3, 1985  THE  U.S.  MINT  DESTROYED  ALL 
DIES  USED  IN  THE  PRODUCTION  OF  THE  1984  OLYMPIC 
GOLD  COINAGE.  YOU  CAN  NO  LONGER  ORDER  THESE 
HISTORIC  COINS  FROM  THE  U.S.  MINT,  AS  OF  JANU- 
ARY 18, 1985. 

THIS  IS  THE  FIRST  TIME  THAT  A  NEWLY  MINTED  COIN, 
ISSUED  BY  THE  U.S.  MINT,  HAS  BEEN  CLASSIFIED  AN 
INSTANT  RARITY  BY  SO  MANY  NUMISMATIC  EXPERTS. 
NOT  SINCE  1894  HAS  THERE  BEEN  A  U.S.  $10  GOLD 
BRANCH  MINT  COIN  WITH  A  MINTAGE  THIS  LOW! 

WE  HAVE  SECURED  AN  ALLOCATION  OF  5,000  $1 0  OLYMPIC  GOLD  EAGLES  AVAILABLE  FOR  IMMEDIATE 
DELIVERY  TO  MEET  THE  FINAL  DEMAND  ON  THIS  VERY  HISTORIC  COIN.  WE  ARE  OFFERING  THESE 
COINS  ON  A  FIRST  COME  FIRST  SERVE  BASIS. 

According  to  our  studies,  we  estimate  the  final  mintages  of  the  Denver  and  Philadelphia  minted  Olympic  $1 0 
Gold  Eagles  will  not  exceed  25,000  coins.  The  following  list  is  our  estimate  of  the  number  of  Olympic  Eagles 
that  the  U.S.  Mint  is  going  to  produce. 

Maximum  Legal  MTB's  Mintage 

Mintage  Estimate 


1984  $10  West  Point  Proof 

1,360,000 

400,000 

1984  $10  West  Point  Uncirculated 

190,000 

80,000 

1984  $10  Philadelphia  Proof 

150,000 

25,000 

1984  $10  Denver  Proof 

150,000 

25,000 

1984  $10  San  Francisco  Proof 

150,000 

32,000 

When  one  considers  the  mintage  of  other  U.S.  coins,  the  immediate  scarcity  of  these  Olympic  $10  Gold 
Eagles  becomes  apparent.  For  example,  the  1942  Proof  Set  consisting  of  the  penny,  nickel,  dime,  guarter, 
and  half-dollar  produced  by  the  U.S.  Treasury  had  a  mintage  of  21 , 1 20  sets.  Today,  the  market  value  of  this 
set  is  approximately  $1 ,200.  It  is  important  to  note  that  just  as  the  1984  Olympic  Eagles  are  intended  for  col- 
lector's purposes  and  not  general  circulation  so  too  was  the  1942  Proof  Set.  If  we  now  compare  MTB's 
estimated  mintage  of  the  1984  Denver  Olympic  Eagle  with  the  1942  Proof  Set  one  can  only  assume  that  by  a 
strict  mathematical  formula  the  Denver  Olympic  must  appreciate  very  rapidly  in  the  years  to  come,  since  the 
1942  Proof  Set  has  appreciated  approximately  600  times  it's  original  value  (the  original  issue  set  sold  for 
$2.02  in  1942).  The  price  histories  of  U.S.  coins  show  that  values  can  be  precisely  eguated  to  the  number  of 
pieces  minted  in  any  given  year.  The  lower  the  mintage,  the  higher  the  market  value. 

In  view  of  these  facts  we  recommend  the  following  course  of  action.  If  you  are  contemplating  the  purchase 

of  these  coins,  make  sure  that  you  secure  either  the  P,  S,  or  D  mint  marks  first.  Individuals  who  have  already 

acguired  Olympic  Gold  coins  should  make  sure  that  they  have  the  P,  S,  and  D  mint  marks  already  in  their 

possession 

MTB  HAS  SOLD  APPROXIMATELY  30,000  OLYMPIC  GOLD  COINS  OF  COMBINED  MINT  MARKS  OVER  THE 

LAST  8  MONTHS.  WE  EXPECT  THAT  OUR  FINAL  5,000  COIN  ALLOCATION  WILL  BE  QUICKLY  SOLD  OUT 

TO  THE  PUBLIC,  AS  WE  ARE  NO  LONGER  ACCEPTING  DEALER  ORDERS. 

CALL  TOLL  FREE!  1-800-535-7481 


to  make  your  order  from  MTB,  authorized  by 
the  U.S.  Treasury  as  a  primary  distributor  of 
the  Olympic  Gold  Eagle  Series. 


$054.0Udelivered 

(your  choice  of  mint  mark). 

MANFRA,  TORDELLA  &  BROOKES,  INC 

59  West  49th  Street,  New  York,  NY  10020  (212)621-9502 

Licensed  by  the  NY  Stale  Banking  Department  under  Banking  Law  Article  Xlll/B  848 


FOR  MORE  THAN  ONE  QUARTER  OF  A  CENTURY.  ONE  OF  THE  NATIONS  LARGEST  AND  MOST 
DEPENDABLE  DEALERS  IN  RARE  COINS.  BULLION  COINS.  BULLION  AND  FOREIGN  CURRENCY 
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Marketing 


Edited  by  Stephen  Kindel 


How  do  you  price  a  product  in  a  brand- 
new  industry?  By  what  the  customer  will 
pay  for  it,  of  course. 

Software 
economics  101 


Patrick  McDonnell 


By  Kelly  Walker 


In  the  personal  computer  soft- 
ware business,  where  several 
thousand  new  programs  hit  the 
market  last  year  alone,  standing  out 
from  the  pack  is  no  easy  matter.  But 
Noumenon  Corp.,  the  Alameda,  Cal- 
if-based software  manufacturer  of  a 
program  named  Intuit,  succeeded  in 
doing  so  by  adapting  a  principle  clear- 
ly stated  in  Paul  Samuelson's  ubiqui- 
tous textbook,  Earn 

"We  asked  ourselves,''  says  Martel 
Firing,  vice  president  of  Noumenon 
and  author  of  Intuit,  "if  there  are  a 
million  personal  computers  and  com- 
patibles being  sold  per  year,  why 
aren't  there  any  $200  million  soft- 
ware companies?  We  came  to  the  con- 


clusion that  the  high  price  levels  were 
choking  off  the  volume." 

And  how  is  price  determined?  As 
Samuelson  wrote  in  his  longtime 
bestselling  textbook,  simply  by  plot- 
ting where  the  price  curve  meets  the 
demand  curve. 

That  is  exactly  what  Noumenon 
did  with  Intuit,  a  full-function,  inte- 
grated program  designed  to  run  on  an 
IBM  PC-XT  or  a  compatible  comput- 
er. Originally  priced  at  $395,  Intuit 
didn't  move  off  the  shelves,  even  with 
a  full-blown  advertising  program  be- 
hind it.  So  Firing  dropped  the  cost  of 
the  program  to  $50  and  then  raised 
the  price  $20  a  week  until  resistance 
was  met.  The  only  "advertising"  was 
a  small  editorial  reference  to  its 
unique  approach  that  appeared  on  the 


front  page  of  the  magazine  PC  Week. 

So  young  is  the  software  industry 
that  Firing's  move  amounted  to  an 
innovation.  "Software  pricing  typical- 
ly hasn't  been  an  intellectual  exer- 
cise," explains  Janet  Kaplan  Lipstein, 
an  analyst  for  Drexel  Burnham  Lam- 
bert. "Vendors  price  to  what  they 
think  the  market  will  bear,  and  many 
times  there's  no  rhyme  or  reason  to 
what  they  do." 

"We  figured,"  says  Firing,  "that  at 
$50,  who  could  resist  trying  it?  We 
could  sell  Intuit  over  the  phone  with- 
out begging  a  dealer  or  distributor  to 
handle  it,  and  it  would  help  us  get  a 
user  base  quickly.  We  expected  the 
price  to  peak  around  $300." 

As  it  turns  out,  sales  of  Intuit  in- 
creased steadily  at  each  new  price  in- 
crement up  to  $130.  Then,  at  each  $20 
increment  beyond  $130,  sales  were 
lower  than  at  the  previous  level,  until 
they  stalled  out  altogether  at  $210.  At 
that  point,  Noumenon  drew  up  its 
price/demand  graph  and  learned,  to 
its  surprise,  that  sales  of  Intuit  had 
been  highest  at  $90.  That  was  consid- 
erably lower  than  the  price  of  such 
similar  software  as  Lotus'  Sympho- 
ny   and    Ashton-Tate's    Frame- 
work, which  sell  at  $695. 

So,  after  considering  whether 
the  price  would  support  its  pro- 
duction costs  without  cheapen- 
ing its  name,  Noumenon  decided 
to  price  Intuit  at  $89.95.  "We  real- 
ly hit  a  nerve,"  says  Firing.  "Peo- 
ple felt  gouged  by  the  prices  they 
were  forced  to  pay  for  similar  soft- 
ware, and  we  offered  them  an  ac- 
ceptable alternative." 
After  six  months  on  the  market, 
1,500  copies  have  been  sold,  and  the 
firm  is  now  going  to  launch  a  formal 
advertising  campaign  highlighting  its 
new  price. 

Is  that  the  happy  ending  to  the  sto- 
ry? Not  quite.  While  Noumenon  ap- 
pears to  have  caught  the  price-con- 
scious consumer,  only  a  small  per- 
centage of  computer  owners  buy  on 
price.  According  to  Spencer  Leyton, 
director  of  new-product  services  for 
leading  software  distributor  Softsel 
Computer  Products,  Inc.,  software  is 
sold  on  the  basis  of  features  and  per- 
formance, and  not  price  alone. 

"I  think,"  says  Leyton,  "that  they 
have  made  their  advertising  campaign 
a  great  success,  but  you  still  don't 
really  know  anything  about  their 
product.  That's  the  problem  they  still 
have  to  overcome  before  they'll  make 
a  considerable  dent  in  the  market- 
place." 

Could  it  be  time  for  Noumenon  to 
go  back  to  the  textbooks? 
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FFORDABLY  HYATT 


. 


When  you  come  to  Hyatt,  you  always 
take  away  one  surprising  fact.  The  fact 
is,  were  just  as  affordable  as  other 
hotels.  What's  surprising  is  that  we  give 
you  so  much  more. 

We  give  you  our  remarkably 
attentive  Hyatt  service,  including 
express  check-out  and  turndown  service. 
A  generous  amenities  package  with  fine 
soaps,  shampoo  and  other  essentials. 
Our  rooms  are  spacious  and  elegantly 
furnished.  Our  restaurants  are  more 
inventive.  You'll  also  find  our  friendly 
Hyatt  atmosphere  an  asset  when  it 
comes  to  entertaining  clients,  when 
you  want  to  do  business  with  style. 

Whether  the  company  is  covering 
your  expenses  or  you're  covering  your 
own,  no  one  will  give  you  more  for 
less.  An  affordable  touch  of  Hyatt. 
Don't  you  ^yj^pj 

YOU  WERE 
HERE® 

BURLINGAME 


Five  minutes  from  San  Francisco 
International  Airport,  Hyatt  is  twenty 
minutes  from  the  city. 

LONG  BEACH 


Hyatt  Regency  is  steps  away  from  the 
ocean,  the  Queen  Mary  and  business 
district. 

LOS  ANGELES 

Rising  from  the  heart  of  downtown  Los 
Angeles  at  Broadway  Plaza. 

OAKLAND  CITY  CENTER 

Part  of  the  downtown  business  hub, 
Hyatt  Regency  is  convenient  to  all  parts 
of  the  Bay  Area. 

LOS  ANGELES 

Hyatt  Wilshire  is  located  mid-town  in  the 
heart  of  the.  city's  business  district. 

HYATT0HOTEL5 

For  reservations,  call  your  travel  planner 
or  800  228  9000.  e>  1984  Hydtt  Hotels  Corp. 


Technology 


Edited  by  Stephen  Kindel 


Artificial  hearts  make  headlines  today,  but 
preserved  human  body  parts  offer  greater 
promise  for  tomorrow. 


Fresh-frozen 


By  Karen  Freifeld 


At  Yale-New  Haven  Hospital 
recently,  Dr.  Gary  Friedlaender 
b  removed  three-fourths  of  a 
woman's  thighbone  to  eliminate  a 
cartilage  tumor.  A  decade  ago,  he 
would  have  amputated  the  leg.  This 


time,  however,  he  went  into  the  hos- 
pital's bank  of  frozen  bones,  found 
one  similar  to  the  shape  of  his  pa- 
tient's diseased  limb  and  performed  a 
transplant.  "She's  now  up  and  walk- 
ing around,"  says  the  proud  surgeon. 
While  artificial  hearts  and  me- 
chanical spare  parts  get  all  the  atten- 


Orthopedic  surgeon  Dr.  dlaender 

Hearing  the  day  of  transplants  when  needed,  not  when  possible. 


tion,  use  of  frozen,  replaceable  body 
parts  has  been  growing  as  medicine 
has  gained  the  ability  to  preserve  tis- 
sue for  long  periods.  With  long-term 
tissue  preservation,  says  Dr.  Fried- 
laender, transplant  operations  can  be 
performed  when  necessary  instead  of 
making  patients  wait  for  a  donor.  Hu- 
man parts  are  preferable  to  mechani- 
cal ones  because  transplanted  living 
material  becomes  subject  to  the  same 
replacement  and  repair  processes  as 
the  body's  own  tissue. 

It's  already  relatively  easy  to  pre- 
serve bone,  arteries  and  other  nonre- 
generating  tissues  almost  indefinite- 
ly. Such  parts  can  be  kept  in  low- 
temperature  freezers,  or  they  can  be 
freeze-dried  like  coffee  and  kept  on  a 
shelf  for  up  to  five  years. 

But  storing  living  tissue  such  as  the 
cartilage  on  the  end  of  a  bone  is  more 
difficult.  The  trick  is  to  freeze  it  with- 
out allowing  ice  crystals  to  form  in- 
side the  cells,  which  would  kill  them. 
That's  done  with  cryopreservation — 
low-temperature  storage  with  a  cryo- 
protectant,  or  "antifreeze,"  such  as 
dimethyl  sulfoxide  (DMSO)  or  glycer- 
ol. Once  the  tissue  is  immersed  in  the 
cryoprotective  agent,  its  temperature 
is  lowered  in  liquid  nitrogen  freezers 
to  as  low  as  minus  196  degrees  Centi- 
grade. There,  cells  remain  in  frozen 
animation  for  years  or  decades.  When 
a  patient  needs  the  tissue,  it  can  be 
thawed,  the  cryoprotectant  removed 
and  a  transplant  performed. 

Cryopreservation  also  offers  prom- 
ise for  the  long-term  storage  of  vital 
organs,  some  of  which,  hearts  for  ex- 
ample, can  be  kept  alive  for  only  a  few 
hours.  A  great  deal  of  work  remains  to 
be  done.  "Hearts  are  still  a  number  of 
years  off,"  says  Arthur  Rowe,  Ph.D., 
director  of  the  Laboratory  of  Cryobiol- 
ogy  at  the  New  York  Blood  Center. 
"We  can  freeze  sections  of  the  heart 
very  well,  but  we  need  to  learn  how 
freezing  affects  the  tissue  in  a  whole 
organ." 

Storing  organs  requires  both  sophis- 
ticated freezing  and  thawing.  Organs 
must  be  uniformly  rewarmed  in  less 
than  a  minute;  otherwise,  as  defrost- 
ing proceeds  cells  begin  to  die  for  lack 
of  oxygen  and  nutrients.  Dr.  Harold 
Meryman,  director  of  the  Red  Cross' 
Cell  Tissue  &.  Organ  Preservation 
Laboratory,  forecasts  that,  barring  any 
major  obstacles,  experimental  trans- 
plants with  frozen  organs  will  be  done 
in  humans  within  a  decade. 

But  first  there  will  have  to  be  fur- 
ther research  in  drugs  to  suppress  the 
body's  possible  rejection  of  foreign 
tissue.  The  leading  immunosuppres- 
sant, Cyclosporin-A,  has  a  trouble- 
some side  effect — large  doses  break 
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Parts  for  profit 


Cryolife,  Inc.,  which  started  op- 
erations in  Atlanta,  Ga.  last 
year,  may  well  be  the  first  com- 
pany seeking  to  make  a  profit  from 
processing  and  cryopreserving 
heart  valves  and  other  transplant- 
able tissues  for  hospitals. 

But  Cryolife  is  not  the  first  to 
imagine  such  a  business.  The  plot 
of  Coma,  a  motion  picture  made  in 
1978,  based  on  Robin  Cook's  1977 
novel,  was  premised  on  a  parts-for- 
profit  scheme  masterminded  by  a 
borderline  psychotic — part  bril- 
liant surgeon,  part  messiah,  part 
entrepreneur — who  was  killing  pa- 
tients to  build  inventory.  Richard 
Widmark  was  splendid  in  the  role. 

With  that  as  an  image  builder — 
not  to  mention  the  real- life  contro- 
versy about  William  Schroeder  get- 
ting his  artificial  heart  in  a  for- 
profit  hospital — Cryolife  probably 
can  expect  raised  eyebrows  among 
the  medical  establishment.  Says 
cryobiologist  Armand  Karow,  of 
the  Medical  College  of  Georgia: 
"Commercialization  is  an  espe- 
cially sensitive  point." — K.F. 

Memory  Shop 


Genevieve  Bujold  in  Coma 

Not  exactly  an  image  builder. 


down  too  much  of  the  body's  immune 
system.  However,  as  research  yields 
more  effective  and  less  risky  drugs,  a 
host  of  new  transplant  operations  will 
become  feasible.  For  example,  certain 
parts  of  the  pancreas  could  eventually 
be  frozen  for  diabetics. 

At  present,  there  are  far  more  trans- 
plant candidates  than  there  are  or- 
gans. But  supply  is  increasing.  Inde- 
pendent tissue  banks  are  growing  in 
number,  augmenting  the  work  being 
done  by  hospitals  in  procuring  and 
preserving  organs.  The  American  As- 
sociation of  Tissue  Banks  now  lists 
some  500  individual  members,  with 
about  150  new  applications  last  year. 
And  the  American  Red  Cross  plans  to 
develop  a  nationwide  program  for  tis- 
sue retrieval  and  distribution. 
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By  1990, 75%  of  the  nation's  41,500  mile  interstate  highway  system 
will  have  exceeded  its  20  year  safe  life. 

The  cost  of  rerouting  shipments  and  the  additional  wear  and  tear 
on  private  and  commercial  vehicles  will  be  measured  in  hundreds 
of  millions  of  dollars.  The  problems  of  our  infrastructure  are  gaining 
national  attention.  One  company  has  already  gained  international 
recognition  for  providing  solutions.  URS  Corporation. 


For  a  copy  of  the  36  page  booklet,  "Infrastructure,  Crisis,  or  Opportunity;'  send  your  business  card 
and  $2.00  for  postage  and  handling  to:  URS  Corporation,  155  Bovet  Road,  San  Mateo,  CA  94402. 


The  disaster  isn't  over  when  the  emergency  teams  leave. 
For  tonight  these  families  need  food,  clothing,  shelter. 
Tomorrow  they'll  start  rebuilding  their  lives.  And  that 
takes  months. 

The  good  news  is  that  the  Red  Cross  will  help  these  families 
every  step  of  the  way.  No  matter  how  long  it  takes.  If 
you  ever  need  the  Red  Cross,  you  can  bet  we'll  be  there. 

We'll  help.  Will  you? 

A  Public  Service  ol  This  Publication 


+ 


American 
Red  Cross 


91 


THE  POSTAL  SERVICE  JUST  GAVE  YOU  ANOTHER 
REASON  TO  USE  GTE'S  TELEI"IAIL" SERVICE- 


WITH  TELEMAIL  ELECTRONIC  MAIL  SER- 
VICE-. MESSAGES  CAN  BE  SENT  ANYWHERE 
IN  THE  WORLD-  USUALLY  AT  A  COST  LOWER 
THAN  POSTAGE. 

IT'S  ALL  DONE  ELECTRONICALLY.  IN 
SECONDS. 

THAT'S  BECAUSE  TELEflAIL  USES  THE 
VAST  WORLDWIDE  DATA  NETWORK  RE- 
SOURCES OF  GTE  TELENET- 

YOU  CAN  EASILY  SEND  ONE  MESSAGE-.  OR 
THOUSANDS  OF  MESSAGES  SIMULTANE- 
OUSLY- THEY'RE  ALL  DELIVERED  RELIA- 
BLY AND  ACCURATELY- 

WHAT'S  MORE-.  THEY  CAN  ALL  BE 
ACCESSED  JUST  AS  EASILY  SINCE  OUR 
ELECTRONIC  MAIL  IS  DELIVERED  THROUGH 
VIRTUALLY  ANY  TERMINAL-.  PERSONAL 
COMPUTER-.  OR  TELEX  DEVICE-  AND-.  WE 
CAN  ALSO  ROUTE  YOUR  ELECTRONIC  DOC- 
UMENT FOR  PRINTING  AND  CONVENTIONAL 
HAND- DELIVERY.  NO  OTHER  SERVICE 
OFFERS  ALL  OF  THESE  OPTIONS- 

SO  IF  YOU'RE  FINALLY  FED  UP  WITH  THE 
HIGH  COSTS  OF  BUSINESS  CORRESPOND- 
ENCE THESE  DAYS-.  GIVE  US  YOUR  2<t- 

CALL  AQQ-TELENET  AND  ASK  ABOUT 
TELEMAIL- 

nm  Telenet 
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Careers 


Edited  by  William  G.  Flanagan 


How  influential  can  you  be  in  determin- 
ing the  success  of  your  offspring?  Very.  But 
the  means  are  often  subtle. 


Fathers 
and  sons 


By  John  A.  Byrne 


Y1  OU  WANT  YOUR  KIDS  tO 
succeed,  of  course.  Maybe 
you  would  like  them  to  fol- 
low in  your  footsteps,  perhaps  go- 
ing a  lot  further  than  you  did. 
How  can  you  influence  your  kids 
in  a  positive  way  without  their 
resenting  you  for  trying  to  run 
their  lives? 

In  an  effort  to  find  out  how 
influential  their  fathers  were  in 
their  professional  lives,  Forbes 
talked  to  a  number  of  CEOs  of 
major  corporations.  One  fact 
quickly  emerged:  Virtually  all 
were  indeed  influenced  by  their 
fathers,  usually  a  great  deal.  Yet 
the  means  were  as  varied  as  the 
backgrounds  of  the  fathers  them- 
selves (see  table). 

It  could  range  from  a  single 
sage  suggestion,  to  a  reprimand, 
to  a  beating.  It  could  be  as  quick 
and  as  cruel  as  an  insult  in  print 
or  as  slow  and  indirect  as  shop- 
talk  over  the  dinner  table.  It 
could  be  the  well-timed  gift  of  a 
chemistry  set,  the  repetition  of 
favored  homilies  or,  most  diffi- 
cult of  all,  winning  a  child's  love 
and  respecr  r-  ig]  imple.  It's  cer- 
tain, though,  relationship  is 
never  indifferent  I  o  the  case 
histories  of  some  of  today's  CEOs. 

In  1949  Roger  B.  Smith  was  a  fresh- 
ly minted  M.b.    .  from  ersity 
of  Michigan.  Ambitious  and  ready  to 
make  his  mark  in  the  bo.  ■ 
war  economy,  he  decided  to  go 
and  stake  out  his  future  in  the  promis- 


ing new  aircraft  industry. 

"I  had  my  bags  all  packed  and  was 
ready  to  go,"  he  recalls.  "But  my  fa- 
ther [a  Bundy  Corp.  executive)  was  a 
pretty  sharp  businessman,  and  he  said 
he  thought  GM  was  the  best-managed 
company  in  the  world.  He  suggested  I 
give  them  a  try,  so  I  did."  Smith  was 
hired  as  an  accountant,  and  32  years 
later  he  was  named  chief  executive  of 


the  largest  automobile  company  in 
the  world. 

Sometimes  it  takes  more  than  a 
nudge  in  the  right  direction.  Sam  Ar- 
macost,  CEO  of  BankAmerica  Corp., 
has  told  of  the  time  in  1957  when  his 
father — a  university  president — gave 
him  "a  swift  kick"  for  ignoring  his 
studies  as  a  freshman  at  Denison  Uni- 
versity in  favor  of  fraternity  parties.  It 
apparently  did  the  trick. 

Armand  Hammer's  father,  Dr.  Ju- 
lius, also  had  to  take  a  firm  hand  with 
his  precocious  child.  He  whipped  him 
with  a  strap  to  stop  his  playing  hooky 
at  Public  School  4  in  New  York  City. 
Then,  filled  with  remorse,  Julius  de- 
cided to  ship  him  off,  at  the  age  of  10, 
to  Meriden,  Conn.,  to  live  with  close 
friends  of  the  family.  Five  years  later 
his  dad  brought  him  back  to  the 
Bronx,  presumably  a  "reformed" 
youngster,  where  he  studied  hard  and 
looked  around  for  a  way  to  make 
some  money. 

Some  fathers  can  get  the  message 
across  by  being  almost  cruelly  blunt. 
Multimillionaire  Roy  Park  Sr., 
74,  told  Forbes  in  September  that 
his  46-year-old  son,  Roy  Jr.,  a  vice 
president  of  Park  Outdoor,  his  fa- 
ther's advertising  company, 
wasn't  his  heir  apparent.  "You 
can't  treat  somebody  special  just 
because  he's  your  son,"  the  father 
maintained.  Shocked  on  seeing 
this  in  print,  the  son  quickly  re- 
signed. The  pair  later  patched  up 
their  quarrel;  the  father  named 
Roy  Jr.  chief  executive  and  direc- 
tor of  a  newly  formed  advertising 
company,  which  the  son  is  in  the 
process  of  buying. 

Charles  Engelhard,  the  late  in- 
dustrialist, was  fond  of  telling  a 
story  that  revealed  how  little  his 
father  once  thought  of  his  busi- 
ness acumen.  "Charlie,"  said  the 
elder  during  a  tour  of  one  of  the 
plants  in  the  Engelhard  business 
empire,  "six  months  after  I'm 
dead  you  and  your  mother  are 
going  to  be  in  the  street." 

Still,  his  father  never  tired  of 
talking  about  business  with  his 
son.  "I  can't  remember  ever  hav- 
ing a  personal  conversation  with 
him,"  Engelhard  once  said.  "All 
we  ever  talked  about  was  busi- 
ness. We  talked  out  his  problems.  So, 
even  in  my  youth,  I  had  an  intimate 
knowledge  of  business." 

Getting  one's  kid  interested  in  the 
family  business,  however,  can  create 
a  double  bind.  Not  only  must  the 
youngster  take  to  business,  he  or  she 
has  to  be  willing  to  follow  in  your 
footsteps,  which  many  young  people 
could  resent.  Indeed,  despite  the  gold- 
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en  opportunity,  it  is  relatively  rare  for 
the  children  of  self-made  business- 
men to  emerge  as  occupational  "chips 
off  the  old  block."  It's  commonly 
thought  that  many  small  business- 
men and  entrepreneurs  dream  of  a 
family  succession.  It  may  not  be  so. 
Srully  Blotnick,  a  psychologist  and 
Forbes  columnist,  found  that  only  1 
father  in  26  can  expect  to  see  his  son 
or  daughter  at  the  helm  of  the  firm  he 
founded.  "People  don't  want  to  work 
in  the  shadow  of  their  fathers,"  he 
says.  "They  want  to  prove  they  can 
make  it  on  their  own." 

Some  fathers,  of  course,  do  suc- 
ceed in  selling  the  idea  of  the  family 
business  to  the  kids.  William  O'Neil, 
founder  of  General  Tire  &  Rubber 
Co.  (now  GenCorp),  simply  wore  his 
kids  down.  He  wanted  to  get  his  five 
sons  interested  in  the  business  when 
they  were  young.  Not  unlike  Engel- 
hard, he  talked  about  it  endlessly.  "I 
remember  Dad  saying  to  me,  'John, 
some  day  you  might  want  to  become 
a  priest  or  a  doctor,'  "  recalls  John 
O'Neil,  "  'but,  you  know,  a  doctor 
can  only  see  a  few  hundred  people  in 
his  lifetime,  save  their  lives,  take 
care  of  their  physical  ills.  But,  if 
you're  a  businessman,  you  have 
10,000  employees.  You  got  10,000 
people  dependent  upon  you  all  the 
time.' " 

W.O.,  as  he  was  called,  would  regale 
them  at  every  opportunity  with  apho- 
risms and  anecdotes:  "Never  put  a 
specialist  in  charge  of  a  project,"  he 
would  say,  "because  all  he  will  see  is 
problems."  "If  you're  going  to  pick 
people's  brains,  first  make  sure  they 
have  any."  "We're  not  in  business  to 
make  tires,  but  to  make  money." 

Three  of  W.O.'s  five  sons  pursued 
careers  at  their  father's  company.  All 
three  (Jerry,  Thomas  and  John)  re- 
main, as  chief  executive,  head  of  Gen- 
eral's RKO  subsidiary,  and  finance 
committee  chairman,  respectively. 

Sometimes  a  youngster  will  prefer 
to  do  without  a  father's  help,  then 
turn  around  and  surprise  the  old  man 
by  making  it  on  his  own  in  the  field 
the  father  wanted  him  to  choose. 
Sometimes  even  at  the  same  firm. 

Consider  Peter  Magowan,  whose  fa- 
ther, Robert,  was  chairman  of 
Safeway  from  1955  to  1971.  As  an 
adolescent,  the  younger  Magowan 
had  often  worked  summers  at 
Safeway  Stores,  but  after  being  gradu- 
ated with  a  master's  degree  from  Ox- 
ford he  had  little  interest  in  food  re- 
tailing. He  tried  out  the  State  Depart- 
ment and  quickly  discovered  that 
government  work  wasn't  for  him. 
Then,  without  informing  his  father, 
he  landed  a  job  with  Safeway  in  1968 


Just  chips  off  the  old  block? 

The  American  corporation  is  just  as  likely  to  be  run  by  the  son  of  a 
mailman,  farmer,  teacher  or  engineer  as  of  another  top  corporate  execu- 
tive. What's  more,  he  is  just  as  likely  to  have  attended  a  state  college  or  a 
small  private  one  as  a  prestigious  university.  Here  is  a  list  of  the  CEOs  of 
the  top  20  Forbes  corporations,  where  they  went  to  school  and  what  their 
fathers  did  for  a  living. 

Chief  executive 

Educational  background 

Father's  occupation 

Clifton  C.  Garvin  Jr.,  Exxon 

M.S.,  chem  eng,  Va  Poly  Inst 

Safeway  executive 

Roger  B.  Smith,  General  Motors 

M.B.A.,  U  Mich 

Bundy  Corp.  executive 

Charles  L.  Brown,  AT&T 

B.S.,  elec  eng,  U  Va 

AT&T  district  manager 

Rawleigh  Warner  Jr.,  Mobil 

A.B.,  Princeton 

Principal  officer  of  Pure  Oil 

Philip  Caldwell,  Ford 

B.A.,  econ,  Muskingum, 
M.B.A.,  Harvard 

Farmer 

John  R.  Opel,  IBM 

A.B.,  Westminster, 
M.B.A.,  U  Chicago 

Hardware  store  owner, 
Jefferson  City,  Mo. 

John  K.  McKinley,  Texaco 

M.S.,  org  chem,  U  Alabama 

Professor  of  industrial 
education,  U  Alabama 

Edward  R.  Telling,  Sears,  Roebuck 

Ph.B.,  111.  Wesleyan 

Bank  cashier 

Edward  G.  Jefferson,  E.  I.  du  Font 

Ph.D.,  King's  Coll,  U  London 

Aeronautical  engineer 

John  Gutfreund,  Phibro-Salomon 

B.A.,  Oberlm 

Owner  of  NYC  trucking 
&  wholesale  meat  co. 

Richard  M.  Morrow,  Standard  of  Indiana 

B.M.E.,  Ohio  State 

Sales  representative 

George  M.  Keller,  Chevron 

B.S.,  chem  eng,  MIT 

Furniture  salesman 

John  F.  Welch  Jr.,  General  Electric 

Ph.D.,  chem  eng,  U  Illinois 

Railroad  conductor 

William  F.  Kieschnick,  Atlantic  Richfield 

B.S.,  chem  eng,  Rice 

Carpet  cleaner 

John  F.  Bookout,  Shell  Oil 

M.A.,  U  Tex 

Railroad  engineer 

Armand  Hammer,  Occidental  Petroleum 

M.D.,  Columbia 

Physician 

Bernard  M.  Fauber,  K  mart 

No  college 

Farmer 

Peter  A.  Magowan,  Safeway 

B.A.,  Stanford, 
M.A.,  Oxford 

Former  Safeway 
chairman 

John  S.  Reed,  Citicorp 

B.A.,  Wash  &  Jeff  Coll, 
M.S.,  MIT 

Armour  Meat  Co. 
manager 

David  M.  Roderick,  U.S.  Steel 

B.S.,  econ  &  fin,  U  Pitt 

Mailman 

in  Washington,  D.C.,  negotiating  for 
store  sites.  The  senior  Magowan 
didn't  know  that  one  of  his  sons  was 
an  employee  until  a  month  later.  In 
1979  Peter,  at  37,  was  named  one  of 
the  youngest  chief  executives  of  a  ma- 
jor corporation. 

On  the  other  hand,  a  child  may  be 
turned  on  to  a  particular  career  field  at 
a  very  early  age  and  never  change 
course.  Atlantic  Richfield  Chief  Ex- 
ecutive William  F.  Kieschnick,  who 
grew  up  in  a  family  environment  that 
stressed  frugality  and  high  standards 
of  achievement,  recalls  that  his  father 
nurtured  his  preadolescent  interest  in 
chemistry  by  giving  him  chemistry 
sets  and  minilaboratories.  "This  pat- 
tern of  supporting  and  encouraging 
my  interests  helped  my  love  of  chem- 
istry to  grow,"  he  says.  Kieschnick 
eventually  got  his  degree  in  chemical 
engineering. 

But  much  of  what  your  offspring 
learn  comes  from  you  by  example. 
Archie  McGill  spent  most  of  his 
youth  washing  dishes,  flipping  ham- 
burgers and  ringing  cash  registers  in 
his  father's  small-town  restaurants  in 
Minnesota.  "If  the  customer  didn't 
like  the  way  his  eggs  were  done,  they 


were  done  wrong,"  his  dad  would  tell 
him,  repeating  dozens  of  times  the 
standard  cliche  about  customers  who 
are  always  right. 

"My  father  was  a  man  who  believed 
in  and  idolized  his  customers,"  says 
McGill,  who  at  the  age  of  33  became 
the  youngest  divisional  vice  president 
in  IBM's  history.  It  was  something 
McGill  didn't  consciously  think 
about  during  his  successful  careers  at 
IBM  and  AT&T,  where  he  emerged 
with  a  reputation  as  a  "supersales- 
man."  But  it  undeniably  did  rub  off. 
"You  don't  talk  about  it,"  he  says, 
"you  just  do  it." 

Similarly,  K  mart  Chairman  Ber- 
nard Fauber's  father,  a  Virginia  tobac- 
co farmer,  taught  him  the  virtues  of 
hard  work  by  practicing  them.  "One 
thing  I  remember  very  vividly  about 
my  father  was  that  he  would  often 
say,  'Whatever  you're  going  to  do,  get 
about  it  quickly  and  get  it  done,'  " 
says  Fauber.  "He  was  an  early  riser, 
and  he  went  to  bed  early.  There  was 
not  much  to  do  in  the  evenings,  and 
you  had  a  lot  to  do  the  next  day."  To 
this  day,  Fauber  still  gets  up  at  4:30 
a.m.  and  is  in  bed  asleep  by  9  p.m.  ■ 
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INTRODUCING  THE 

FIRST  SAAB  IN  HISTORY  THAT 

NEEDS  NO  EXPLANATION. 


The  new  Saab  900  Turbo  16-valve  with  Special  Performance  Group  is  the  first  Saab  whose  intended  purpose  is  as  easily  grasped  from  the  outside  as  from  behind  the  wheel. 
It  features  special  aerodynamic  fairings,  front  and  rear  stabilizer  bars,  specially  tuned  shock  absorbers,  high-speed  V-rated  radials,  the  new  16-valve  intercooled  Turbo  engine 
leather  seating,  electric  sunroof  and  fog  lights.  Supplies  will  be  limited.  So  if  you're  interested,  you  should  act  soon.  A  nd  be  in  the  enviable  position  of  not  having  to  explain  why 
you  bought  one,  rather  than  the  unfortunate  position  of  having  to  explain  why  you  didn't. 


■^a****' 


-W*"" 


*? 


\\ 


^^w* 


'£0****' 


r*i*» 


The  most  intelligent  caYi'vvrinuu. 


Personal  Affairs 


Edited  by  William  G.  Flanagan 

The  romance  of  the  rails  is  alive  and  well. 
Just  ask  anyone  who  owns  a  railroad  car. 


Private 
varnish 


By  Lisa  Gubernick 


Don't  ever  make  the  mistake 
of  asking  someone  who  owns  a 
railroad  car  why  he  has  gone  to 
so  much  trouble  and  expense.  It's 
worse  (and  even  less  sensitive)  than 
asking  a  yacht  owner  how  much  the 
boat  cost. 

The  romance  of  the  rails  still  lives, 
nowhere  stronger  than  in  the  hearts 

Steve  Leonard 


DeWitt  Chappie 

Amtrakchargr:  tojit. 


and  minds  of  some  hundred-odd 
Americans  who  own  and  operate  pri- 
vate railway  cars. 

"My  daddy,  my  granddaddy  and  my 
great-granddaddy  were  all  railroad 
men,"  says  Ross  Rowland  Jr.,  a  44- 
year-old  retired  gold  trader.  Row- 
land's own  rail  fever  took  a  different 
turn.  He  paid  $15,000  to  the  Penn 
Central  Railroad,  16  years  ago,  for  a 
car  built  in  1928, 

"It  was  in  worse  shape  than  their 
balance  sheets,"  says  Rowland,  who 
spent  over  $300,000  refurbishing  the 
car  and  renamed  it  the  Independence. 
He  turned  it  into  a  velvet-upholstered 
mansion  on  wheels  that  would  pass 
muster  with  any  robber  baron. 

"Private  varnish,"  as  their  owners 
call  their  finely  crafted  rail  coaches, 
had  their  heyday  in  the  years  follow- 
ing the  Civil  War  up  until  the  market 
crash  of  1929.  E.F.  Hutton  had  one 
designed  in  time  for  his  honeymoon. 
Jay  Gould's  train  carried  a  milk  cow, 
so  the  dyspeptic  railroad  tycoon  could 
be  supplied  with  fresh  milk. 

Jay  Gould's  car,  now  owned  by  a 
Texas  garden  club,  no  longer  has 
wheels,  but  E.F.  Hutton's  is  still  on 
the  roadbed,  renamed  the  Chapel  Hill 
and  owned  since  1971  by  DeWitt 
Chappie,  president  of  Chappie  Leas- 
ing, an  auto  and  equipment  leasing 
company  in  Middletown,  Ohio. 

Only  a  handful  of  these  salons  on 
wheels  were  actually  owned  by  indi- 
viduals back  in  the  glory  days.  Most 
were  used  by  railroad  executives  as 
traveling  hospitality  suites,  a  role  per- 
petuated by  many  current  owners. 


(Chappie  joined  Amtrak's  Capitol 
Limited  and  Eagle  on  a  two-day  run 
from  Washington,  D.C.  to  Dallas  for 
the  Republican  convention  last  sum- 
mer. Once  there,  he  parked  the  Chapel 
Hill  on  a  siding  at  the  Dallas  Union 
Station  for  five  days,  hosting  a  series 
of  parties.) 

Even  a  notorious  robber  baron 
might  blanch  at  the  costs  of  railroad 
car  ownership  today.  Bare  minimum 
for  a  classic  mansion  on  wheels: 
$150,000,  before  opulent  appoint- 
ments, maintenance,  crew  and  stor- 
age. The  best  places  to  look  for  one  are 
Trains  magazine  (available  on  news- 
stands) and  Private  Varnish,  the  maga- 
zine of  the  American  Association  of 
Private  Railroad  Car  Owners  (P.O. 
Box  1211,  Mountainside,  N.J.  07092). 

If  you're  in  the  market  for  some- 
thing a  bit  more  modest,  there  are  a 
handful  of  "heavyweight"  sleepers, 
lounges  and  diners  available  from 
trains  of  the  1920s  and  1930s  like  the 
20th  Century  Limited.  Cost:  $50,000 
and  up. 

Amtrak  still  occasionally  accepts 
bids  for  the  lightweight  cars  with 
sealed  glass  windows  (write  to  James 
McCarthy,  Manager,  Material  Dispos- 
al, Amtrak,  National  Railroad  Passen- 
ger Corp.,  1617  John  F.  Kennedy  Blvd., 
Philadelphia,  Pa.  19103). 

With  most  prices  around  $10,000, 
those  Amtrak  cars  are  generally  the 
least  expensive.  But  you  can't  count 
on  getting  something  that's  road- 
worthy.  Most  are  in  bad  shape.  But 
putting  these  cars  back  in  working 
order  seems  to  give  the  true  railroad 
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buff  nearly  as  much  pleasure  as  cruis- 
ing down  the  tracks. 

"You  can  always  tell  the  guy  with 
his  own  railcar,"  says  C.  Victor 
Thornton,  the  semiretired  chairman 
of  a  steel-fabricating  company,  who 
has  logged  some  40,000  miles  on  his 
1925  Atchison,  Topeka  &  Santa  Fe 
Railway  car.  "He's  the  one  with  the 
alligator  shoes  with  battery  acid  holes 
burned  through." 

You  pay  for  your  fun  with  fix-ups.  It 
can  take  upwards  of  $50,000  to 
achieve  Amtrak  certification.  That's 
mandatory  before  Amtrak  will  allow 
a  private  car  to  be  hooked  on  for  a  ride, 
really  the  only  way  to  take  these  cars 
on  the  road.  In  order  to  be  certified, 
the  car  must  be  equipped  with  either 
head-end  power,  which  enables  elec- 
trical current  from  the  locomotive  to 
run  through  your  car,  or  its  own  elec- 
trical system,  as  well  as  roller  bear- 
ings and  tightlock  couplers,  all  now 
standard  on  Amtrak  cars. 

Once  Amtrak  has  okayed  your  car, 
it's  fairly  easy  to  schedule  a  ride,  pro- 
vided you  allow  at  least  two  weeks' 
notice.  Amtrak  has  a  special  services 
department  devoted  to  the  needs  of 
private  railcar  owners.  Charges  vary 
from  $1  to  $2.60  a  mile,  depending  on 
distance,  plus  tariffs  for  parking  the 
car  and  for  coupling  and  uncoupling  if 
a  change  of  trains  is  required. 

Amtrak  charges  are  just  the  begin- 
ning. Rowland  estimates  he  spends 
another  $200,000  a  year  on  mainte- 
nance, crew  and  entertainment. 

And  finding  the  right  crew  isn't  all 
that  simple.  "If  your  chef  isn't  used  to 


working  trains,  he'll  be  wearing  a  pot 
of  boiling  water  on  his  lap  the  first 
time  you  go  round  a  curve,"  says 
Rowland.  Private  cars  are  staffed  with 
at  least  one  steward  and  a  chef. 

Then  there  is  the  problem  of  stor- 
age. When  DeWitt  Chappie's  car  is 
not  being  used,  he  keeps  it  at  a  siding 
in  a  warehouse  in  Franklin,  Ohio, 
sheltered  from  the  elements  and  se- 
cure from  vandals.  Storage  arrange- 
ments are  as  unusual  as  the  cars 
themselves,  with  costs  varying  from 
zero  to  $500  a  month. 

Given  the  cost  of  keeping  up  private 
varnish,  it's  no  surprise  lots  of  owners 
lease  their  cars.  Dr.  James  Stillman  of 
Brownsville,  Tex.  recently  leased  the 
Texas  Cannonball,  a  1922  business  car 
from  the  Wabash  Railroad,  to  televi- 
sion producer  Aaron  Spelling.  Spell- 
ing wanted  to  cross  the  country  by 
rail,  in  style.  The  trip,  which  included 
Spelling's  wife,  two  children,  secre- 
tary and  two  nannies  as  well  as  a 
three-man  crew,  cost  $79,000. 

If  you're  interested  in  leasing, 
check  with  David  Schumacher,  who 
heads  the  charter  referral  committee 
of  the  American  Association  of  Pri- 
vate Railroad  Car  Owners.  He  match- 
es railcar  owners  with  lessees.  (Write 
him  at  3751  East  Dartmouth  Ave., 
Denver,  Colo.  80210.)  Initial  costs 
vary  from  $500  to  $5,000  per  day,  de- 
pending on  the  kind  of  car  and  what's 
included.  Nearly  all  the  cars  sleep 
guests,,  the  number  varying  with  the 
model.  But  with  the  exception  of  the 
Pullman  sleepers,  few  accommodate 
more  than  a  half-dozen.  If  your  party 


The  Independence 
Initial  cost:  $15,000. 
Refurbishing:  $300,000. 
Annual  maintenance:  $200,000. 


is  larger,  you  can  lease  another  car  or 
book  exclusive  occupancy  of  one  of 
Amtrak's  modern  sleepers. 

But  whether  the  trip  takes  an  after- 
noon or  a  fortnight,  there's  no  ques- 
tion Mrs.  August  Belmont,  grande 
dame  of  antebellum  society,  got  it 
right  when  she  said:  "A  private  rail- 
way car  is  not  an  acquired  taste — one 
takes  to  it  at  once." 
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Faces 

Behind  the  Figures 


Edited  by  Pamela  Sherrid 


At  the  right  hand  of  Reed 


Richard Braddock,  Citicorp's  new  top  U.S.  consumer  banker 
"If!  do  well,  he  will  take  care  of  me." 


A  few  weeks  after  succeeding  Wal- 
ter Wriston  last  fall  as  boss  of  the 
nation's  biggest  bank  holding  com- 
pany, new  Chairman  John  Reed  pro- 
moted a  handful  of  lieutenants.  No 
one  person  got  all  of  Reed's  old  job  as 
head  of  Citicorp's  worldwide  consum- 
er banking  business.  But  the  biggest 
piece — all  consumer  services  in  the 
U.S.— went  to  Richard  Braddock  43, 
who  has  been  reporting  directly  to 
Reed  for  the  past  four  years.  "I  was 
happy  to  see  John  chosen  as  chair- 


man/' Braddock  says. 

Affable  and  clean-cut,  Braddock 
was  brought  up  in  the  milieu  of  big 
business.  His  father  was  president  of 
General  Re  Corp.,  the  big  insurer. 
Like  Reed,  who  is  an  engineer  by 
training,  Braddock  has  an  unusual 
business  credential  for  a  banker:  eight 
years  in  product  management  at  Gen- 
eral Foods,  pushing  foodstuffs  such  as 
Tang,  Jello  and  Minute  Rice. 

Braddock  moved  to  Citicorp  in 
1973,  just  as  marketing  became  the 


name  of  the  game  for  Reed's  aggres- 
sive new  consumer  strategy.  Working 
his  way  up  exclusively  on  the  con- 
sumer side  of  the  bank,  Braddock  now 
heads  a  far-flung  empire  that  includes 
Citicorp's  branch  operations  in  New 
York,  its  huge  Visa  and  MasterCard 
operation,  a  traveler's  check  and  Din- 
ers Club  business,  the  40-state  Per- 
son-to-Person  network  of  finance 
company  offices,  as  well  as  its  three 
recently  acquired  savings  and  loans. 

Braddock  is  an  acolyte  of  the  Citi- 
corp theology,  pronounced  by  Wris- 
ton, maintained  by  Reed,  of  serving 
the  consumer's  financial  needs  in  ev- 
ery way  that  regulation  and  technolo- 
gy will  allow.  So,  in  addition  to  man- 
aging Citicorp's  established  business- 
es, Braddock  seems  to  be  coming  up 
with  a  new  product  every  day  or  so:  a 
personal  computer  banking  service, 
insurance  centers  in  branches,  a  cred- 
it card  and  checking  account  package. 
"It's  not  going  to  get  any  less  confus- 
ing," Braddock  says  wryly  of  his  myr- 
iad new  business  targets. 

A  shotgun  approach?  Sure,  says 
Braddock,  let  the  consumer  pick  the 
winners.  "The  more  things  we  can  try 
in  the  marketplace,  the  better,"  he 
says,  "as  long  as  we  can  afford  them." 

That  they  can.  In  the  first  three 
quarters  of  1984  Citicorp's  consumer 
revenues  were  up  23%,  to  $2.2  billion, 
while  earnings  fell  8%  to  $143  mil- 
lion. Without  new  products,  other 
marketing  initiatives  and  losses  at 
two  of  the  S&Ls,  however,  Braddock's 
bottom  line  would  have  moved  up 
smartly.  "We're  not  uncomfortable 
managing  or  funding  this  many  initia- 
tives," Braddock  says.  "We  know 
where  the  money  is  going." 

The  fact  that  Citicorp's  problems 
these  days  stem  from  the  institution- 
al side  of  the  bank,  with  its  festering 
foreign  loans,  obviously  does  Brad- 
dock's  prospects  no  harm.  Only  three 
years  younger  than  Reed,  Braddock 
may  not  have  a  chance  to  succeed 
him,  but  there  are  other  possibilities. 
The  slot  of  vice  chairman  for  all  con- 
sumer activities  is  still  open;  Brad- 
dock and  Richard  Kovacevich,  head  of 
international  consumer  banking,  are 
likely  contenders.  But  titles  aside, 
Braddock  seems  content  to  link  his 
future  with  Reed's.  "If  I  do  well," 
Braddock  says,  "he  will  take  care  of 
me."— P.S. 

Saved  by  the  barrel 

When  Michel  Marks  was  elected 
chairman  of  the  New  York  Mer- 
cantile Exchange,  a  lot  of  its  members 
were  standing  quietly  by,  like  distant 
relatives  expecting  bad  news  from  the 
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The  new  IBM  Quietwriter®  Printer. 
iVhen  letter  quality  should  be  seen  and  not  heard. 


If  youre  looking  for  a 
printer  for  your  personal 
computer  that  offers  quiet, 
letter-quality  printing,  look 
it— and  listen  to— the  IBM 
'Quietwriter"  Printer. 

It's  a  technological 
breakthrough,  featuring  a  new 
and  innovative  system  for 
transferring  ink  to  paper  that 
makes  it  whisper-quiet. 

But  more  than  quiet,  the 
"Quietwriter"  Printer  gives 
your  letters  the  crispness  of  an 
IBM  typewriter  along  with  the 
Jeep,  rich  gloss  of  a  carbon 


ribbon.  All  at  up  to  60  quiet 
characters  per  second. 

What's  more,  plug-in 
electronic  modules  support  the 
full  252-character  set  of  the 
IBM  Personal  Computer. 

You  can  easily  attach  the 
"Quietwriter"  Printer  to  IBM 
personal  computers  and  to 
many  other  microcomputers. 

The  "Quietwriter"  Printer 
is  just  one  example  of  the 
more  than  70  printer  models 
we  build.  But  they  all  serve  a 
single  purpose:  To  make  your 
printing  as  effective  as  your 


processing.  To  give  your  work 
the  finishing  touch. 

Contact  your  IBM 
marketing  representative  or  call 
1  800 IBM-2468,  Ext.  7/3T. 
for  the  IBM  Product  Center  or 
authorized  IBM  — •^—  ■—  z=y 

you.  =5:==^=  7  = 


IBM  PRINTERS 


^5> 


Wdve  Helped  Flvj 
Homes^tSomePfed 


T&lk  about  an  identity  crisis. 

Here  we  are,  almost  50  years  old, 
and  many  people  confuse  us  with  a  candy 
company  from  the  Midwest. 

Now,while  F&nnie  May  goes  to  work 
when  America  craves  a  sweet,we  go  to 
work  when  America  buys  a  home. 

Since  we  were  chartered  by  Uncle 
Sam  as  the  Federal  National  Mortgage 
Association  in  1938,  we've  been  buying 
mortgage  loans  from  lenders  so  they  11 
have  more  money  to  lend  to  homebuyers. 

Of  course,  some  of  the  confusion 
could  be  our  fault.Flrst,we  abbreviated 
our  name  to"FNMA.Then  people  coined  a 
nickname-Fannie  Mae-that  stuck. 

In  1970,  things  got  even  fuzzier  when 
we  changed  from  a  government  agency 
into  a  private  business. 

Today,  we're  on  the44Big  Board,"with 
over  33,000  stockholders.We  pay  taxes 
at  the  full  corporate  rate.  In  terms  of  assets, 
we're  the  country's  fourth  largest  company 
with  over  $80  billion. 

We're  the  link  between  thousands  of 
lenders,  investors,  builders  and  real 
estate  professionals,  all  working  to  keep 
homeownership  affordable  for  millions 
of  Americans. 

for  sweets,  see  them.  For  the  big 
ideas  in      erican  home  finance, see  us. 

FannieMae 


ilBon  Americans  Buy 
HiinkWfe  SeflCaiKfc 
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Sir  Adrian  Cadbury,  chairman  of  Cadbury  Schweppes 
Never  mind  Hershey. 


Donna  FerrauWisions 


hospital.  With  lingering  memories  of 
a  scandal  in  its  potato  contract  only  a 
few  years  before,  Nymex  was  desulto- 
rily making  markets  in  such  other 
unexciting  commodities  as  palladium 
and  frozen  beef.  Best  bets  were  that 
Nymex  would  close  its  doors  or  per- 
haps be  acquired  by  the  Commodity 
Exchange  of  New  York,  its  floormate 
at  New  York's  World  Trade  Center. 

That  was  in  1978.  Marks,  then  29, 
was  the  youngest  person  ever  to  head 
a  major  commodity  exchange.  Using 
seats  purchased  by  his  father,  Marks 
had  started  trading  on  the  Nymex  and 
the  New  York  Stock  Exchange  soon 
after  his  1972  graduation  from  Prince- 
ton University. 

Nowadays  Marks  has  the  last 
laugh.  Most  commodity  exchanges 
are  hurting,  but  three  of  Nymex'  con- 
tracts nearly  doubled  in  volume  last 
year.  Energy  saved  the  day,  specifical- 
ly three  new  futures  contracts  for 
heating  oil,  leaded  gasoline  and  crude 
oil.  Marks  switched  the  delivery  point 
of  the  existing  Nymex  heating  oil 
contract  from  Rotterdam  to  New 
York,  making  it  more  useful  to  refin- 
ers and  distributors. 

Marks  then  put  his  money  where  his 
mouth  was.  At  one  point  in  1980  the 
number  of  open  heating  oil  contracts 


Michel  Marks 

He  gets  the  tossS  l&ugh. 


totaled  1,000,  and  Marks  was  holding 
400  of  them — with  an  exposure  of 
$250,000.  "I  must  have  been  crazy  to 
get  into  such  a  position,  but  I  really 
wanted  that  contract  to  succeed," 
Marks  says.  Today  heating  oil  volume 
averages  10,000  contracts  a  day. 

In  1983  Marks  scored  another  victo- 
ry. The  Commodity  Futures  Trading 
Commission  let  Nymex  start  trading 
a  crude  oil  contract  on  the  same  day 
as  the  powerful  Chicago  Board  of 
Trade.  The  Chicago  contract  lasted  a 
few  months,  while  the  Nymex  con- 
tract now  trades,  on  average,  about 
10,000  contracts  a  day. 

In  December  Nymex  introduced  an 
unleaded  gasoline  contract  that 
Marks  expects  will  ultimately  replace 
its  leaded  gasoline  contract.  Marks 
has  also  applied  for  permission  to 
trade  crude  oil  options  against  crude 
not  yet  pumped,  thus  creating  an  at- 
tractive hedging  vehicle  for  owners  of 
reserves. 

Meanwhile  Marks,  35,  escapes  the 
frenetic  activity  of  trading  "electric 
barrels"  by  living  in  a  250-year-old 
farmhouse  in  New  Jersey  and  playing 
jazz  piano  at  night.  His  own  firm, 
Merc  Oil  Co.,  fills  orders  for  other 
brokerage  firms,  and  he  still  trades  for 
his  own  account.  "I'm  not  making  a 
fortune,"  he  says,  "but  I'm  making  a 
living." — Stanley  W.  Angrist 


Global  goodies 

Cadbury  Schweppes  Pic.  has  roots 
in  the  19th  century,  when  John 
Cadbury  opened  his  first  tea  and  cof- 
fee shop  in  Birmingham,  England.  To- 
day the  company  is  an  international 
food  giant,  with  sales  last  year  of 
about  $2.2  billion  and  profits  of  $79 
million.  Under  Chairman  Sir  Adrian 
Cadbury,  the  fourth  generation  of  his 
family  to  head  the  venerable  firm, 
Cadbury  Schweppes  has  pushed  ag- 
gressively out  of  its  British  home. 

Nowadays,  the  London-based  com- 
pany generates  more  than  half  its 
sales  and  earnings  outside  the  U.K. 
"We  have  switched  from  being  a  Brit- 
ish company  with  large  international 
interests,"  says  Sir  Adrian,  "to  being 
an  international  company,  with  the 
U.K.  as  our  most  important  market." 
Acknowledging  that  international  fla- 
vor, the  firm  recently  sold  its  first 
American  Depositary  shares  for  $102 
million,  equivalent  to  12%  of  its  equi- 
ty. The  Cadbury  clan,  numbering  in 
the  hundreds,  still  owns  about  15%  of 
the  company. 

Sir  Adrian  rowed  for  England  in  the 
1952  Helsinki  Olympics  after  being 
graduated  from  Cambridge.  He  start- 
ed with  the  family  firm  in  the  same 
year  and  became  chief  executive  in 
1969  after  Cadbury  merged  with 
Schweppes.  Tall  and  trim  at  55,  Cad- 
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bury,  who  used  to  eat  a  half  pound  of 
chocolate  a  day,  now  limits  his  phys- 
ical activities  to  golf  and  gardening. 

But  Sir  Adrian  has  been  flexing  his 
marketing  muscle  in  North  America, 
his  firm's  largest  market  after  the 
U.K.  In  1982  he  acquired  Duffy-Mott 
and  Holland  House,  widening  the 
firm's  line  into  juices,  sauces  and 
mixers.  Six  years  ago  he  acquired  Pe- 
ter Paul,  maker  of  the  Mounds  and 
Almond  Joy  candy  brands.  "Putting 
Peter  Paul  and  Cadbury  together  add- 
ed distributor  interest,"  he  explains. 
The  firm  now  ranks  third  in  the  U.S. 
chocolate  market,  far  behind  Mars 
and  Hershey,  but  gaining  market 
share.  Total  Cadbury  sales  in  the  U.S. 
have  tripled  since  1980,  to  roughly 
$430  million. 

Cadbury's  recent  international  suc- 
cess has  come  in  large  part  by  con- 
vincing chocolate  lovers  to  widen 
their  tastes.  Instead  of  copying  Her- 
shey, Cadbury  has  managed  to  make  a 
virtue  of  its  brand's  distinctly  differ- 
ent flavor.  And  the  street  goes  both 
ways.  Cadbury  also  is  pushing  Ameri- 
can-style chocolates  back  home:  Peter 
Paul  products  now  sell  well  in  the 
U.K.  and  soon  may  be  produced 
there. — Subrata  N.  Chakravarty 

Rare  bird 

Clay  Whitehead,  46,  is  used  to 
shaking  up  the  satellite  industry. 
As  president  of  Hughes  Aircraft's 
communications  subsidiary  in  the 
early  Eighties,  Whitehead  realized 
that  selling  satellite  transponders  out- 
right, like  condominiums,  made  more 
sense  than  leasing  them,  as  tradition 
dictated.  Freed  from  regulatory  re- 
straints on  common  carriers,  Hughes 
made  a  killing  on  its  1983  Galaxy  I 
bird,  selling  its  24  transponders  for  an 
estimated  $200  million.  Hughes'  U.S. 
competitors  were  left  gaping,  then 
quickly  imitated  Whitehead's  innova- 
tive stratagem. 

Nowadays  it's  the  Europeans  that 
Whitehead  has  sputtering.  Shortly  af- 
ter his  Galaxy  triumph,  Whitehead 
"got  tired  of  working  for  a  big  com- 
pany," left  Hughes  and  decided  to  try 
to  make  some  money  for  himself.  For 
the  last  year  he  has  been  laying  the 
groundwork  for  the  first  private  pan- 
European  television  satellite,  dubbed 
Coronet. 

Under  a  franchise  granted  by  tiny 
Luxembourg,  Coronet  hopes  to  broad- 
cast 16  channels  of  news  and  enter- 
tainment over  Western  Europe,  fi- 
nanced by  advertisers  and  pay  view- 
ers. Each  video  channel  will  have  four 
sound  channels,  so  a  soccer  match  can 
be  broadcast  in  French,  German,  Ital- 


ian and  English. 

Not  surprisingly,  the  $180  million 
venture  has  been  denounced  as  "anti- 
European"  and  a  "Coca-Cola  satel- 
lite" by  European  politicians  who  are 
highly  protective  of  their  govern- 
ment-run television.  The  French  and 
the  Germans  have  plans  to  put  up 
their  own  television  bird,  free  of 
dubbed  Dallas  and  other  examples  of 
U.S.  cultural  imperialism. 

"I  think  we're  seeing  wounded  na- 
tional pride,"  says  Whitehead,  who 
still  calls  Los  Angeles  home.  "There 
would  be  more  European  program- 
ming if  a  large  commercial  market- 
place already  existed  there,"  he  says 
in  his  quiet,  professorial  manner. 

Whitehead  doesn't  lack  for  political 
savvy,  at  least  back  home.  An  engi- 
neer with  a  Ph.D.  in  management 
from  MIT,  he  was  a  special  assistant 


to  President  Nixon  and  then  served 
four  years  as  the  first  chief  of  the 
Office  of  Telecommunications  Poli- 
cy. The  real  money  in  a  European  TV 
satellite,  he  insists,  will  be  made 
manufacturing  antennas  and  decoders 
for  the  system.  That  could  be  a  $1 
billion  market,  and  the  components 
could  all  be  produced  in  Europe. 

In  the  meantime,  in  November 
Whitehead  snared  his  first  European 
investor  outside  of  Luxembourg — a 
Swedish  investment  outfit.  With 
pledges  from  Time  Inc.'s  Home  Box 
Office  and  from  banks  and  pension 
funds  in  Luxembourg,  Whitehead  so 
far  has  lined  up  half  the  $30  million  in 
equity  needed  to  launch  Coronet  in 
1987.  Whitehead  will  take  a  10% 
ownership  stake  in  Coronet ...  if  it 
flies. — Marcia  Berss 


Satellite  entrepreneur  Clay  Whitehead 

A  political  master  at  home,  but  will  his  system  fly  in  Europe? 
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The 

old-fashioned 
values  are  building 

tomorrow's 

America. 

For  all  of  the  ingenuity  with  which  we  devise 
ways  to  do  our  work  better,  we  still  build 
best  on  the  foundations  of  our  country's  success  - 

hard  work,  fair  play,  the  willingness  to  take  risks, 
yet  with  prudent  provision 

for  the  future.     A 

I  INTERNORTH 


=  We  work 
—for  America. 


<*>a$ed  corporation  involved  in  exploration  and  production  of  oil  and  natural  gas, 


The  Forbes/Wilshire  5000  Review 


Market  Value  of  Wilshire  5000: 


'750—   $1,733.7  billion  as  of  1/4/85 
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Secondary  issues  hang  tough  while  the  rally  fizzles.  The 

Dow  racked  up  a  nearly  35-point  gain  during  one  trading 
day  in  mid-December,  but  the  blue  chips,  once  more, 
couldn't  follow  through  on  this  spectacular  advance.  Over 
the  last  two  weeks  the  30  Dow  industrials  declined  1.2%, 
and  the  more  than  5,600  stocks  that  make  up  the  Wilshire 
index  slipped  0.9%.  This  time,  however,  Amex  and  NAS- 
DAQ-listed shares  bucked  the  trend  and  registered  slight 
gains  of  0.4%  and  0.8%,  respectively.  And  it  is  NASDAQ 
issues  that  show  the  best  four-week  performance,  with  a 
3%  gain. 
Recent  strength  notwithstanding,  secondary  stocks  un- 


derperformed  primary  issues  by  a  wide  margin  last  year. 
For  the  last  52  weeks  the  NASDAQ  is  behind  14.5%,  vs.  a 
3.2%  decline  in  the  NYSE.  Over  the  same  stretch,  high- 
volatility  shares  dropped  18.1%,  while  low- volatility  is- 
sues appreciated  10.3%.  Issues  priced  under  $4  fell  21.6%, 
while  shares  priced  over  $40  rose  0.9%.  And  stocks  that 
don't  pay  a  dividend  are  off  15.2%,  while  issues  with 
yields  over  7.5%  are  up  7.2%.  Investors  would  profit 
handsomely  if  secondary  issues  were  only  to  make  up 
their  losses  of  the  last  year.  But  Wall  Street  will  probably 
wait  for  a  sustainable  rally  in  primary  stocks  before  falling 
in  love  again  with  secondary  issues. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 ' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

1.3 

0.9 

1.9 

1.2 

0.1 

3.0 

in  last  52  weeks 

-5.4 

-2.3 

-7.9 

-3.2 

-11.2 

-14.5 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.3 

1.6 

5.0 

1.8 

3.5 

2.0 

1.9 

3.9 

3.9 

2.0 

2.0 

2.0 

in  last  52  weeks 

-4.3 

-12.2 

-18.1 

10.3 

-22.9 

3.2 

7.2 

-15.2 

-14.6 

7.6 

0.9 

-21.6 

'Based  on  sales.  ,  ■     ,  ui 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  1/4/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


The  oils  suffer  another  letdown.  While  T.  Boone  Pickens 
made  off  with  millions  from  his  aborted  run  at  Phillips 
Petroleum,  other  investors  who  hoped  to  ride  on  his 
coattails  were  not  so  lucky.  A  more  than  10-point  slide  in 
Phillips  Petroleum  during  the  last  two  weeks  drove  the 
energy  sector  to  a  2.3%  decline,  the  poorest  two-week 
performance  of  the  lot.  Not  far  behind  were  technology 


shares,  which  registered  the  second-worst  record  for  the 
last  ten  trading  days,  with  a  1.6%  loss.  They  also  have  the 
worst  52-week  record,  with  a  15.8%  loss.  For  the  last  two 
weeks  one  other  group  fared  as  poorly  as  the  Wilshire 
index — consumer  nondurables,  which  fell  0.9%.  Mean- 
while, two  sectors  eked  out  slight  gains:  raw  materials,  up 
0.2%,  and  capital  goods  and  services,  up  0.1%. 


Percent  change  in  last  52  weeks  OO  Percent  change  in  last  two  weeks 


Capital  goods 
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What  The  Analysts  Think 


Last-minute  revisions.  During  the  last  two  weeks,  as 
analysts  put  the  final  touches  on  their  1984  earnings 
estimates,  they  made  slight  upward  revisions  for  two 


groups — energy  and  transportation.  Wall  Street's  earnings 
estimates  were  virtually  unchanged  for  capital  goods  but 
were  lowered  for  the  six  remaining  sectors. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months 

1984  estimates 

1985  estimates 


$3.81 
3.95 
4.60 


9.6 
9.3 
8.0 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1984      • 
EPS              P/E 

%  change  in  1984  estimate 
in  2  weeks       in  4  weeks 

1 

Energy 

$3.72 

7.8 

0.39% 

-0.23% 

2 

Transportation 

2.60 

9.3 

0.14 

-0.68 

3 

Capital  Goods 

2.56 

12.2 

0.00 

-0.75 

4 

Utilities 

3.33 

7.4 

-0.06 

-0.01 

5 

Consumer  nondurables 

2.63 

11.5 

-0.22 

-1.01 

6 

Consumer  durables 

4.68 

8.1 

-0.23 

-0.40 

7 

Technology 

2.82 

11.8 

-0.44 

-3.92 

8 

Raw  materials 

2.27 

10.9 

-1.16 

-3.43 

9 

Finance 

2.80 

10.0 

-1.55 

-2.32 

Earnings  projections  are  capital-weighted  consensus  estimates  from  over  2,000  secunty  analysts.  Data  are  compiled  and  updated 
continuously  by  the  Institutional  Brokers  Estimate  System  |IBES),  a  service  of  Lynch,  (ones  &  Ryan,  a  New  York-based  brokerage  firm. 


Note:  All  data  for  periods  ending  1/4/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.;  IBES,  a  service  of  Lynch,  Jones  &  Ryan,  New  York. 
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Aerospace  Precision 


High  performance  jet  fighter  engines,  like  the  F-100,  require  dependable 
precision  components  to  insure  combat  readiness. 

Fansteel  applies  its  materials  technology  to  meeting  the  demands  of 

defense  industries.  At  Fansteel  Precision  Sheet  Metal,  convergent  flaps 

and  seals  for  F-100  engines  are  fabricated  out  of  titanium,  Waspaloy, 

andcolumbium. 

To  meet  the  defense  needs  in  Europe,  Fansteel  has  entered  into  a  joint 

venture,  Interturbine  Fansteel  b.v.,  to  produce  these  components  for 

the  growing  markets  overseas. 

Precision  jet  engine  components  are  just  one  example  of  Fansteel's 
expanding  materials  technology. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


Streetwalker 


Oink,  oink 

Looking  for  a  barnyard  bargain?  Then 
$3  billion  (sales)  Swift  Independent 
Corp.,  the  fresh  meat  producer,  is  a 
squeal.  Forget  that  earnings  for  the 
October  fiscal  year  were  $2.32  a  share, 
vs.  $4.40  the  year  before.  Bill  Leach  of 
Donaldson,   Lufkin   &  Jenrette  says 


Pork  at  the  packers 

Will  Swift  get  high  on  the  hog? 

that's  because  the  price  of  hogs  was 
low  while  the  price  of  their  corn  feed 
was  high.  Now,  that  has  reversed — 
high  hog,  low  corn  prices.  Pork  produc- 
tion should  be  up,  keeping  plants  busy. 
Although  this  will  take  two  years  to 
show  up  fully  in  profits,  Leach  says 
this  is  the  time  to  buy  Swift,  at  the 
bottom  of  the  hog  cycle.  Swift  has  only 
5  million  Amex-listed  shares — recent 
price  24-Vk — and  35%  already  belong  to 
Beatrice.  (It  inherited  the  stock  when 
it  acquired  Esmark,  which  spun  off 
Swift  in  1 98 1 .)  So  the  leverage  is  terrif- 
ic. A  mere  0.5%  increase  in  pretax 
margins  would  equal  $2  a  share  in 
additional  net  earnings.  Leach  expects 
earnings  of  $3.50  a  share  this  October 
and  $5  the  following  year.  If  Swift  buys 
back  Beatrice's  block,  he  sees  as  much 
as  an  80%  gain  in  the  stock  price  over 
the  next  12  months.  But  even  without 
that — why  be  piggish? — Leach  is  look- 
ing for  a  50%  gain.— Thomas  Jaffe 

Opens  question 

Remember  when  closed-end  funds 
regularly  sold  at  20%  or  higher  dis- 
counts from  net  asset  values?  With  so 
many  having  been  made  open-ended 
to  remedy  this,  and  with  the  discount 
sharply  narrower  on  those  remaining 
closed,  finding  a  bargain  is  tough.  No 
wonder  Thomas  Herzfeld,  of  South 
Miami,  Fla.'s  Thomas  J.  Herzfeld  &. 


Co.,  likes  Growth  Fund  of  Florida  so 
much.  Recently  the  2  million  shares 
of  this  tiny  Jacksonville-based  closed- 
end  sold  o-t-c  at  4V4,  21%  less  than  its 
net  asset  value  of  $5.35.  Herzfeld  now 
controls  over  5%. 

The  fund  invests  at  least  80%  of  its 
$11  million  in  assets  in  Florida  com- 
panies. Its  holdings  range  from  elec- 
tronics manufacturer  Harris  Corp.  to 
Nafco  Financial  Group,  a  $1.1  billion 
(assets)  thrift  holding  company  in  Na- 
ples. There  also  are  many  small-cap- 
italization companies,  which  could 
explain  the  steep  discount.  These  are 
now  in  the  doghouse. 

Will  Herzfeld  press  for  open-ending 
Growth  Fund  and  go  for  a  quick  prof- 
it? He's  not  saying.  But  he  admits  he's 
going  to  be  "more  aggressive."  T. 
Boone  Pickens'  forays  in  the  oil  patch 
strike  him  as  something  of  a  model. 

Whatever  happens,  Henry  Black- 
stock,  fund  chairman  and  owner  of 
8%,  can't  lose.  If  Growth  Fund  goes 
open-end,  he'll  make  a  bundle  on  the 
elimination  of  the  discount.  If  not,  at 
least  Herzfeld's  filing  of  a  13-D  with 
the  SEC  on  getting  his  5%  may  put 
life  in  these  shares.  Either  way,  this  is 
one  to  watch. — Robert  McGough 

Pill  popping 

If  G.D.  Searle  goes,  who's  next  on  the 
auction  block?  you  may  wonder.  One 
often-mentioned  target:  $1.9  billion 
(sales)  Sterling  Drug  Inc.  Indeed,  for 
these  shares  to  be  as  high  as  their 
recent  28  lA,  takeover  talk  must  be  the 
reason.  That's  because  Sterling's  earn- 
ings growth  is  so  blah.  Joseph  Ric- 
cardo  of  Bear,  Stearns  expects  $2.50  a 
share  this  year,  modestly  better  than 
the  estimated  $2.35  in  1984  but  only 
22%  better  than  in  1980.  If  not  for  the 
rumors,  Riccardo  doesn't  think  the  61 
million  NYSE  shares  should  sell  for 
more  than  24. 

But  Riccardo's  advice  is  to  take  a 
flyer  anyway.  Last  summer,  he  notes, 


( >)!c  of  Sterling  Drug's  top  sellers 
The  label  says  "easy  to  swallow. 


there  was  heavy  buying  in  the  stock  at 
prices  in  the  mid-20s.  In  December  a 
2.3-million-share  block,  nearly  4%, 
sold  at  28 V* — buyer,  or  buyers,  un- 
known. Riccardo  expects  a  13-D  filing 
this  year.  If  there's  a  bid,  he  sees  it 
being  around  $40.  That  would  be  a 
$2.4  billion  deal,  40%  over  market. 

What's  Sterling's  attraction?  De- 
spite the  mediocrity  of  its  ethical  drug 
business,  any  company  wanting  to  se- 
riously compete  in  pharmaceuticals 
would  be  buying  an  established  sales 
and  distribution  network,  as  well  as 
production  capacity.  As  for  the  propri- 
etary division,  led  by  Bayer  aspirin, 
it's  a  cash  machine.  So  are  household 
products,  from  Lysol  disinfectants  to 
d-Con  insecticides.  This  business 
might  be  sold  to  help  pay  down  acqui- 
sition costs.  Specialty  chemicals  and 
environmental  control  businesses 
would  likely  go  as  well.  There's  also 
$380  million  in  the  till.  "The  risk- 
reward  ratio,"  says  Riccardo,  "looks 
good — 40%  upside,  only  20%  down- 
side. I'd  play  it."— T.J. 

Golden  opportunity 

Now  that  gold  has  lost  its  shine,  and 
with  a  rebound  nowhere  in  sight,  is 
there  any  way  left  to  profit  from  the 
meltdown?  One  suggestion  from 
Monty  Guild  of  Malibu,  Calif. 's  Guild 
Investment  Management  is  to  short 
the  9.6  million  shares  of  ASA  Ltd.,  an 
NYSE-traded  closed-end  investment 
fund  with  over  75%  of  its  assets  in  the 
stocks  of  South  African  gold  mining 
companies  like  Driefontein  Consoli- 
dated Ltd.  ASA's  recent  price:  46.  No 
matter  that  the  $480  million  (assets) 
fund  trades  at  an  8%  discount  to  its 
$50  net  asset  value  and  already  has 
dropped  from  a  price  of  around  70  last 
spring.  Guild  says  ASA  is  still  a  good 
short  because  that  $50  net  asset  value 
is  illusory.  Since  that  number  was 
computed  in  November,  the  price  of 
the  mining  shares  it  was  based  on  has 
declined  as  much  as  15%.  Guild  says 
a  more  accurate  figure  ought  to  be  in 
the  low  40s. 

Why  not  directly  short  the  mining 
stocks  instead?  Because  ASA  is  diver- 
sified, its  shares  are  slower  to  react  to 
changes  in  the  price  of  gold.  There- 
fore, says  Guild,  it  still  has  further  to 
fall.  In  fact,  the  stock  has  even  re- 
bounded a  bit  since  its  annual  low  last 
month.  How  low  can  it  go?  "When 
gold  hit  $300  in  1982,  ASA  hit  25," 
notes  Guild.  "Gold  is  at  $305,  but 
ASA  is  still  at  46."— Lisa  Gubernick 
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Becton  Dickinson  seems  prepared  for  to- 
day's tough  going  in  hospital  supply.  But 
the  real  war  is  just  beginning. 


Hostile  terrain 


By  Jack  Willoughby 


WITH  PRIVATE  INDUSTRY  and 
the  federal  government,  the 
chief  bill  payers,  rebelling 
against  rising  medical  costs  and  forc- 
ing hospitals  to  stretch  their  purchas- 
ing dollars,  business  is  poor  for  the 
$12  billion  hospital  and  laboratory 
supply  industry.  Why  then  is  the 
stock  of  Becton  Dickinson  and  Co., 
one  of  the  bigger  companies  in 
that  industry,  faring  so  well — re- 
cently selling  at  40%,  a  hefty  13 
times  earnings,  while  stocks  of 
most  medical  suppliers  languish? 

Because  the  country's  largest 
maker  of  hypodermic  syringes  is 
showing  healthy  profit  growth  at 
the  moment.  BD's  earnings  in  fis- 
cal 1984  (ended  Sept.  30)  re- 
bounded to  $63.4  million,  a  76% 
jump  from  1983  results,  which 
were  affected  by  writeoffs.  Ana- 
lysts expect  further  earnings 
gains,  on  the  order  of  30%,  to 
roughly  $85  million  or  $4  a  share 
this  year,  on  a  projected  sales  gain 
of  less  than  7%,  to  $1.2  billion. 

Credit  BD  Chairman  Wesley 
(Jack)  Howe  for  having  had  the  — 
good  sense  to  correct  a  mistake.  Last 
year  he  cut  costs  by  consolidating  some 
operations,  selling  others  and  cutting 
BD's  work  force  by  more  than  7%.  It 
was  a  case  of  the  sinner  repenting,  as 
BD  almost  alone  had  expanded  capac- 
ity in  the  early  1980s,  when  others 
discerned  the  market's  slowing 
growth.  It  cost  BD  $75  million  in  write- 
offs to  sell  such  ventures  as  hemodialy- 
sis and  computerized  diagnostic  ser- 
vices, but  it  also  prepared  the  company 
for  these  straitened  times. 

"The  main  thing  we're  counting  on 
in  a  period  of  low  growth  for  the  next 
couple  of  years  is  internal  productiv- 
ity improvements,"  says  Howe,  a  36- 


year  BD  veteran  who  has  run  the  Pa- 
ramus,  N.J.  company  since  1970. 

Such  efficiencies  enable  BD  to  com- 
pete on  price  and  to  protect  its  domi- 
nance in  syringes  for  hospitals,  where 
its  share  of  market  in  both  the  U.S. 
and  Europe  is  over  50% .  BD  also  has 
as  much  as  80%  of  the  more  profitable 
consumer  market  in  syringes  for  dia- 
betics, a  business  that  is  growing  with 
the  aging  of  the  population  and  more 


Becton  Dickinson 's  Wesley  (jack)  Howe 
Stripped/or  "low  growth." 


frequent  diagnosis. 

But,  as  the  saying  goes,  it's  hard  to 
save  your  way  to  prosperity.  Thus  BD, 
traditionally  less  profitable  than  such 
hospital  suppliers  as  Abbott  Laborato- 
ries, Baxter  Travenol  and  American 
Hospital  Supply,  must  come  up  with 
successful  new  products  as  the  medi- 
cal supply  business  changes. 

"The  question  now  is  how  much 
business  will  the  suppliers  be  able  to 
follow  out  of  the  hospital,"  says  Teri 
Louden,  a  Chicago  health  care  indus- 
try consultant.  She's  referring  to  the 
fact  that,  with  insurers  balking  at  bills 
for  overnight  hospital  stays,  more 
medical  treatment  will  be  dispensed 


in  physicians'  offices.  That  means  a 
new  growth  market  in  low-cost  blood 
and  urine  tests  as  well  as  scanning 
and  microsurgery  equipment. 

Here  BD  lags  the  competition,  espe- 
cially Abbott  Labs.  "Relative  to  oth- 
ers in  the  early  1980s,"  says  analyst 
Jeffrey  D.  Ashenberg  of  L.F.  Roth- 
schild, Unterberg,  Towbin,  "Becton 
Dickinson's  product  flow  was  light 
and  late." 

Why?  One  reason  was  that  manage- 
ment was  distracted  by  Sun  Co.'s  at- 
tempt, in  1978,  to  acquire  BD.  Howe 
and  his  fellow  executives,  all  of  whom 
had  been  with  the  company  for  most 
of  their  careers,  successfully  fought 
off  Sun.  But  winning  cost  them  pre- 
cious time. 

Also,  new  products  have  not  been 
BD's  strong  suit.  It  failed  to  respond, 
for  example,  when  the  electronic 
thermometer  was  introduced  a  decade 
ago.  BD  was  content  to  remain  mar- 
ket leader  in  the  clinical  thermom- 
eters it  has  made  since  its  beginnings 
in  1897.  But  the  electronic  thermom- 
eter quickly  became  a  mainstay  in 
hospitals,  and  it  may  soon  be  sold  to 
consumers.  Meanwhile,  the  clinical 
thermometer  market  has  stagnated. 
Now,  BD  must  catch  up  in  new 
Berger  products.  It  is  spending  5.1%  of 
sales  on  R&D,  but  that  is  not  as 
much  as  Abbott  and  several  oth- 
ers in  the  field  spend.  So  Howe, 
who  has  a  master's  degree  in  engi- 
neering from  New  Jersey's  Ste- 
vens Institute  of  Technology,  is 
scrambling  to  close  the  research 
gap.  He  laid  out  $16.9  million  in 
October  for  a  12%  stake  in  Ap- 
plied Biosystems,  Inc.,  which 
makes  equipment  for  synthesiz- 
ing protein  and  DNA. 

With  an  eye  to  preserving  re- 
ported earnings  growth,  Howe 
also  turned,  in  1983,  to  off-bal- 
ance-sheet financing,  raising 
$43.7  million  through  a  research 
and     development     partnership 

covering  six  risky  projects.  They 

include:  an  automated  urine  screen- 
ing system  (BD  is  already  the  leading 
maker  of  conventional  laboratory 
tests);  a  viral  test;  and  an  automated 
fluorescent  immunoassay  diagnostic 
system. 

What  are  the  prospects?  Too  soon  to 
tell.  "These  things  have  long 
payoffs,"  says  the  63-year-old  Howe, 
"and  they  are  reasonably  high  risk.  So 
it  will  take  a  little  while  for  that  game 
to  play  out." 

But  say  this,  some  of  them  had  bet- 
ter be  big  winners  for  BD,  or  the  pre- 
mium the  stock  market  is  now  giving 
it  over  other  hospital  suppliers  will  be 
short-lived.  ■ 
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Did  you  think  the  income-oriented  funds  were  boring?  Well,  in 
the  last  half  of  1984  they  were  boring  all  the  way  to  the  bank. 


Making  money 
the  slow  way 


T 


he  SECOND  HALF  OF  1984  left 
most  fund  managers  and  in- 


By  Laura  R.  Walbert 


vestors  with  little  to  cheer  about.  While  Standard  & 
Poor's  500  was  up  11.7%  and  the  broader  Wilshire  5000 
earned  10.6%  for  the  period  (both  including  reinvested 
dividends),  the  typical  mutual  fund  did  worse.  For  the  317 
funds  listed  here — representing  the  open-end  stock  and 
balanced  funds  rated  in  Forbes'  annual  survey — the  aver- 
age gain  was  7.8%,  and  only  123  beat  the  Wilshire  5000. 

The  best  performers  were  the  income-oriented  funds. 
Vanguard  Qualified  Dividend  Portfolio  I  topped  the  charts 
for  the  six  months  with  a  29.6%  return,  and  Franklin 
Custodian  Utilities  Series  was  second  with  25.2%  (see  box 
opposite).  Notably  absent  among  the  leaders  were  pure 
capital  appreciation  and  growth  funds. 

The  equity  market  was  tougher  and  more  lackluster 
than  the  S&P's  500's  11.7%  gain  might  convey,  and  it  was 
easy  to  miss  out.  Profits  came  in  a  quick  now-you-see-it- 


now-you-don't  rally  during  the  dog 

days   of   early  August,   when   fund 

managers  are  more  likely  to  be  combing  the  beach  for 
shells  than  sifting  through  research  reports  for  stock  picks. 
Says  John  Neff,  manager  of  Windsor  Fund,  a  Forbes  honor 
roll  member  (see  Annual  Mutual  Fund  Survey,  Aug.  27, 
1984),  "Those  three  days  were  the  whole  thrill,  and  it  kind 
of  pooped  out  from  there." 

Likewise,  it  was  a  lean  year  for  equity  fund  salesmen. 
Net  sales  of  equity  funds  totaled  $8.1  billion,  down  from 
1983's  record  $13.2  billion.  Only  $2.7  billion  of  equity 
funds  were  sold  after  June.  But  investors  rushed  to  bond 
and  income  funds,  pushing  net  sales  of  all  funds  excluding 
money  market  and  other  short-term  funds  to  a  record 
$26.1  billion  for  the  year,  ahead  of  1983's  $25.6  billion. 

Still,  investors  who  stuck  with  steady  winners  from  the 
past  could  have  chalked  up  some  impressive  returns. 
Windsor  Fund,  with  an  average  annual  return  of  23.5% 
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over  the  last  10  years,  jumped 
22.4%  during  the  last  half  of 
1984.  Neff,  who  has  run  the 
fund  for  20  years,  attributes 
his  success  to  shunning  glam- 
our issues.  He  says,  "We  didn't 
do  too  much  in  that  six-month 
period,  which  maybe  says  a 
lot."  Some  of  Neff's  best 
stocks  included  the  regional 
Bell  operating  companies,  re- 
gional banks  and  even  oils. 
Two  Windsor  holdings,  Exxon 
and  Royal  Dutch/Shell,  rose 
20.4%  and  9.7%,  respectively, 
during  1984. 

A  fund,  of  course,  can't  be 
judged  solely  on  six  months. 
And  not  all  Forbes  honor  roll 
members  did  particularly  well 
during  1984's  last  half.  The 
market  was  rough  on  small 
stocks,  and  Over-The-Counter 
Securities  Fund  gained  only 
4.8%.  American  Capital's 
Comstock  and  Venture  funds,  both  capital  appreciation 
funds,  earned  only  3.9%  and  3.5%,  respectively. 

At  The  Guardian  Park  Ave.  Fund,  an  honor  roll  member 
with  a  14.8%  return  for  the  period,  manager  Charles 
Albers  got  his  biggest  kick  from  stocks  such  as  Gibson 
Greeting  Cards,  General  Dynamics  Corp.,  Rite-Aid  Corp. 
and  Mayflower  Corp. 

Out  in  Milwaukee,  Albert  Nicholas,  manager  of  Nicho- 
las Fund,  produced  a  13.7%   return  from  July  through 


Half  gainers 

Income-oriented  funds  have  had  bigger  gains  of 
late  than  growth  funds.  Here  are  the  best  ten 
performers  for  the  last  half  of  1984  among  Forbes- 
rated,  open-end  funds. 

Fund 

Six- 
month 
return 

Vanguard  Qualified  Div  Port  I 

29.6% 

Franklin  Custodian  Utilities  Series 

25.2 

Energy  &  Utility  Shares 

24.0 

Century  Shares  Trust 

23.6 

Windsor  Fund 

22.4 

Franklin  Custodian  Income  Series 

21.1 

Wellesley  Income  Fund 

19.2 

IDS  Mutual 

18.6 

United  Continental  Income  Fund 

18.5 

Eaton  Vance  High  Yield 

17.9 

Source  CDA  Investment  Technologies 

December.  Unlike  many  man- 
agers, Nicholas  did  not  take 
refuge  in  high-yield  securities. 
"We  buy  small  to  medium- 
size  companies  with  low  P/Es, 
and  we  didn't  get  into  higher- 
yielding  stocks  and  bonds,"  he 
says.  Two  of  Nicholas'  biggest 
gainers  were  life  insurance 
companies,  Northwestern  Na- 
tional Life  Insurance  Co.  and 
Protective  Corp. 

Meanwhile,  George  Vander- 
heiden  produced  Fidelity  Des- 
tiny Fund's  14%  second-half 
return  by  putting  30%  of  the 
fund  into  money-center  banks, 
utilities  and  bonds.  "My  fund 
probably  looked  more  like  an 
income  fund  than  it  normally 
does,"  he  admits. 

Vanderheiden's  colleague 
Peter  Lynch,  manager  of  Fidel- 
ity Magellan  Fund,  had  a  simi- 
lar strategy.  "In  the  first  half  of 
1984,  we  had  a  higher  than  normal  concentration  of  cycli- 
cals, and  it  hurt.  About  midyear  we  cut  that  back  and  put 
the  money  into  utilities,  bonds,  and  the  like,"  he  says. 
That  gave  Lynch  a  13.4%  second-half  gain. 

These  days  Lynch  is  buying  small  nontechnology  issues 
that  were  beaten  down  in  the  past  18  months.  Lynch  is 
calling  for  the  market  doldrums  to  end  soon.  He  says,  "I 
think  we  have  a  major  rally  ahead  of  us  sometime  in 
1985."  Wouldn't  that  be  nice?  ■ 


Six-month  peformance  update 


This  table  covers  open-end  stock  funds  and  balanced 
funds  whose  performance  histories  go  back  far  enough  to 


have  been  rated  in  the  annual  Forbes  survey  of  last 
August.  Closed-end  funds  are  not  included. 


Fund 

Return* Assets 

6  mos        10  yrs       9/30/84 
(annualized)  (mil) 

•  ABT  Growth  &  Income  Trust 

9.3% 

10.9% 

$   133 

Acorn  Fund 

12.1 

23.6 

203 

ADV  Fund 

10.1 

NA 

33 

•  Affiliated  Fund 

15.8 

17.2 

2,042 

Afuture  Fund 

-0.1 

18.3 

28 

•  Alpha  Fund 

2.5 

15.9 

21 

•  AMCAPFund 

8.4 

24.4 

1,014 

•  American  Balanced  Fund 

14.2 

13.5 

120 

•  American  Capital  Comstock  Fund 

3.9 

26.1 

629 

•  American  Capital  Enterprise  Fund 

5.9 

18.2 

579 

•  American  Capital  Harbor  Fund 

6.5 

17.1 

173 

•  American  Capital  Pace  Fund 

8.0 

27.9 

1,225 

•  American  Capital  Venture  Fund 

3.5 

29.0 

403 

•  American  Growth  Fund 

0.5 

19.0 

60 

American  Investors  Fund 

-5.9 

9.2 

90 

Fund 

Return" Assets 

6  mos         10  yrs       9/30/84 
(annualized)  (mil) 

•  American  Leaders  Fund 

15.9% 

NA 

$     51 

•  American  Mutual  Fund 

13.1 

19.3% 

1,033 

•  American  National  Growth  Fund 

3.6 

19.4 

88 

•  American  National  Income  Fund 

3.6 

NA 

45 

Armstrong  Associates 

2.9 

NA 

10 

•  Axe-Houghton  Fund  B 

15.6 

12.8 

140 

•  Axe-Houghton  Stock  Fund 

6.7 

11.7 

104 

Babson  Growth  Fund 

9.6 

10.2 

214 

Beacon  Hill  Mutual  Fund 

10.7 

11.4 

2 

•  BLC  Growth  Fund 

5.3 

15.4 

17 

•  BLC  Income  Fund 

11.9 

18.1 

25 

Boston  Co  Capital  Apprec  Fund 

14.4 

13.5 

248 

•  Boston  Foundation  Fund 

15.3 

14.6 

29 

Boston  Mutual  Fund 

10.4 

NA 

5 

Bull  &  Bear  Capital  Growth  Fund 

6.3 

18.2 

72 

Total  return,  including  reinvested  dividends,  through  12/31/84.    •  load.     NA:  Not  available. 


Source:  CDA  Investment  Tecfmologies 
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Fund 

Return* Assets 

6  mos         10  yrs       9/30/84 
(annualized)   (mil) 

Bull  &  Beat  Equity-Income  Fund 

11.8% 

14.7% 

$     5 

•  Bullock  Fund 

9.9 

14.6 

138 

•  Canadian  Fund 

10.9 

9.9 

23 

•  The  Catdinal  Fund 

8.1 

NA 

21 

Century  Shares  Trust 

23.6 

15.0 

73 

Charter  Fund 

7.1 

20.7 

74 

•  Chemical  Fund 

4.4 

10.3 

938 

•  CIGNA  Growth  Fund 

7.3 

14.4 

184 

•  CIGNA  Income  Fund 

12.0 

10.1 

195 

•  The  Colonial  Fund 

12.4 

12.5 

89 

•  Colonial  Growth  Shares 

8.5 

13.1 

65 

•  Colonial  Option  Income  Trust 

9.3 

NA 

1,481 

Columbia  Growth  Fund 

10.1 

20.3 

165 

•  Commerce  Income  Shares 

15.0 

12.7 

50 

•  Commonwealth  Fund  Plans  A&B 

11.1 

13.9 

9 

•  Commonwealth  Fund  Plan  C 

10.4 

12  6 

35 

Composite  Bond  &  Stock  Fund 

12.4 

13.1 

25 

Composite  Fund 

0.5 

12.5 

38 

The  Constellation  Growth  Fund 

4.2 

20.1 

125 

•  Corp  Leaders  Tr  Fund  Cert  Ser  B 

7.2 

NA 

49 

•  Country  Capital  Growth  Fund 

12.0 

12.2 

56 

de  Vegh  Mutual  Fund 

6.4 

11.9 

52 

•  Decatur  Income  Fund 

12.7 

18.1 

640 

•  Delaware  Fund 

15.6 

18.1 

297 

•  Delta  Trend  Fund 

0.4 

18.3 

80 

•  Dividend  Shares 

12.3 

13.7 

270 

Dodge  &  Cox  Balanced  Fund 

11.1 

13.2 

19 

Dodge  &  Cox  Stock  Fund 

10.7 

16.2 

27 

•  The  Drexel  Burnham  Fund 

10.4 

14.6 

72 

•  The  Dreyfus  Fund 

11.7 

16.4 

1,862 

Dreyfus  Growth  Opportunity  Fund 

-1.8 

18.6 

417 

•  The  Dreyfus  Leverage  Fund 

14.8 

174 

398 

The  Dreyfus  Special  Income  Fund 

10.0 

12.3 

92 

The  Dreyfus  Third  Century  Fund 

11.5 

19.8 

133 

•  Eagle  Growth  Shares 

7.3 

NA 

5 

•  Eaton  &  Howard  Balanced  Fund 

13.0 

11.0 

57 

•  Eaton  &  Howard  Stock  Fund 

148 

11.7 

67 

•  Eaton  Vance  Growth  Fund 

10.9 

15.8 

65 

•  Eaton  Vance  High  Yield 

17.9 

10.4 

22 

•  Eat              p  Income  Fund  of  Boston 

17.4 

NA 

36 

•  Eaton  Vance  Investors  Fund 

14.4 

15.1 

147 

•  Eaton  Vance  Special  Equities 

6.8 

17.9 

47 

Energy  &.  Utility  Shares 

24.0 

NA 

9 

Energy  Fund 

6.1 

16.7 

338 

The  Evergreen  Fund 

9.1 

30.3 

239 

Explorer  Fur.s! 

-4.8 

20.4 

276 

•  Fairfield 

2.1 

15.5 

50 

Farm  Bureau  Growth  Fund 

6.2 

NA 

44 

Fund 

Return  * Assets 

6  mos         10  yrs       9/30/84 
(annualized)  (mil) 

Fidelity  Contrafund 

9.5% 

14.9% 

$     81 

•  Fidelity  Destiny  Fund 

14.0 

26.4 

597 

•  Fidelity  Equity-Income  Fund 

16.8 

24.4 

1,064 

Fidelity  Fund 

12.4 

15.9 

615 

•  Fidelity  Magellan  Fund 

13.4 

34.1 

1,892 

Fidelity  Puritan  Fund 

15.8 

17.4 

841 

Fidelity  Trend  Fund 

9.5 

13.9 

625 

Financial  Dynamics  Fund 

0.7 

17.0 

73 

Financial  Industrial  Fund 

12.1 

17.2 

329 

Financial  Industrial  Income  Fund 

15.1 

18.4 

203 

•  First  Investors  Discovery  Fund 

-16.8 

16.1 

44 

•  First  Investors  Fund  for  Growth 

-11.1 

12.2 

79 

•  First  Investors  Natural  Resources  Fund 

-31.7 

2.7 

11 

•  First  Investors  Option  Fund 

0.8 

NA 

134 

The  44  Wall  Street  Fund 

-30.8 

19.2 

107 

Founders  Growth  Fund 

5.5 

14.4 

43 

Founders  Income  Fund 

11.1 

14.5 

7 

Founders  Mutual  Fund 

11.1 

12.3 

138 

Founders  Special  Fund 

4.1 

14.3 

119 

•  FPA  Capital  Fund 

7.0 

9.6 

38 

•  FPA  Paramount  Fund 

13.5 

21.2 

119 

•  Franklin  Custodian  Dynatech  Series 

0.5 

18.3 

47 

•  Franklin  Custodian  Growth  Series 

10.4 

12.1 

20 

•  Franklin  Custodian  Income  Series 

21.1 

17.6 

74 

•  Franklin  Custodian  Utilities  Series 

25.2 

16.7 

29 

•  Franklin  Equity 

12.1 

14.0 

66 

•  Franklin  Gold  Fund 

-26.2 

12.6 

130 

•  Franklin  Option  Fund 

6.2 

16.1 

7 

•  Fund  of  America 

3.7 

17.5 

148 

•  Fund  of  the  Southwest 

3.1 

NA 

8 

•  Fundamental  Investors 

16.5 

15.2 

378 

Gateway  Option  Income  Fund 

8.4 

NA 

24 

General  Securities 

9.3 

17.6 

12 

•  The  Greenway  Fund 

-5.3 

NA 

4 

•  Growth  Fund  of  America 

5.5 

22.3 

484 

Growth  Industry  Shares 

2.8 

17.1 

62 

GT  Pacific  Fund 

8.4 

NA 

42 

Guardian  Mutual  Fund 

15.6 

19.9 

353 

•  The  Guardian  Park  Ave  Fund 

14.8 

NA 

57 

•  Hamilton  Funds 

8.8 

11.3 

196 

•  John  Hancock  Growth  Fund 

6.4 

13.2 

54 

Hartwell  Growth  Fund 

-5.1 

19.8 

11 

Hartwell  Leverage  Fund 

-4.6 

19.5 

40 

•  IDS  Growth  Fund 

-4.5 

20.4 

631 

•  IDS  Mutual 

18.6 

13.3 

1,044 

•  IDS  New  Dimensions  Fund 

3.8 

18.0 

352 

•  IDS  Progressive  Fund 

1.6 

16.1 

161 

•  IDS  Stock  Fund 

10.0 

13.4 

1,360 

"Total  return,  inc 


ested  dividends,  through  12/31/84.    •  load.     NA:  Not  available. 


Source  CD  A  Investment  Technologies 
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A  FEW  GOOD  REASONS  TO  BUY  ATHENA, 
THE  NEW  PERSONAL  COMPUTER  FROM  CANON. 


Athena  runs  all 
popular  IBM  PC  compatible  software. 

If  you're  in  the  market  for  a  smart,  fast, 
modestly  priced  computer  that's  compatible  with 
the  IBM  PC,  look  no  further.  Canon  has  just 
created  the  ideal  one-the  new  Athena.™ 

Named  for  the  legendary  goddess  of 
knowledge,  we  believe  Canon's  Athena  is  going  to 
create  a  legend  of  its  own.  For  one  thing,  it  can  run 
hundreds  of  programs  designed  for  the  IBM  PC. 
No  modification  is  required.  (Even  the  layout  of  the 
keyboard  is  compatible  with  the  IBM  PC.) 

And  with  its  8086  16-bit  microprocessor, 
memory  board  and  display  adapter,  Athena  can 
run  the  programs  even  faster  than  IBM's  PC. 

Athena  can  expand  as  you  expand. 

Athena  offers  you  five  expansion  slots.  A 
printer  interface,  asynchronous  communication 
port  and  mini  floppy  disk  controller  are  built  in.  So 
only  one  slot  is  taken  up,  with  a  display  adapter. 
That  leaves  four  expansion  slots  to  use  for  optional 
hardware.  And  with  Canon's  memory  expansion 
board,  you  can  increase  the  standard  256K  bytes 
to  an  enormous  5I2K  bytes. 

You  also  have  the  choice  of  either  a 
monochrome  or  color  graphic  display  unit;  each 
with  pedestals  for  easy  adjustment.  And,  when 
you're  ready,  Canon  offers  a  full  line  of  high-quality 
printers  designed  to  meet  any  need. 

Athena  comes  with  Canon  quality 
as  a  standard  feature. 

Perhaps  the  best  feature  Athena  has  to  offer 
can  be  summed  up  in  a  single  word— Canon.  Our 
worldwide  reputation  for  quality  and  dependability 
has  been  earned  in  everything  from  sophisticated 
cameras  to  hard-working  office  machines. 

So  you  know  you're  not  only  getting  a  great 
computer,  you're  getting  a  great  company  to  stand 
behind  it.  How  much  does  all  of  this  cost?  A  lot  less 
than  youd  expect.  For  more  information  about 
Athena,  see  your  local  computer  dealer  or  call 
1-800-323-1717,  x325.  (In  Illinois,  1-800-942-8881, 
x325).  Dealer  inquiries  welcome. 

©1984  Canon  U.S.A.  Inc. 


Canon* 


Canon  USA,  Inc.,  One  Canon  Plaza,  Lake  Success,  NY.  11042. 
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Fund 

Return* Assets 

6  mos         10  yrs       9/30/84 
(annualized)  (mil) 

•  IDS  Variable  Payment  Fund 

5.7% 

12.9% 

$330 

•  Income  Fund  of  America 

17.5 

16.5 

289 

•  International  Investors 

-24.0 

14.0 

867 

•  The  Investment  Co  of  America 

13.0 

17.3 

2,361 

•  Investment  Trust  of  Boston 

9.6 

12.3 

55 

•  Investors  Research  Fund 

4.4 

17.5 

40 

•  ISI  Growth  Fund 

5.9 

11.1 

14 

•  ISI  Income  Fund 

15.8 

9.8 

7 

•  ISI  Trust  Fund 

7.8 

8.3 

106 

Istel  Fund 

3.6 

10.7 

97 

Ivest  Fund 

4.7 

15.2 

178 

Ivy  Growth  Fund 

14.1 

18.0 

62 

Janus  Fund 

6.2 

19.4 

318 

•  IP  Growth  Fund 

11.4 

16.8 

18 

•  Kemper  Growth  Fund 

2.6 

19.5 

236 

•  Kemper  Option  Income  Fund 

6.7 

NA 

326 

•  Kemper  Summit  Fund 

3.1 

23.4 

193 

•  Kemper  Total  Return  Fund 

8.8 

18.9 

272 

Keystone  Custodian  Funds  K-l 

8.8 

13.2 

67 

Keystone  Custodian  Funds  K-2 

6.3 

11.9 

180 

Keystone  Custodian  Funds  S-l 

.i.3, 

8.7 

69 

Keystone  Custodian  Funds  S-3 

4.9 

16.4 

180 

Keystone  Custodian  Funds  S-4 

-0.1 

17.9 

566 

Keystone  International  Fund 

2.6 

10.6 

28 

Keystone  Precious  Metals 

-28.4 

NA 

51 

Lehman  Capital  Fund 

4.0 

NA 

103 

Lehman  Investors  Fund 

8.2 

15.1 

354 

Lexington  Growth  Fund 

9.5 

17.6 

26 

Lexington  Research  Fund 

10.3 

15.6 

103 

Lindner  Fund 

9.5 

NA 

349 

Loomis-Sayles  Capital  Development 

6.7 

20.5 

129 

Loomis-Sayles  Mutual  Fund 

15.8 

12.2 

87 

•  Lord  Abbett  Develop  Growth 

-3.0 

NA 

324 

•  Lord  Abbett  Income  Fund 

14.5 

13.7 

50 

•  Magna  Income  Trust 

15.1 

12.8 

9 

•  MagnaCap  Fund 

15.7 

16.5 

12 

Msirs  &  Power  Growth  Fund 

8.2 

NA 

18 

Manhattan  Fund 

12.7 

14.4 

77 

Horace  Mann  Growth  Fund 

8.3 

12.8 

67 

•  Mass  Capital  Development  Fund 

3.9 

22.8 

646 

•  Mass  Financial  Development  Fund 

9.0 

17.0 

194 

•  Mass  Income  Development  Fund 

14.1 

14.5 

194 

•  Mass  Investors  Gtowth  Stock  Fund 

6.3 

13.1 

855 

•  Mass  Investors  ;-us; 

11.3 

13.5 

1,060 

Matheis  Fund 

9.2 

22.1 

194 

•  Mcaill  Lynch  :                    Fund 

12.8 

NA 

288 

•  Merrill  Lyncl                   nd 

16.0 

NA 

282 

•  Merrill  Lv 

13.8 

NA 

14 

Fund 

Return* Assets 

6  mos        10  yrs       9/30/84 
(annualized)  (mil) 

•  Merrill  Lynch  Pacific  Fund 

11.9% 

NA 

$100 

•   Mid  America  High  Growth  Fund 

4.3 

NA 

13 

•  MidAmerica  Mutual  Fund 

14.8 

15.5% 

29 

WL  Morgan  Growth  Fund 

6.4 

17.9 

443 

•  Mutual  Benefit  Fund 

8.8 

NA 

10 

•  Mutual  of  Omaha  Growth  Fund 

5.1 

8.9 

19 

•  Mutual  of  Omaha  Income  Fund 

12.9 

11.3 

49 

Mutual  Shares 

8.3 

24.8 

437 

Naess  &  Thomas  Special  Fund 

-8.1 

NA 

37 

•  National  Aviation  &  Technology 

11.0 

NA 

79 

•  National  Growth  Fund 

2.5 

10.2 

72 

•  National  Income  Fund 

12.6 

17.1 

56 

National  Industries  Fund 

10.9 

12.9 

29 

•  National  Stock  Fund 

13.9 

15.9 

215 

•  National  Total  Return  Fund 

12.7 

18.6 

142 

•  Nationwide  Fund 

10.7 

12.3 

237 

•  Nationwide  Growth  Fund 

10.9 

17.6 

62 

•  Nation-Wide  Securities 

17.1 

13.0 

35 

•  NEL  Equity  Fund 

13.6 

15.8 

18 

•  NEL  Growth  Fund 

7.1 

20.9 

177 

•  NEL  Retirement  Equity  Fund 

9.0 

15.1 

65 

Neuwirth  Fund 

8.5 

13.0 

20 

•  New  Perspective  Fund 

7.7 

17.7 

610 

•  New  York  Venture  Fund 

12.2 

19.5 

97 

Newton  Growth  Fund 

1.8 

14.8 

33 

Newton  Income  Fund 

9.8 

10.2 

7 

Nicholas  Fund 

13.7 

25.5 

200 

Nicholas  Income  Fund 

14.0 

9.9 

16 

North  Star  Stock  Fund 

12.7 

NA 

51 

•  Old  Dominion  Investors'  Trust 

8.6 

NA 

4 

Omega  Fund 

13.5 

13.6 

24 

The  One  Hundred  Fund 

-4.6 

9.6 

10 

•  Oppenheimer  AIM  Fund 

-8.7 

15.6 

247 

•  Oppenheimer  Equity  Income  Fund 

13.2 

20.6 

78 

•  Oppenheimer  Fund 

5.0 

10.9 

251 

•  Oppenheimer  Premium  Income  Fund 

2.6 

NA 

133 

•  Oppenheimer  Special  Fund 

6.3 

NA 

740 

•  Oppenheimer  Time  Fund 

4.9 

23.6 

193 

•  Over-The-Counter  Securities  Fund 

4.8 

23.4 

84 

Partners  Fund 

13.0 

20.3 

161 

Penn  Square  Mutual  Fund 

8.8 

16.8 

172 

Pennsylvania  Mutual  Fund 

8.0 

31.6 

203 

•  Philadelphia  Fund 

5.2 

17.0 

105 

•  Phoenix  Convertible  Fund  Series 

9.3 

NA 

62 

•  Pilgrim  Fund 

12.0 

17.4 

36 

•  Pilot  Fund 

5.5 

14.6 

65 

Pine  Street  Fund 

14.0 

14.0 

43 

•  Pioneer  Fund 

10.3 

17.5 

1,329 

•Total  return,  including  reinvested  dividends,  through  12/31/84.    •  load.     NA:  Not  available 


Source:  CD  A  Investment  Technologies. 


116 


FORBES,  JANUARY  28,  1985 


The  Funds 

Fund 

Return" Assets 

6  mos         10  yrs       9/30/84 
(annualized)  (mil) 

Fund 

Return" Assets 

6  mos         10  yrs       9/30/84 
(annualized)   (mil) 

•  Pioneer  II 

9.0% 

25.6% 

$1,374 

•  Sigma  Venture  Shares 

3.0% 

26.2% 

$57 

Plitrend  Fund 

9.0 

21.6 

61 

Smith,  Barney  Equity  Fund 

5.3 

14.8 

58 

T  Rowe  Price  Growth  Stock  Fund 

10.9 

10.0 

960 

•  Smith,  Barney  Income  &  Growth 

13.6 

19.0 

10 

T  Rowe  Price  New  Era  Fund 

8.1 

15.9 

480 

•  SoGen  International  Fund 

5.2 

16.9 

42 

T  Rowe  Price  New  Horizons  Fund 

0.6 

18.8 

1,374 

Southwestern  Investors  Income 

13.5 

10.6 

9 

PRO  Fund 

11.8 

12.2 

30 

•  Sovereign  Investors 

14.8 

16.3 

15 

•  Provident  Fund  for  Income 

7.5 

15.6 

104 

•  State  Bond  Common  Stock  Fund 

8.9 

10.5 

29 

•  Putnam  Convertible  Fund 

11.1 

NA 

52 

•  State  Bond  Diversified  Fund 

11.4 

13.5 

10 

•  The  George  Putnam  Fund  Boston 

13.2 

13.3 

274 

•  State  Bond  Progress  Fund 

0.6 

12.7 

7 

•  The  Putnam  Growth  Fund 

11.6 

16.4 

770 

•  State  Street  Investment  Corp 

7.2 

15.3 

459 

•  The  Putnam  Income  Fund 

17.7 

10.8 

146 

Steadman  American  Industry  Fund 

-9.5 

4.2 

9 

•  Putnam  International  Equities 

6.1 

15.7 

47 

Steadman  Investment  Fund 

3.2 

6.7 

10 

•  Putnam  Investors  Fund 

9.9 

14.2 

1,007 

Steadman  Oceanographic  Fund 

-2.5 

5.4 

7 

•  Putnam  Option  Income  Trust 

11.1 

NA 

620 

Stein  Roe  &  Farnham  Cap  Opportunity 

-4.2 

18.5 

233 

•  Putnam  Vista  Fund 

10.9 

18.6 

153 

Stein  Roe  &  Farnham  Stock  Fund 

6.4 

13.4 

222 

•  Putnam  Voyager  Fund 

8.6 

19.4 

221 

SteinRoe  Total  Return  Fund 

12.5 

11.0 

92 

Quasar  Associates 

4.4 

NA 

49 

Stratton  Growth  Fund 

7.1 

17.0 

13 

SAFECO  Equity  Fund 

10.9 

17.5 

32 

•  Surveyor  Fund 

0.9 

13.3 

89 

SAFECO  Growth  Fund 

7.6 

23.7 

64 

•  Technology  Fund 

6.0 

17.0 

621 

SAFECO  Income  Fund 

13.3 

NA 

20 

•  Templeton  Growth  Fund 

8.5 

21.5 

951 

•  St  Paul  Capital  Fund 

7.9 

17.4 

66 

•  Templeton  World  Fund 

10.2 

NA 

1,270 

•  St  Paul  Growth  Fund 

3.3 

21.9 

84 

Tudor  Fund 

6.9 

21.6 

90 

Scudder  Capital  Growth  Fund 

6.7 

NA 

236 

Transatlantic  Fund 

-0.8 

NA 

30 

Scudder  Development  Fund 

0.1 

24.7 

221 

20th  Century  Growth  Investors 

6.1 

29.4 

678 

Scudder  Growth  &  Income 

10.2 

14.3 

232 

20th  Century  Select  Investors 

8.7 

29.2 

838 

Scudder  Income  Fund 

16.0 

10.4 

113 

Unified  Mutual  Shares 

14.8 

14.2 

9 

Scudder  International  Fund 

1.8 

12.2 

172 

•  United  Accumulative  Fund 

13.0 

16.2 

490 

•  Security  Equity  Fund 

10.2 

17.1 

228 

•  United  Continental  Income  Fund 

18.5 

15.3 

50 

•  Security  Investment  Fund 

1.7 

15.8 

107 

•  United  Income  Fund 

15.7 

14.3 

514 

•  Security  Ultra  Fund 

7.0 

24.5 

100 

•  United  International  Growth  Fund 

5.2 

15.7 

100 

Selected  American  Shares 

13.0 

13.7 

82 

•  United  Science  &  Energy  Fund 

3.2 

13.5 

161 

Selected  Special  Shares 

5.6 

10.4 

Si 

United  Services  Gold  Shares 

-32.0 

9.5 

409 

•  Seligman  Capital  Fund 

5.0 

22.7 

155 

•  United  Vanguard  Fund 

5.1 

21.9 

347 

•  Seligman  Common  Stock  Fund 

14.9 

16.7 

399 

The  Value  Line  Fund 

4.1 

19.2 

174 

•  Seligman  Growth  Fund 

6.6 

13.2 

596 

The  Value  Line  Income  Fund 

14.0 

19.1 

117 

•  Seligman  Income  Fund 

17.7 

14.3 

77 

Value  Line  Leveraged  Growth  Investors 

9.2 

27.0 

196 

•  Sentinel  Balanced  Fund 

17.5 

13.5 

14 

The  Value  Line  Special  Situations 

-5.3 

21.9 

287 

•  Sentinel  Common  Stock  Fund 

15.1 

16.8 

337 

•  Vance,  Sanders  Special  Fund 

-1.2 

21.0 

122 

•  Sentinel  Growth  Fund 

10.0 

14.6 

38 

Vanguard  Index  Trust 

11.5 

NA 

264 

•  Sentry  Fund 

11.7 

14.5 

30 

Vanguard  Qualified  Div  Port  I 

29.6 

NA 

77 

Sequoia  Fund 

12.6 

28.6 

417 

Variable  Stock  Fund 

8.0 

NA 

7 

•  The  Shearson  Appreciation  Fund 

9.6 

17.9 

115 

•  The  Wall  Street  Fund 

7.9 

11.1 

6 

Sherman,  Dean  Fund 

-24.6 

9.4 

4 

•  Washington  Mutual  Investors  Fund 

15.0 

18.5 

582 

Sierra  Growth  Fund 

-6.8 

NA 

6 

Weingarten  Equity  Fund 

6.7 

23.2 

132 

•  Sigma  Capital  Shares 

10.3 

22.1 

41 

Wellesley  Income  Fund 

19.2 

13.2 

108 

•  Sigma  Investment  Shares 

13.9 

16.0 

56 

Wellington  Fund 

15.7 

14.3 

608 

•  Sigma  Special  Fund 

5.2 

17.2 

16 

Windsor  Fund 

22.4 

23.5 

2,288 

•  Sigma  Trust  Shares 

14.9 

14.0 

26 

•Total  return,  including  reinvested  dividends,  through  12/31/84. 


iad.    NA:  Not  available. 


Source:  CDA  Investment  Technologies 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


$300,000,000 

Middle  South  Energy,  Inc. 


First  Mortgage  Bonds,  16%  Series  due  2000 

(Interest  payable  June  15  and  December  15) 


Price  100% 

plus  accrued  interest  from  December  15.  1984 


Copies  of  the  Prospectus  are  obtainable  in  any  State  from  the  undersigned 
and  such  other  dealers  as  may  lawfully  offer  these  securities  in  such  State. 


INCORPORATED 


Drexel  Burnham  Lambert 

TED 

The  First  Boston  Corporation 

Merrill  Lynch  Capital  Markets 

Morgan  Stanley  &  Co. 


INCORPORATED 


December  21,  1984 


By  Ben  Weberman 


Capital  Markets 


If  you  think  the  dollar  has  moved  too 
high  too  fast,  here's  a  way  to  profit  from  a 
downturn.  But  its  a  bit  tricky. 

HEDGING 
THE  DOLLAR 


er.  On  the  same  date;  comparable 
maturity  U.S.  Treasurys  were  trad- 
ing to  yield  about  11.3%. 

But  despite  the  weakness  of  the 
ECU's  underlying  currencies, 
strong  demand  for  a  dollar  hedge  has 
held  up  the  value.  In  fact,  the  EEC 
bonds  so  far  have  done  better  than 
the  Treasurys. 

Analyzing  these  foreign-denomi- 
nated issues,  however,  is  a  compli- 
cated business.  Obviously,  they 
fluctuate  not  only  on  interest  rates 
but  on  exchange  rates.  They  are  also 
affected  by  perceptions  of  the  credit 
quality  of  the  issuer. 

If  interest  rates  alone  were  in- 
volved, measuring  potential  change 
would  be  simple.  The  EEC's  ECU 
bond  has  a  12-year  final  maturity 
with  a  mandatory  sinking  fund  that 
calls  10%  of  the  original  principal 
amount  every  year  starting  in  1987, 
resulting  in  an  average  life  of  7.5 
years.  If  market  interest  rates  were 
to  rise  1%  so  that  a  buyer  could 
expect  a  yield  of  11%,  the  price  on 
the  9%s  would  fall  to  94.57,  or  945.7 
ECUs.  If  interest  rates  go  to  13%, 
the  price  would  go  to  85.93. 

Conversely,  if  interest  rates  de- 
clined 1%,  the  EEC  yield  would  go 
to  9%  and  the  price  would  rise  to 
104.53.  An  interest  rate  decline  of 
3%  would  cut  the  yield  to  7%  and 
raise  the  market  price  to  1 16.07. 

But  because  these  bonds  respond 
to  currency  movements  as  well  as 
interest  rates,  it  makes  analysis 
trickier.  Of  course,  there  is  a  rough 
relationship  between  interest  rates 
and  currency  values.  If  U.S.  interest 
rates  rise  relative  to  European  rates, 
the  dollar  rises  in  value  over  time 
against  European  currencies.  But 
the  correlation  is  highly  imperfect. 

For  example,  if  the  ECU  drops 
30%  against  the  dollar  and  interest 
rates  remain  the  same,  then  the 
ECU  issue  would  be  worth  30%  less 


MONEY  &  INVESTMENTS 


Crossword  puzzle  lovers,  here's  a 
new  one:  the  ECU.  No,  it's  not  a 
South  American  bird  or  a  Persian 
coin.  It's  the  European  Currency 
Unit,  a  weighted  composite  index  of 
the  value  of  ten  Common  Market 
currencies.  In  1985  it  may  be  useful 
to  know  that,  not  for  crossword  puz- 
zles, but  for  the  bond  market.  This 
may  be  a  brisk  year  for  fixed-income 
issues  that  are  denominated  in 
something  other  than  dollars. 

Every  time  the  dollar  sets  a  new 
high,  it  swells  the  ranks  of  the  it's- 
got-to-come-down  school.  I'm  not 
so  sure.  Maybe  the  dollar  will  fall 
and  maybe  it  will  stabilize  at  cur- 
rent levels.  But  don't  be  too  sur- 
prised if  it  continues  to  gain  even  as 
U.S.  interest  rates  fall,  because  this 
is  still  the  country  that  offers  the 
most  security  against  political  risk 
in  an  increasingly  hazardous  world. 

But  for  those  who  want  a  hedge 
against  a  decline  in  the  dollar,  one 
way  is  to  buy  into  a  foreign- curren- 
cy-denominated issue.  So  far  only 
one  new  offering  has  been  brought 
to  market,  200  million  ECUs  of 
97/s%  bonds  due  1996  issued  by  the 
European  Economic  Community. 
But  I  think  there  will  be  more. 

The  EEC  bonds  were  priced  ini- 
tially on  Nov.  29,  1984  to  yield 
9.95% .  Then  the  ECU  was  worth  72 
cents — half  its  value  five  years  earli- 

Ben    Weberman    is  economics   editor   of 
Forbes  magazine 


in  dollars.  But  if  the  ECU  falls  by 
30%  while  the  EEC  bond  issue  mar- 
ket yield  falls  300  basis  points,  the 
dollar  value  of  the  bonds  would 
come  down  only  19%.  If  the  ECU 
rises  30%  against  the  dollar  and  pre- 
vailing rates  for  the  EEC  bond  drop 
300  basis  points — which  is  possi- 
ble— the  combined  gain  from  cur- 
rency and  market  would  be  50%. 
(Most  Americans  want  interest  and 
principal  payments  in  dollars,  rath- 
er than  ECUs,  so  issues  like  the 
EEC's  are  ordinarily  settled  in  dol- 
lars at  the  current  exchange  rate.) 

Remember  that  foreign  currency- 
denominated  issues  generally  have 
a  lower  yield  than  U.S.  dollar  securi- 
ties of  comparable  quality  and  ma- 
turity. In  late  December,  when  ten- 
year  dollar  issues  of  U.S.  Treasury 
quality  traded  to  yield  11.6%,  simi- 
lar maturity  deutsche  mark  securi- 
ties carried  a  return  of  only  7.15%, 
Swiss  franc  bonds  were  priced  to 
yield  5.7%  and  Japanese  yen-de- 
nominated securities  paid  7.1%.  It's 
obvious  that  ECU-denominated  is- 
sues, like  other  foreign  currency 
debt,  will  also  carry  a  lower  yield. 

Greg  Parseghian,  a  vice  president 
at  First  Boston  Corp.,  has  done  ex- 
tensive statistical  work  on  the 
EEC's  ECU  issue.  He  concludes  that 
it  trades  125  to  150  basis  points 
lower  in  yield  than  comparable  dol- 
lar-denominated bonds. 

However,  it  wouldn't  need  all 
that  much  depreciation  of  the  dollar 
to  add  yield  to  the  foreign  currency 
issue  and  bring  the  return  up  to  that 
of  comparable  Treasurys.  If  the  for- 
eign bond's  yield  is  125  basis  points 
lower,  the  ECU  must  appreciate 
about  1.25%  a  year  against  the  dol- 
lar to  bring  the  total  return  even. 
Considering  the  magnitude  of  the 
ECU's  decline  from  1.40  to  0.72  in 
five  years,  a  rise  to  0.732  in  one 
year,  0.741  in  two  years  and  ulti- 
mately to  0.839  in  1996  does  not 
seem  unreasonable. 

But  make  no  mistake  about  it, 
under  current  conditions  the  big  at- 
traction of  foreign-denominated  is- 
sues is  as  a  hedge  against  a  weaken- 
ing of  the  dollar.  Anyone  looking  for 
high  current  income  will  not  find  it 
in  such  foreign  issues.  Currency 
fluctuations  have  been  an  overrid- 
ing factor  in  all  foreign  investments 
for  the  last  five  years  or  so.  Only  if 
world  currencies  stabilize  will 
yields  again  be  important.  ■ 
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The  Big  Portfolios 


Sure,  commodity  stocks  have  been  down. 
But,  say  some  money  movers,  that  doesn  't 
mean  they  are  out. 

THE  DEATH  OF 
COMMODITIES? 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


Whisper  "commodity  stocks"  on 
Wall  Street  and  the  response  is  a 
chorus  befitting  a  Greek  tragedy: 
wails  foretelling  an  industry  deviled 
by  excess  capacity,  a  strong  dollar, 
huge  debts,  weak  demand,  disinfla- 
tion, high  interest  rates  and,  of 
course,  depressed  prices. 

No  question,  commodity-based 
companies  have  had  a  rough  time. 
The  1982  recession,  the  most  severe 
of  the  postwar  period,  was  bound  to 
be  tough  on  any  cyclical  industry. 
But  Alexander  Paris  of  Barrington 
Research  Associates  thinks  that,  de- 
spite all  the  badmouthing,  the  com- 
modity cycle  has  been  routine. 
"Current  conditions  indicate  that 
the  rest  of  the  cycle  will  continue  to 
be  quite  normal,"  he  says,  "and  the 
best  part  of  the  cycle  for  mining 
shares  and  commodity  prices  is  im- 
mediately ahead." 

Paris  is  not  alone — quite.  A  few 
upbeat  voices  can  be  heard  under- 
neath the  chorus  of  gloom.  These 
optimists  say  that  inventories  are 
now  low,  and  they  expect  that  the 
U.S.  and  European  economies  will 
continue  to  improve,  Third  World 
dumping  will  abate  and  the  dollar 
will  decline  slowly  but  steadily. 
Net-net,  then,  they  expect  more  de- 
mand, less  supply  and,  of  course, 
improved  prices. 

These  upbeat  managers  are  noth- 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazint 


ing  if  not  discriminating,  however. 
They  are  picking  their  way  through 
the  commodity  minefield  carefully. 
Very  carefully. 

For  starters,  take  energy.  Here, 
the  uncertain  price  outlook,  after  a 
period  of  steep  declines,  has  un- 
nerved most  of  Wall  Street.  Yet  oil 
stocks  are  not  totally  unloved.  In- 
deed, a  bullish  consensus  has 
formed  around  two  companies, 
Royal  Dutch  and  Exxon.  Sentiment 
in  favor  of  a  high-quality  firm  like 
Royal  Dutch  is  so  strong  that  the 
prospect  of  a  price  drop,  say  down  to 
$20  a  barrel,  doesn't  disturb. 

Kent  Atkins  of  Bankers  Trust, 
who  doesn't  see  oil  prices  sliding 
much  in  the  short  term,  has  a  big 
position  in  Royal  Dutch.  He  thinks 
it  has  a  lot  going  for  it,  especially  if 
the  dollar  comes  down. 

But  opinions  split  on  oil  service 
stocks.  Low  oil  prices  hammer  first 
at  exploration,  so  bears  argue  that 
the  current  overcapacity  makes  the 
industry  vulnerable. 

Bill  Bollinger  of  Tiger  is  down  on 
oil  service  stocks.  In  fact,  he  thinks 
that  Zapata,  an  offshore  drilling 
firm,  is  one  of  the  best  shorts  on  the 
market.  "It  has  more  debt  than  eq- 
uity," he  says,  "so  any  price  drop 
will  kill  them."  But  Bollinger  is 
long  one  oil  service  stock:  Noble 
Affiliates.  He  argues  the  firm  can 
survive  a  price  decline  because  it 
has  good  management.  Moreover, 
Noble's  drilling  company,  which 
has  been  a  big  disappointment, 
should  be  spun  off  to  shareholders 
in  the  next  few  months. 

However,  another  oil  company 
bull,  George  Roche  of  the  New  Era 
Fund,  thinks  the  oil  service  indus- 
try is  loaded  with  bargains.  He  says 
he's  looking  to  up  his  holdings  and 
that  "even  with  a  moderate  decline 
in  prices,  oil  services  could  look 
good."  (Roche,  by  the  way,  is  a  big 


holder  of  Noble  Affiliates.) 

Forest  products  is  another  beaten- 
down  industry  that  has  some  scat- 
tered support.  Typically,  forest 
product  companies  have  lots  of 
debt,  little  cash  and  low  returns.  Yet 
with  interest  rates  coming  down, 
some  money  movers  expect  that 
construction  will  pick  up  and  de- 
mand will  sharpen.  Names  I've 
heard  include  Georgia-Pacific, 
Champion  and  Union  Camp. 

Steel  is  another  icky  industry  on 
paper.  Almost  none  of  the  commod- 
ity bulls  are  up  for  steel.  In  fact,  it's 
a  favorite  short  for  the  hedge  funds. 
Few  managers  think  that  domestic 
steel  can  compete  with  imports. 

But,  again,  one  hears  some  minor- 
ity opinion.  Atkins,  for  example,  ad- 
mits that  he  misjudged  the  steel 
cycle  and  that  "We  are  breathing 
hard  with  U.S.  Steel,  which  has  not 
worked  out  as  well  as  we  expected." 
But  he  ain't  unloading. 

As  for  aluminum,  boosters  fore- 
see supply  and  demand  coming 
back  into  balance  at  a  higher  price 
level.  Widespread  production  cut- 
backs have  reduced  supply,  and  Jap- 
anese buying,  which  has  been 
strong,  is  expected  to  continue. 
Prices  are  expected  to  get  a  further 
bump  up — soon — when  producer 
discounting  ends.  Favored  compa- 
nies include  Alcoa,  Alcan  and  Reyn- 
olds Metals. 

Even  gold  stocks  have  champi- 
ons. Most  money  runners  are  bet- 
ting that  inflation  will  start  back  up 
this  year — if  not  right  away,  at  least 
by  the  second  half.  George  Roche, 
who  is  running  a  moderate  position 
in  gold,  likes  Newmont  Mining. 
Along  with  being  the  leading  U.S. 
copper  producer,  Newmont  is  an  ex- 
plorer for  and  producer  of  gold. 
(Gold  bears,  some  of  whom  think 
gold  could  fall  to  250,  say  that 
buying  gold  is  not  a  contrarian  play, 
just  an  obstinate  one.  Gold,  by  the 
way,  is  a  favorite  short  position.) 

Commodities  have  been  the  sort 
of  stocks  only  a  mother  could  love. 
But  mothers  can  take  heart:  Money 
movers  are  in  there  buying.  Some 
think  the  cycle  is  about  to  turn, 
others  anticipate  rising  inflation, 
and  still  others — even  the  thrice- 
burned — expect  the  dollar  to  weak- 
en. Mothers  should  also  take  note 
that  whatever  the  particular  reason, 
these  professionals  are  committing 
their  money  selectively.  ■ 
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In  today's  nervous  stock  market  should  you. . . 

Buy?  Sell?  Do  Nothing? 

More  specifically,  what  should  you  do  NOW  about 
these  (or  1700  other)  fast-changing  stocks? 


AMDAHL  CORP. 
APPLE  COMPUTER 
BANKAMERICA  CORP. 
COLGATE-PALMOLIVE 
CRYSTAL  OIL 
DATAPRODUCTS  CORP. 
EASTMAN  KODAK 


EXXON  CORP. 

GEN'L  ELECTRIC 

GEN'L  MOTORS 

INT'L  BUSINESS  MACH. 

ITT  CORP. 

LTV  CORP. 

MERRILL  LYNCH  &  CO. 


MOBIL  CORP. 
MOTOROLA,  INC. 
RALSTON  PURINA 
SEARS,  ROEBUCK 
TENNECO,  INC. 
UNION  ELEC. 
UNITED  TELECOM.,  INC. 


We've  picked  the  21  stocks  above  for 
illustration— from  more  than  1700  regularly 
covered  by  The  Value  Line  Investment 
Survey— because  each  has  recently  been 
on  the  "most  active"  list  and  may  therefore 
be  of  special  interest. 

The  stock  market,  and  the  investment 
values  therein,  are  now  going  through  a 
great  deal  of  rapid  change.  This  is  no  time  to 
sit  on  your  hands.  It  is  urgent,  we  think,  that 
you  check  without  delay  every  stock  that  in- 
terests or  concerns  you  to  see  if  it  currently 
offers  the  investment  credentials  most  im- 
portant to  you.  To  illustrate,  let's  look  at  the 
stocks  listed  above: 

PERFORMANCE:  Every  one  of  these 
stocks— af  one  time  or  another— has  offered 
the  prospect  of  superior  relative  price  per- 
formance. Right  now,  however,  Value  Line 
ratings  suggest  that  7 of  these  stocks  should 
be  avoided  for  the  time  being.  On  the  other 
hand,  we  estimate  that  7  of  the  stocks  above 
will  clearly  outperform  most  other  stocks  in 
the  next  12  months. 

SAFETY:  10  of  the  stocks  listed  carry 
superior  Value  Line  ratings  for  Safety, 
meaning  they  have  typically  demonstrated 
greater  price  stability  than  the  majority  of 
stocks.  The  other  stocks  on  the  list  rate  only 
average  or  lower  on  this  score. 

YIELD:  The  dividend  yields  of  these 
stocks  estimated  by  Value  Line  for  the  12 
months  ahead  range  all  the  way  from  Nil  to 
12.9%.  Thirteen  of  the  stocks  offer  yields 
below  6.0%.  Only  8  stocks  provide  yields  of 
7%  or  higher. 

APPRECIATION:  Value  Lines  es- 
timates of  Appreciation  Potential  in  the  next 
3  to  5  years  for  these  stocks  range  all  the 
way  from  25%  up  to  nearly  585%.  Seven 
stocks  offer  long-term  potentials  of  150%  or 
higher. 

(The  data  above  come  from  the  Imuo  of 
11/9/84  Tho  Value  Lino  Survey.  For  actual 
investment  decisions,  bo  sure  to  see  tho 
tefest  weekly  Value  Lino  edition.) 

WHERE  ELSE  CAN  YOU  GET  ALL 

THIS? 

Value  Line  gives  you  the  key  ratings  outlined 
above,  updated  every  week,  for  EACH  of 
1700  stocks— so  you  can  make  coherent 
comparisons  of  any  stock  against  any 
others  with  respect  to  the  investment  at- 
tributes you  care  about.  In  addition,  Value 
Line  regularly  presents  comprehensive  full- 
page  Research  Reports,  with  15-year  vital 
statistics,  for  each  of  1700  stocks.  We  apply 
the  same  quality  and  comprehensiveness  of 
research  and  evaluation  not  only  to  virtually 
every  "big  name"  stock  (like  the  ones  listed 
above)  but  also  to  more  than  a  thousand 
"lesser"  stocks— which  make  up  a  signifi- 
cant part  of  a  great  many  portfolios.  We 
realize  that  when  YOUR  money  is  involved, 


an  investment  in  U.S.  FILTER  can  be  just  as 
important  as  the  same  amount  in  U.S. 
STEEL.  If  you  want  to  re-assess  your  stock 
portfolio  with  an  eye  to  greater  rewards 
and/or  lower  risks  in  today's  unusual 
market. ...  if  you  want  to  make  rational 
decisions  about  what  stocks  to  hold,  sell,  or 
buy  now. ...  we  believe  that  no  other  source 
even  comes  close  to  providing  the  help  that 
Value  Line  systematically  gives  you. 

UPDATED  EVERY  WEEK 

Every  week,  Value  Line's  new  Summary  & 
Index  presents  up-to-date  ratings  of  EACH 
of  1700  stocks  relative  to  all  the  others,  as 
follows. . . . 

a)  Rank  for  Probable  Price  Performance  in 
the  Next  12  Months— ranging  from  1 
(Highest)  down  to  5  (Lowest).  We  urgen- 
tly suggest  you  stay  away  from  the  400 
stocks  now  ranked  4  or  5. 

b)  Rank  for  investment  Safety  (from  1  down 
to  5).  If  Safety  is  important  to  you,  we 
suggest  you  concentrate  on  stocks 
ranked  1  or  2  in  this  respect. 

c)  Estimated  Yield  in  the  Next  12  Months. 
Every  week  we  also  present  a  "screen"  of 
the  100  stocks  with  the  highest  yields, 
which  ranged  from  9.2%  to  15.5%.  (Value 
Line  11/9/84) 

d)  Estimated  Appreciation  Potential  in  the 
Next  3  to  5  Years— showing  the  percen- 
tage change  from  the  recent  price.  Every 
week  we  also  present  a  "screen"  of  the 
100  stocks  with  the  highest  potentials, 
which  ranged  from  175%  to  580%.  (Value 
Line  11/9/84) 

e)  P/E  Ratio  and  current  price,  plus  es- 
timated annual  earnings  and  dividends 
in  the  current  12  months.  Also  latest 
quarterly  results  vs.  year  ago. 


PLUS  FULL-PAGE  REPORTS 

In  addition  to  the  weekly  coverage  above, 
each  of  the  1700  stocks  is  the  subject  of  a 
comprehensive  new  full-page  Research 
Report  at  least  once  every  three  months- 
including  22  series  of  vital  financial  and 
operating  statistics  going  back  15  years  and 
estimated  3  to  5  years  ahead.  About  130 
new  full-page  Reports  like  this  are  issued 
each  week. . .  1700  every  13  weeks. 

INTRODUCTORY  OFFER 

You  can  receive  the  complete  Value  Line 
Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  10  weeks  for 
only  $37— about  HALF  the  regular  rate— if 
no  one  in  your  household  has  subscribed  in 
the  past  two  years.  And  you  get  this  bonus: 

A  Subscriber's  Guide, 
the  "classic"  by  Arnold 
Bernhard,  Value  Line's 
founder  and  research 
chief,  revealing  meth- 
ods of  stock  evaluation 
that  took  decades  to  re- 
fine.  You  KEEP  this 
book  even  if  you  return 
the  other  material  for 
your  money  back. 

SPECIAL  BONUS  OFFER 


Subscribe  to  The 
Value  Line  Investment 
Survey  for  a  full  one 
year  term  and  receive 
as  an  additional  bonus 
the  2000-page  In- 
vestors Reference 
Service,  including  our 
latest  full-page  reports 
on  all  stocks  currently 
under  review — fully  in- 
your    immediate  reference. 


A  Subscriber's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


dexed 


CALL  TOLL-FREE: 

If  you  have  Master  Card,  American 

Express  or  Visa,  phone  1-800-331-1750 

(operator  13)  24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey 

Value  Line,  Inc.,  711  Third  Avenue,  New  York,  N.Y.  10017 

Department  316J28 


^jjjfr 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $37  to 
The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  A 
Subscriber's  Guide  booklet. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for 
$365  and  send  me  the  two  bonuses  listed  above. 
There  are  no  restrictions  with  this  annual 
subscription. 

SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT 
CARD  LCD  CALCULA- 
TOR given  to  you  when 
you      order      The      Value 


□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  D  Master  Card  □  Visa 

Expiration  Date — 

Account  #_ 

(N.Y.  residents  add  sales  tax.) 


Signature 


NUS 

■BO-? 


Name 


Address 


Apt.  No. 


■  Line  Investment  Survey  for  one  year 
'  This   subscription   is  tax-deductible  and   non 
I  assignable.  Allow  4  to  6  weeks  for  delivery. 

■  Foreign  rates  upon  request. 


City 


State 


Zip 


There  is  a  road. 


Many  cancer  patients 
need  transportation  lo 
and  from  treatments. 
hat's  why  tlif 
American  Cancer 
Society  lias  formed 
groups  of  volunteers 
across  the  United 
States  who  give  a 
few  hours  of  then- 
time  each  mouth  to 

V  drive  them.  The 

j|  road  to  recovery 

V  can  be  a  long  and 
difficult  one,  but  ;i 
can  be  that  much 
easier  when  there 
are  friends  who 

can  help  along 

the  way. 

American  CaiKvr  .Societv 


This  space  contributed  as  .1  public  service 


ONE  DOZEN 

CALIFORNIA 

ROSES 

premium  quality 
long  stem 

I  Delivered  grower  fresh 
to  your  door  overnight 

iwa/HRBORNE 


95 


*34s. 

Satisfaction  guaranteed 
Credit  card  orders  only 

ROSELAND 


EXPRESS 


\1-800~772-7272! 


1L"  M8BELL8 

Ristorante  Italiano 

FORBES,  NEW  YORK  TIMES 
**"*  AND  GOURMET 

.  1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310. 


"The  Perfect  X  in  Elegant 
Italian  Dining." 

Pre-Theatre  &  After  Theatn  s  v   en  Days 

RISTORANTE 


DIECI^ 

1568  First  Ave.  Bet  81st  &  82nd  628-6565 


Stock  Trends 


Now  that  the  annual  forecasting  free-for- 
all  is  ending,  a  review  of  the  consensus 
about  the  months  ahead  could  be  useful 
in  developing  portfolio  strategies. 

CALVES  AND  CUBS 


By  Ann  C.  Brown 


The  Feast  of  Blather,  as  I  call  it, 
starts  each  Dec.  31  with  the  ringing 
of  the  closing  bell  on  the  New  York 
Stock  Exchange.  It  continues  until 
not  a  glazed  eye  remains  to  read  or  a 
bent  ear  is  left  to  listen  to  another 
economic  or  stock  market  predic- 
tion. Last  year  the  number  of  invest- 
ment pundits  and  prognosticating 
panelists  seems  to  have  enjoyed  ex- 
ponential growth,  resulting  in  com- 
mensurate investor  confusion.  Now 
that  this  annual  forecasting  free-for- 
all  is  nearing  an  end,  a  review  of 
what  a  consensus  believes  will  hap- 
pen in  the  months  ahead  could  be 
useful  in  developing  individual 
portfolio  strategics. 

As  we  enter  1985,  there  appear  to 
be  few  outright  bulls  or  bears.  Most 
estimates  of  the  L3JI  lie  on  the  calf- 
lsh  or  cub-ish  side  of  1200,  within  a 
range  of  1050  to  1350 — little 
changed  from  the  actual  range  of  the 
last  two  years.  Helping  to  keep  a  lid 
on  the  optimists  is  the  outlook  for 
lower  earnings,  in  light  of  a  slowing 
economy,  coupled  with  the  very 
real  possibility/probability  of  in- 
creased corporate  taxes  and  fewer 
corporate  deductions.  Other  enthu- 
siasm dampeners  include  the  con- 
tinued strength  of  the  dollar  and  the 
worsening  of  the  balance  of  pay- 
ments, the  stiff  competition  from 

Ann  C  Brown  is  chief  executive  officer  of  the 
equity  adrisory  and  portfolio  management 
firm  of  A  C  Brown  &  Associates 


the  bond  market  and  the  potentially 
unpleasant  effects  on  personal  sav- 
ings and  investment  of  the  proposed 
tax  reform  program — particularly 
regarding  the  treatment  of  capital 
gains  and  interest  payments. 

On  the  other  hand,  the  pessimists 
find  themselves  hard  put  to  become 
too  negative  in  the  face  of  a  Federal 
Reserve  that  has  shown  itself  ready, 
willing  and  eager  to  provide  mone- 
tary accommodation  at  any  hint  of 
economic  hesitation — provided,  of 
course,  that  inflation  stays  down. 
(Even  the  gloomiest  gurus  don't  see 
inflation  rising  much  above  5%  to 
6%  for  1985  and,  with  a  better-than 
even-money  prospect  of  an  OPEC 
oil  price  war,  an  inflation  rate  of  4% 
to  5%  may  be  more  like  it.) 

When  the  discussion  turns  to  in- 
terest rates,  the  main  disagreement 
centers  on  whether  the  low  point 
will  be  reached  in  the  first  or  latter 
six  months  of  the  year.  This  will 
depend  largely  on  the  extent  and 
timing  of  the  deficit  reduction  pack- 
age that  actually  makes  it  through 
Congress.  Regardless,  most  experts 
don't  foresee  interest  rates  on  long- 
term  Treasury  bonds  falling  much 
below  100  basis  points  from  where 
they  are  now  (ll'/2%)  or  rising 
much  over  \2Vi%  before  year-end. 

As  to  the  stock  market  in  general, 
a  consensus  sees  the  trend  toward 
mergers,  buybacks  and  takeovers 
continuing,  unless  new  tax  reform 
legislation  restricts  the  deductibil- 
ity of  interest  on  monies  borrowed 
for  such  purposes.  Most  vulnerable 
are  those  semi-stodgy,  essentially 
cash-cow  companies  with  little  or 
no  debt  where  insiders  hold  insuffi- 
cient shares  to  control  their  own 
destinies.  Among  other  candidates 
for  acquisition  are  a  number  of  high- 
tech  shakeout  victims  with  good 
products  and  personnel  but  no  re- 
sources to  survive  in  today's  rapidly 
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consolidating  marketplace. 

When  it  comes  to  specific  stock 
selection,  there  is  no  consensus.  It 
seems  no  one  wants  to  be  a  security 
analyst  covering  a  dull  group,  which 
is  why  nearly  every  industry  sounds 
exciting  at  the  beginning  of  a  new 
year.  Utilities  become  "dynamite 
interest-rate  plays,"  basic  industries 
are  transformed  into  "deeply  under- 
valued asset  situations"  and  the 
previous  year's  walking  wounded 
suddenly  turn  into  "turnaround  op- 
portunities for  the  risk-oriented  in- 
vestor." First-of-the-year  stock 
picks  are  seldom  the  pros'  best.  Too 
much  ego  involvement  and  too  lit- 
tle judgment. 

For  my  part,  I'm  content  with  my 
nonconsensus  views  that  the  stock 
market  will  be  around  1450  on  the 
DJI  a  year  from  now,  that  the  inter- 
est rates  on  long-term  Treasurys 
will  be  nudging  single  digits  and 
that  both  stock  multiples  and  earn- 
ings will  be  higher  than  currently 
expected.  I  still  think  equity  inves- 
tors will  receive  above-average  re- 
wards with  below-average  risk  by 
buying  companies  currently  selling 
under  their  recent  historical  P/E  ra- 
tios and  whose  earnings  continue  to 
show  attractive  year-to-year  gains. 

Two  such  stocks  to  add  to  the  ten 
mentioned  in  my  last  column  (Jan. 
14)  are  Arvin  Indiisnies  (18)  and  Ze- 
nith (18).  Arvin  Industries  recently 
split  3-for-2  and  now  sells  near  its 
latest  52-week  high.  Even  so,  the 
P/E  is  only  7  times  1985  estimated 
earnings  of  $3  per  share,  which  is  a 
far  cry  from  the  multiple  of  10  to  14 
the  stock  has  commanded  over  the 
past  several  years.  With  new  prod- 
ucts taking  much  of  the  cyclically 
out  of  Arvin's  earnings,  the  stock 
price  has  the  potential  for  a  50%- 
plus  gain  over  the  next  12  months. 

Zenith  made  a  lot  of  money  for 
investors  in  1983  when  the  stock 
went  up  nearly  200%  January  to 
December.  This  past  year  it  was 
downhill  most  of  the  way,  with  the 
stock  now  selling  at  less  than  7 
times  this  year's  estimated  earnings 
of  $2.80  to  $2.90  per  share,  up  from 
1984's  estimated  $2.45  to  $2.55. 
Recent  history  indicates  that  Ze- 
nith usually  sells  at  11  to  12  times 
earnings.  If  this  continues  to  be  the 
case  in  1985,  look  for  the  stock  to 
climb  to  around  $32  per  share — a 
60%  gain.  Not  200%,  granted,  but 
not  bad,  either.  ■ 
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teal  estate 
within  reach. 


Introducing  The  T.  Rowe  Price  Realty  Income  Fund  I, 

A  No-Load  Limited  Partnership. 

$5,000  minimum  investment— $2, 000  for  IRAs. 

T.  Rowe  Price  and  Coldwell  Banker  introduce  The  T.  Rowe  Price 
Realty  Income  Fund  I,  A  No-Load  Limited  Partnership.  The 
Fund  will  invest  in  a  diversified  portfolio  of  income-ptoducing 
commercial  real  estate  purchased  on  an  all-cash  basis. 

If  you  think  you  may  be  interested  in  this  $100,000,000  offering, 
you  should  write  or  call  for  complete  information  and  a  Prospectus. 
Simply  return  the  coupon  or  call  our  Investment  Service  Specialists 
toll  free:  1-800-638-5660. 


Mail  to:  T.  Rowe  Price,  100  East  Pratt  St.,  Baltimore,  MD  21202 

Please  send  my  free  Realty  Income  Fund  I  information  kit  and  Prospectus  with 

complete  details.  I  will  read  it  carefully  before  I  invest  or  send  money. 


Name 


Address 


City 
( 


State 


Zip  RF  130 
D  Home  □  Business 


Phone 

This  does  not  constitute  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  security  The  offer  can  be  made  only  by  the  Prospectus,  which  has 
been  filed  with  the  Bureau  ol  Securities.  Department  of  Law  and  Public  Safety  ol  the  State  of  New  Jersey  and  the  Department  of  Law  ol  the 
Stale  of  New  York  Neither  the  Bureau  of  Securities  of  the  State  of  New  Jersey  nor  the  Attorney  General  of  the  State  of  New  York  has  passed  on 
or  endorsed  the  merits  of  this  offering  T  Rowe  Price  investment  Services.  Inc  .  Distributor 


COLDUUGU. 
BANKJBRQ 


T.RowefricelKl 

Invest  With  Confidence  WKMk 


T.  Rowe  Price  real  estate  fund:  call  1-800638-5660. 
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I'm  the  founding  chairman 
of  the  International  Executive  Service 
Corps,  a  not-for-profit  organization 
with  a  vital  mission: 

We  send  retired  U.S.  exec- 
utives to  help  companies  in  develop- 
ing countries.  The  executives  receive 
expenses,  but  no  salary. 

Our  main  purpose  is  to  help 
developing  countries  succeed  in  busi- 
ness. But  the  benefit  doesn't  stop 
there.  These  countries  consume  about 
40  percent  of  U.S.  exports. 

With  the  support  of  over 
800  U.S.  companies,  we  have  com- 
pleted 8,500  projects  in  72  countries. 
Our  Board  of  Directors  and  Advisory 
Council  include  the  CEOs  of  many  of 
America's  largest  companies. 

Join  me  in  helping  busi- 
nesses in  developing  countries.  For 
more  information,  write  to  Thomas  S. 
Carroll,  President  and  CEO,  IESC, 
8  Stamford  Forum,  P.O  Box  10005 
Stamford,  CT  06904-2005.  Or  just 
call  this  number:  (203)  967-6000. 


International 
Executive 
Service  Corps 


Psychology  &  Investing 


Is  there  a  connection  between  the  loss  of 
interest  in  cable  TV  and  the  increased 
number  of  videotape  rentals  and  new 
business  newspapers  and  magazines? 

AND  NOW  THE  NEWS 


more  of  this  type  of  programming  in 
the  near  future.  "God  knows  there 
is  a  sizable  audience  out  there,"  he 
said,  shaking  his  head.  "I'm  puzzled 
that  it  hasn't  already  made  its  pres- 
ence felt." 

The  past  two  years  have  proved  a 
real  eye-opener  on  both  counts.  Ca- 
ble programming  generally  has 
turned  out  to  be  a  monumental 
letdown  to  viewers.  "Isn't  it  excit- 


By  Srully  Blotnick 


How  do  you  like  to  receive  the  day's 
financial  news — from  a  newspaper, 
on  TV,  or  from  both?  How  about  the 
week's  business  news  in  review — 
print  or  videotape?  I  have  been  put- 
ting these  questions  to  more  than 
700  middle  and  top  managers  in 
recent  years.  Their  answers  fit  an 
interesting  pattern. 

When  cable  TV  really  became  hot 
in  the  early  1980s,  executives  in  my 
sample  saw  opportunity  both  as  in- 
vestors and  as  consumers.  First, 
since  the  market  was  placing  a  hefty 
premium  on  companies  involved  in 
the  field,  there  seemed  good  money 
to  be  made  in  these  stocks  as  they 
moved  up.  Second,  these  managers 
clearly  hoped  to  profit  intellectual- 
ly. "The  major  networks  just  aren't 
interested  in  providing  the  kind  of 
in-depth  coverage  of  business  and 
economic  news  that  I  need,"  said  a 
44-year-old  operations  vice  presi- 
dent at  a  multinational  consumer 
goods  manufacturer.  "They  provide 
what  is  basically  a  headline  service. 
They  don't  give  you  many  details." 

He  noticed  the  appearance  of  Fi- 
nancial News  Network  (FNN),  then 
two  years  old  and  starting  to  be 
more  widely  carried  nationally,  and 
was  convinced  that  there  would  be 

Dr  Srully  Blotnick  is  a  research  psychologist 
and  author  of  The  Corporate  Steeplechase 
Predictable  Crises  in  a  Business  Career  and, 
recently  published  by  McGraw-Hill,  Com- 
puters Made  (Ridiculously)  Easy 


ing?"  runs  a  typical  response,  ut- 
tered with  heavy  sarcasm,  "I  get  to 
watch  some  grade  B  movie  five 
times  this  week — even  if  I  don't 
want  to  see  it  once."  HBO  was 
cited  in  my  most  recent  survey  as 
the  biggest  disappointment  of  the 
lot.  A  representative  reply:  "It's  an 
expensive  monthly  service  and  I'm 
not  coming  even  close  to  getting 
my  money's  worth." 

Cable  has  been  even  more  disap- 
pointing as  an  investment,  with  the 
stocks  in  this  group  staging  a  stun- 
ning retreat  in  the  past  two  years. 
General  Instrument,  the  issue  held 
by  the  largest  number  of  investors  I 
monitor,  has  plunged  from  66  to  16. 
"What  amazes  me,"  said  a  47-year- 
old  self-employed  computer  consul- 
tant, "is  how  quickly  the  investing 
public  became  disenchanted  with 
this  whole  concept.  I  thought  I'd 
have  some  warning — a  chance  to  ■ 
take  a  small  loss,  if  that — and  get 
out  pretty  much  whole."  He  didn't, 
having  quickly  lost  nearly  two- 
thirds  of.  the  amount  that  he  had 
invested. 

There  was  no  warning  simply  be- 
cause it  has  been  easy  for  the  disap- 
pointed to  do  something  about  it 
quickly.  They  just  spend  their  mon- 
ey elsewhere.  Those  seeking  enter- 
tainment have  been  buying  VCRs 
and  renting  videotapes.  Classic  J 
movies  and  box-office  smashes  of  j 
the  last  ten  years  have  been  high  on 
almost  everyone's  list  of  rentals 
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the  voices  of  America. 


1934,  The  Mutual  Broadcasting  System 
a  showcase  for  American  talent  and  a 

source  of  vital  news  and  information, 
shows  like  The  Lone  Ranger  and  The  Shadow, 
ysmen  like  Gabriel  Heatter  and  Fulton  Lewis,  Jr., 
1  sportscasters  like  Van  Patrick  and  Bill  Stern 
Jt  earned  their  place  in  American  history, 
resenting  times  gone  by. 
ftfith  America  in  the  80  s,  we're  on  a  new  course 
rard  the  future.  America  is  solid  again,  command- 
I  the  respect  we  deserve  in  the  affairs  of  an  ever- 
inging  world.  Mutual  responds  to  America's  new 
»ds  with  state-of-the-art  satellite  communications 


and  progressive,  objective  news  and  programming. 

sponsible ' 
that  has  helped  Mutual  grow  from  an  ambitious 


It  is  exactly  this  type  of  responsible  innovation 


group  of  three  radio  stations  to  a  national  com- 
munications corporation  with  over  850  affiliates, 
celebrating  our  50th  year  of  broadcasting. 

At  Mutual,  we're  proud  to  pledge  allegiance 
to  the  flag.  We  know  that  the  American  Dream  is 
not  an  end,  but  a  process— it  is  the  system  that 
rewards  excellence  and  innovation. 

It  is  only  under  this  flag  that  we  are  able  to  take 
on  the  tremendous  challenge,  responsibility,  and 
opportunity  that  is  America. 


I 


.  , 


By  Stanley  W.  Angrist 


Commodities 


The  sugar  market  has  frustrated  buyers 
for  over  18  months.  Now  that  so  many  of 
them  have  thrown  in  the  towel,  it  may  be 
time  to  take  a  walk  on  the  long  side. 

SUGAR  NOW! 


to  other  crops,  such  as  soybeans, 
corn  and  peanuts? 

Keep  in  mind  that  if  the  market 
were  to  go  to  the  lowest  price  that 
sugar  has  sold  for  since  1840 
(2.5  cents),  you  would  lose  only 
$2,000  per  contract.  If  it  were  to 
make  an  unlikely  move  to  zero, 
you  would  still  lose  no  more  than 
about  $4,700.  Rarely  can  you  trade 
a  commodity  where  your  absolute 
risk  is  so  low.  The  chart  shows 
that  in  the  past  14  years  there  have 
been  two  spectacular  moves  to  the 
upside  and,  of  course,  two  to  the 
downside.  The  move  in  1974  car- 
ried to  66  cents  per  pound,  while 
in  1980  sugar  bounced  up  to  more 
than  45  cents.  I  am  not  looking  for 
any  sort  of  move  like  that  this 
year,  but  it  is  obvious  that  there  is 
more  room  at  the  top  than  there  is 
at  the  bottom. 

There  are  several  ways  to  play 
sugar.  The  first,  and  perhaps  sim- 
plest, is  to  buy  a  July  contract  un- 
der 5.2  cents  per  pound.  The  mar- 
gin on  this  trade  would  be  about 
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Sugar  has  rewarded  the  bears  almost 
continuously  since  the  middle  of 
1983.  Prices  have  dropped  about  10 
cents  a  pound  since  then.  Many  ad- 
visers have  tried  to  call  the  bottom 
of  this  market,  and  most  have  been 
handed  their  heads  on  a  platter. 
Now  it's  my  turn. 

There  are  at  least  three  reasons 
for  believing  that  sugar  might  be 
somewhere  near  a  bottom,  accord- 
ing to  The  Commodity  Investment  An- 
alyst, a  market  letter  with  a  special 
regard  for  fundamentals.  First,  look 
at  the  numbers.  In  its  latest  projec- 
tions for  the  1984-85  crop,  F.O. 
Licht,  the  West  German  sugar  sta- 
tistical firm,  lowered  its  production 
estimate  by  1  million  metric  tons. 
The  change  reflected  production 
problems  in  China,  typhoon  dam- 
age in  the  Philippines  and  bad 
weather  in  the  beet-growing  re- 
gions of  Europe.  With  worldwide 
production  estimated  at  96.4  mil- 
lion metric  tons  and  with  a  carry-in 
to  the  year  of  39.5  million  metric 
tons,  a  drop  in  production  of  1 
million  metric  tons  is  not  likely  to 
start  a  full-scale,  bar-the-door  rally. 
But  it  can't  hurt. 

Sugar  now  sells  for  below  its  cost 
of  production  in  most  of  the  world. 
Is  it  any  wonder,  then,  that  produc- 
ers are  starting  to  switch  from  sugar 

Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  a>ul  longtime  observer  of  the 
commodity  market-, 


$600  and  the  round-turn  commis- 
sion at  a  discount  broker  around 
$25.  An  equally  simple  strategy 
would  be  to  buy  a  July  call  with  a 
strike  price  of  4  cents  for  a  premi- 
um under  1.2  cents — meaning  it 
would  cost  you  about  $1,400.  The 
advantage  of  the  call  is  that  you 
know  your  risk  is  limited  to  the 
premium,  and  you  can't  be  chased 
out  of  the  market  by  any  short- 
lived selloff.  Round-turn  commis- 
sion should  be  around  $25.  You 
should  be  aware,  however,  that  the 
sugar  option  market  is  thin. 

The  futures  market  is  also  offer- 
ing some  tempting  bull  spreads  that 
are  trading  either  at  or  near  full  car- 
ry. A  long  May/short  July  spread, 
with  July  at  a  premium  of  at  least 
0.30  cents  per  pound,  should  offer 
little  downside  risk.  Any  rally  in 
sugar  would  cause  the  spread  to  nar- 
row considerably.  If  the  rally  is 
strong  enough,  it  should  cause  the 
nearby  to  go  to  a  modest  premium. 
The  margin  on  this  spread  is  around 
$200,  while  the  round-turn  com- 
mission would  be  around  $42. 

Even  though  these  are  low  expo- 
sure trades,  I  would  risk  no  more 
than  $400  on  the  outright  long  fu- 
tures position  and  half  that  amount 
on  the  futures  spread.  Look  for  a 
$2,000  profit  on  both  the  outright 
position  and  the  option  trade,  and  a 
$500  profit  on  the  spread.  I  would 
also  risk  no  more  than  half  my  pre- 
mium on  the  option  position.  Re- 
member, all  of  these  positions  are 
likely  to  require  considerable  pa- 
tience before  they  work  out.  ■ 


Stirring  at  the  bottom? 


Currently,  sugar  is  very  close  to  its  14-year  low,  and  there  is  little  room  left  for  a 
further  decline.  Can  the  lows  on  this  chart  be  violated?  Sure,  but  the  downside 
risk  seems  so  low,  compared  with  the  upside  potential,  that  the  trade  may  be 
appealing  even  for  risk-averse  individuals. 
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Can  America  go  on  bailing  everybody 
out?  We  will  know  very  soon. 

LEADING  WITH 
YOUR  CHIN 


By  Ashby  Bladen 


I  thought  about  calling  this  column 
Phillips'  Phrenzy  or  Petroleum  Par- 
oxysm, but,  of  course,  the  madness 
extends  far  beyond  any  one  com- 
pany or  industry.  Indeed,  it  looks 
like  both  the  American  business 
and  financial  communities  have 
taken  leave  of  their  senses.  The 
more  doubtful  it  becomes  that  seri- 
ous financial  trouble  can  be  post- 
poned much  longer,  the  wilder  be- 
comes the  behavior  of  both  borrow- 
ers and  lenders. 

The  main  theme  of  this  column 
has  always  been  that  excessive  bor- 
rowing and  spending  first  causes 
worsening  inflation,  then  worsen- 
ing financial  trouble.  The  ultimate 
causes  of  inflation  still  may  be  argu- 
able, but  no  intelligent  observer  can 
seriously  doubt  any  longer  that  ex- 
cessive debt  is  causing  a  steady  es- 
calation of  financial  trouble. 

Corporate  America,  nevertheless, 
is  retiring  its  common  stock  equity 
at  an  unprecedented  rate.  Last  year 
companies  borrowed  around  $90 
billion  to  buy  in  stock  through 
mergers,  by  going  private  or  by  pay- 
ing greenmail.  Others  unloaded 
their  obsolete  or  otherwise  doubtful 
businesses  onto  employees  who 
were  induced  to  borrow  the  money 
by  the  implied  threat  of  losing  their 
jobs.  Jobmail? 


Ashby  Bladen  «  a  financial  consultant  and 
author  of  How  to  Cope  with  the  Develop- 
ing Financial  Crisis. 


This  wholesale  retirement  of  eq- 
uity for  debt  has  weakened  balance 
sheets  at  a  time  when  the  risks  in- 
volved in  many  businesses  are  obvi- 
ously increasing.  Moreover,  since 
much  of  the  money  was  borrowed  at 
short  term,  the  normal  restoration 
of  corporate  liquidity  during  the 
first  two  years  of  a  business  expan- 
sion did  not  happen  this  time.  Are 
we  setting  ourselves  up  for  another 
downturn  worse  than  the  last  one 
(just  as  the  last  one  was  in  turn 
worse  than  the  ones  before  it)?  Or 
will  the  government  bail  out  every- 
body this  time? 

And  what  will  trigger  the  next 
downturn?  We  can  be  fairly  sure 
that  the  Federal  Reserve  will  not 
administer  another  deliberate  credit 
crunch  like  those  of  1966,  1969-70, 
1974-75  and  1980-82.  American 
business  and  financial  systems  are 
now  weak  enough  that  another  se- 
vere crunch  would  be  likely  to 
cause  something  that  could  reason- 
ably be  described  as  a  depression, 
and  the  Fed  has  no  desire  to  be 
blamed  for  the  next  one. 

One  possible  cause  is  a  virulent 
outbreak  of  prudence.  In  fact,  some- 
thing of  the  sort  appears  to  be  hap- 
pening right  now.  The  overvalua- 
tion of  the  dollar  is  causing  a  rising 
part  of  the  purchasing  power  cre- 
ated in  the  U.S.  to  be  spent  on 
cheaper  goods,  services  and  vaca- 
tions abroad.  So  we  have  to  borrow 
and  spend  ever-increasing  amounts 
to  maintain  prosperity  at  home. 
The  American  people  are  still  bor- 
rowing and  spending  at  a  record 
pace,  but  they  aren't  going  so  far  as 
to  create  new  purchasing  power  as 
fast  as  the  balance-of-payments  leak 
is  growing.  As  long  as  the  dollar 
stays  up,  the  federal  government 
will  have  to  borrow  and  spend  more 
to  ward  off  a  domestic  slump.  But 
that's  a  good  bet. 


A  more  likely  cause  of  trouble 
will  be  a  self-reinforcing  downward 
spiral  of  international  confidence 
in  the  U.S.  as  a  falling  dollar  rekin- 
dles domestic  inflation,  while  our 
international  loans  progressively 
turn  sour  but  our  foreign  debts  con- 
tinue to  escalate.  The  main  reason 
the  Depression  of  the  1930s  got  so 
bad  is  that  this  country  was  not  yet 
ready  to  make  emergency  loans 
and  buy  distressed  merchandise 
from  foreigners  when  Great  Britain 
lost  the  ability  to  do  so  in  1931. 
This  time  we  have  done  both  in 
spades.  America's  ability  and  will- 
ingness to  act  as  the  lender  and 
buyer  of  last  resort  kept  the  world's 
economy  going  for  about  ten  years 
after  trouble  broke  out  in  1973. 
Without  our  support  the  next  de- 
pression would  have  begun  in  the 
mid-1970s,  but  American  banks 
made  a  lot  of  doubtful  loans  in  the 
course  of  providing  it. 

The  one  thing  a  troubled  town 
needs  even  more  than  a  good  sheriff 
is  a  generous  banker.  The  U.S.  has 
floundered  in  the  sheriff's  role  since 
Korea,  but  we  deserve  an  Oscar  for 
our  performance  as  the  world's 
banker.  However,  when  you  watch 
the  banker  not  only  making  loans  to 
every  saddle  tramp  in  the  county 
but  also  borrowing  to  live  beyond 
his  own  means  year  after  year,  you 
begin  to  wonder  how  safe  your  mon- 
ey is  in  his  bank. 

The  world  has  been  run  on 
Keynesian  principles  since  1945. 
Those  principles  assume  that  the 
ability  of  national  governments  to 
borrow  and  spend  is  infinite  and 
does  not  require  confidence-inspir- 
ing behavior.  Those  assumptions 
obviously  hold  true  within  coun- 
tries, as  is  demonstrated  by  the  fact 
that  many  governments  have  man- 
aged to  borrow  and  spend  their 
countries  into  hyperinflation.  But 
those  countries  are  now  broke  in- 
ternationally. They  depend  on  the 
U.S.  to  bail  them  out. 

Has  the  credit  of  the  American 
people  become  infinite,  or  are  we 
heading  for  another  run  on  the  bank 
like  that  of  the  early  1970s?  (You 
say  a  run  on  a  floating  currency  is 
impossible?  Take  a  look  at  Canada 
at  the  beginning  of  the  1960s.)  In 
the  second  half  of  the  1980s  we  will 
find  out.  And  until  we  do  find  out,  I 
intend  to  keep  my  financial  chin 
firmly  tucked  in.  ■ 
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"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  February  1,  1925) 


This  boxy  1925  Cheiy  mounted  the  first 
serious  challenge  to  Ford's  Model  T 

"There  have  been  times,  as  late  in 
1919,  when  I  have  hesitated  to  write 
how  unfavorably  the  outlook  ap- 
peared. At  this  time  I  hesitate  to  re- 
cord how  inspiring  the  outlook  ap- 
pears. Agricultural  conditions  are 
now  very  promising,  with  July  wheat 
touching  the  highest  price  ever 
quoted  at  the  opening  of  any  year. 
There  is  relatively  little  enforced  idle- 
ness in  any  part  of  the  country.  ..." 
— B.C.  Forbes 

"Citizens  have  raised  objections  to 

permitting  the  American  Sugar  Refin- 
ing Co.  to  expand  its  Brooklyn  plant 
on  a  scale  which  would  have  necessi- 
tated the  closing  of  three  streets.  This 
incident  raises  the  important  ques- 
tion, Where  are  big  plants  likely  to  be 
located  in  future?  .  .  .  The  prospect  is 
that  mammoth  industrial  plants  will 
not  hereafter  be  set  up  in  metropoli- 
tan cities." 

"The  Province  of  Quebec,  and  to  some 
extent  Ontario,  sees  a  considerable 
disadvantage  in  the  export  of  electric 
power  to  the  U.S.  in  large  quantities. 


The  objection  raised  is  that  industrial 
expansion  takes  place  across  the  bor- 
der instead  of  in  the  Dominion,  and 
this  in  turn  attracts  emigration  from 
Canada  to  the  center  of  activities.  The 
prime  minister  of  Quebec  declares 
that  any  attempt  on  the  part  of  the 
federal  authorities  to  permit  the  ex- 
port of  power  from  that  province  will 
be  fought  to  the  end." 

Fifty  years  ago 

(From  the  issue  of  February  1,  1935) 

"That  selling  ace  of  American  busi- 
ness, the  electric  refrigerator  indus- 
try, is  getting  ready  for  a  record-break- 
ing year,  with  expectations  of  selling 
more  than  1.5  million  units;  1934, 
now  the  record  holder,  accounted  for 
sales  of  1.4  million  units." 
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Virginia  Jorge  where  Cyrus  11.  McCormick 
invented  his  mechanical  reaper  in  1831 


i  'nicjite  1935  Stout  car  boasted  rear-en- 
gine, independent  wheel  suspension 

"Many  months  ago  I  told  about  a  radi- 
cal new  automobile  which  had  the 
overall  length  of  a  Ford  sedan  and 
more  passenger  space  than  a  Lincoln; 
which  took  the  roughest  bumps  with 
remarkable  ease;  and  which  in  its  con- 
struction and  design  was  a  composite 
of  'things  that  couldn't  be  done.' 

"Finally  I  can  reveal  its  sponsor- 
ship. It  is  the  product  of  William 
B.  Stout,  airplane-automobile-railcar- 
motor-bus  designer  extraordinary, 
who  has  just  been  elected  president  of 
the  Society  of  Automotive  Engi- 
neers. ...  It  is  planned  to  build  only 
100  cars  this  year  and  to  sell  them  to 
specially  invited  owners  in  different 
parts  of  the  country." 
— Forbes  Auto  Editor  Norman  Shidle 

Twenty-five  years  ago 

(From  the  issue  of  February  1 ,  1960) 
"The  President's  budget  for  fiscal  1961 
is  a  good  budget.  Instead  of  adding  to 
the  national  debt,  it  proposes  subtract- 
ing from  it.  Uncle  Sam  is  looking  for- 
ward, for  the  first  time  since  1951,  to  a 
substantial  surplus  of  income  over 
outgo  for  the  year  which  begins  July  1, 
1960.  .  .  .  Ike  plans  using  this  entire 
surplus  to  pay  an  installment  on  our 
$284.5  billion  national  debt." 


"  'It's  quite  a  problem  for  us,'  con- 
fessed a  Manhattan  banker  last 
month.  'We  hate  to  lose  deposits  at  a 
time  like  this.  But  what  can  we  do? 
Commercial  banks  can  pay  only  3% 
on  savings  deposits  and  nothing  at  all 
on  checking  accounts;  the  customers 
are  finding  they  can  get  4.5%  and  bet- 
ter in  Treasury  bills  without  really 
sacrificing  liquidity.  How  can  I  hon- 
estly advise  them  to  leave  their  mon- 
ey in  the  bank?'  " 

Ten  years  ago 

(From  the  issue  of  February  1,  1975) 

"Richard  B.  Palmer,  Texaco's  senior 
vice  president  for  exploration,  tells 
this  story  about  his  own  company:  'We 
were  exploring  in  Prudhoe  Bay  [Alas- 
ka] in  1952 — we  were  there  early.  Our 
manager  begged  us  to  buy  tracts,  but 
the  [top  management]  decision  at  the 
time  was  that  the  remoteness  of  the 
area  was  such  that  it  would  take  an 
inordinate  amount  of  time  to  get  the 
crude  to  market.  It  was  ironic  that  we 
stopped  when  we  did.'  " 

"Last  May  tweedy  and  taciturn  Ar- 
thur Burns  of  the  Federal  Reserve 
Board  met  polished  and  persuasive 
Jack  Courshon,  chief  executive  of  the 
shaky  First  Mortgage  Investors. 

"Courshon,  a  onetime  bankruptcy 
lawyer  from  Miami  Beach,  told  Burns 
politely  but  emphatically  that  unless 
the  banks  rescued  him,  his  huge  (as- 
sets: $670  million)  real  estate  invest- 
ment trust  would  sink  into  bankruptcy 
along  with  other  big  REITs  and  perhaps 
some  banks,  too.  Burns  sucked  on  his 
pipe  and  didn't  say  much.  But  .  .  . 
within  weeks,  in  its  quiet  way,  the 
Fed  began  urging  the  major  banks  to 
back  the  REITs — not  just  FMI,  but  all 
of  the  walking  wounded." 

"  'It  is  the  middle  income  bracket — 
and  that  includes  most  of  our  mem- 
bers— who  come  up  short  on  good  le- 
gal advice  because  of  the  cost,'  was 
the  way  an  official  of  a  southern  Cali- 
fornia teamsters  local  justified  a 
recent  contract  providing  its  member- 
ship with  employer-paid  legal  insur- 
ance. Under  the  contract,  the  local 
selected  an  attorney  to  represent  its 
members  with  the  insurance  provid- 
ing 100%  coverage,  including  .  .  .  ma- 
trimonial cases,  personal  bankruptcy 
proceedings,  defense  of  felony 
charges,  habeas  corpus  proceedings 
and  certain  motor  vehicle  and  juve- 
nile delinquency  charges." 
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Exigencies  create  the 
necessary  ability  to 
meet  and  conquer  them. 
Wendell  Phillips 


God  screens  men  from 
premature  ideas. 
Ralph  Waldo  Emerson 


Every  new  idea  has  something  of 
the  pain  and  peril  of  childbirth 
about  it. 
Samuel  Butler 


There  are  the  few  who  make 
things  happen;  the  many  more 
who  watch  things  happen  and 
the  overwhelming  majority  who 
have  no  notion  of  what  happens. 
Nicholas  Murray  Butler 


One  learns  by  doing  the 
thing;  for  though  you  think 
you  know  it,  you  have  no 
certainty  until  you  try. 
Sophocles 


It  requires  a  very  unusual 
mind  to  undertake  the  analysis 
of  the  obvious. 
Alfred  North  Whitehead 


When  a  person  excels  at 
something,  he  should  do 
something  else  in  which  he 
is  a  novice  because  that 
brings  him  down  to  earth. 
George  Bernard  Shaw 


Every  society  needs  a 
continuous  flow  of  new  ideas. 
Henry  Steele  Commager 


Of  course  we  all  have  our 
limits,  but  how  can  you  possibly 
find  your  boundaries  unless 
you  explore  as  far  and  as  wide 
as  you  possibly  can?  I  would 
rather  fail  in  an  attempt  at 
something  new  and  uncharted 
than  safely  succeed  in  a  repeat 
of  something  I  have  done. 
A.E.  Hotchner 


Thoughts 

on  the  Business  of  Life 


It  is  well  for  civilization 
that  human  beings  constantly 
strive  to  gain  greater  and 
greater  rewards,  for  it  is 
this  urge,  this  ambition,  this 
aspiration  that  moves  men 
and  women  to  bestir  themselves 
to  rise  to  higher  and  higher 
achievement  Individual  success 
and  business  success  is  to 
be  won  in  most  instances  by 
studying  and  diagnosing  the 
kind  of  rewards  human  hearts 
are  seeking  today  and  are 
likely  to  seek  tomorrow. 
B.C.  Forbes 


Your  future  depends  on  many 
things,  but  mostly  on  you. 
Frank  Tyger 


Every  man  is  free  to  rise  as 
far  as  he's  able  or  willing, 
but  it's  only  the  degree  to 
which  he  thinks  that  determines 
the  degree  to  which  he'll  rise. 
Ayn  Rand 


It's  lucky  for  the  people 
who  aim  high  that  most 
people  have  no  aim  at  all. 
Walter  B.  Pitkin 


There  is  perhaps  nothing 
more  conducive  to  success 
in  any  important  and  difficult 
undertaking  than  a  firm, 
steady,  unremitting  spirit. 
Nathaniel  Emmons 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95.  A  one-volume 
edition  of  over  3,000  "Thoughts,"  $17.50. 
Send  check  and  order  to:  Forbes  Inc.,  60 
Fifth  Ave.,  New  York,  N.Y.  10011.  Add  sales 
tax  on  New  York  State  orders  and  other 
states  where  applicable. 


For  continued  success,  study 
and  prepare  to  accomplish 
future  objectives. 
Harry  F.  Banks 


Wealth  flows  from 
energy  and  ideas. 
William  Feather 


Civilized  man's  brain 
is  a  museum  of 
contradictory  truths. 
Remy  de  Gourmont 


The  time  for  thinkers 

has  come. 

Mary  Baker  Eddy 


Emancipation  of  the  mind  is  a 
no  less  worthy  enterprise  than 
emancipation  of  the  body. 
John  Kenneth  Galbraith 


A  Text . . . 

Delight  thyself  also  in 
the  Lord;  and  He  shall 
give  thee  the  desires  of 
thine  heart.  Commit  thy 
way  unto  the  Lord;  trust 
also  in  Him;  and  He  shall 
bring  it  to  pass. 
Psalm  37:4,5 


Sent  in  by  Emden  C.  Schulze,  Willoughby, 
Ohio.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


The  great  artist  and 
thinker  are  the  simplifiers. 
Henri  Frederic  Aniel 


The  longing  for  certainty  and 
repose  is  in  every  human  mind. 
But  certainty  is  generally 
illusion  and  repose  is  not 
the  destiny  of  man. 
Oliver  Wendell  Holmes  Sr. 
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NUCLEAR  FOLLIES 

The  failure  of  the  U.S.  nuclear 
power  program  ranks  as  the 
largest  managerial  disaster  in 
business  history,  a  disaster 
on  a  monumental  scale.  The 
utility  industry  has  already 
invested  $125  billion  in  nu- 
clear power,  with  an  addition- 
al $140  billion  to  come  before 
the  decade  is  out,  and  only  the 
blind,  or  the  biased,  can  now  think 
that  most  of  the  money  has  been  well 
spent.  It  is  a  defeat  for  the  U.S.  con- 
sumer and  for  the  competitiveness  of 
U.S.  industry,  for  the  utilities  that  un- 
dertook the  program  and  for  the  private 
enterprise  system  that  made  it  possible. 
Without  even  recognizing  the  risks,  the  U.S. 
electric  power  industry  undertook  a  commit- 
ment bigger  than  the  space  program  ($100 
billion)  or  the  Vietnam  War  ($111  billion)  . . . 
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The  1985  Ninety-Eight  Regency. 

Precise  road  management  engineered 
in  a  luxury  automobile. 


High-tech  engineering.  That's  the  1985 
Ninety-Eight  Regency  Brougham.  Each  wheel  has 
its  own  independent  suspension  to     ,$|g^ 
give  you  a  smooth,  controlled  ride.     ^^ 
An  electronic  load  leveler  auto-  .^ss^ 
matically  keeps  your  Ninety- 
Eight  level  with  varying  passen- 
ger or  trunk  loads. 
A  spirited  3.8  liter  multi-port 
.'    Jjk*$k  ft^l  injected  engine  is       Four-wheel 
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§  Four-Wheel 

Independent 
am      Suspension 
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m    mum  performance.  An  optional 
3/'*    electronic  instrument  panel  for 
Fuel  injected  Engme   precise  readouts  is  available. 


Luxury  for  six.  Slide  in  and  enjoy  the 
famous  Ninety-Eight  elegance.  Pillow-soft,  con- 
toured seats.  Handsome  velour  fabrics.  Deep 
pile  carpeting.  Luxury  throughout.  Take  a  test 
drive  today  You'll  agree-an  elegant  luxury  car 
has  become  a  superb  road  car,  too. 
Oldsmobiles  are  equipped  with  engines  produced  at  facil- 
ities operated  by  GM  car  groups,  subsidiaries  or  affiliated 
companies  worldwide. 


Let's  get  it  together. . .  buckle  up. 


There  is  a  special  feel 
in  an 


Successful  selling  is 
apiece  of  cake! 

□True 
H  False 
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course  the  answer  is  FALSE!  Successful  selling  in 
highly  competitive  business  world  today  is  a  tough, 
nanding  profession  that  requires  hard  work,  dedication 
i  skill. 

That's  why  so  many  men  and  women  in  selling 
;e  the  Dale  Carnegie  Sales  Course®  It  gives  them  a  better 
derstanding  of  the  psychology  of  modern,  motivational 
ling.  It  brings  them  up-to-date  with  the  newest  and 
)st  effective  methods  and  techniques  of  their  profession, 
t  is  a  highly  organized  sales  training  process  from 
ginning  to  end,  from  prospecting  to  getting  the  order, 
shows  salespeople  how  to  get  the  information  they  need 
fore  making  the  first  call. They  learn  how  to  better 
ganize  their  time  so  they  can  come  face-to-face  with 
3re  qualified  prospects  during  a  selling  day.  They 
velop  more  informative,  more  convincing  sales 


presentations  based  on  the  true  wants  and  needs  of 
the  prospect. 

The  Dale  Carnegie  Sales  Course®  doesn't  change  any- 
one's basic  personality.  It  is  designed  to  help  salespeople 
maintain  their  own  personality  and  approach.  It  expands 
and  develops,  it  reinforces  and  refines  those  existing 
qualities  to  a  higher,  more  effective  degree  by  incorpo- 
rating the  proven  ideas  and  techniques  of  the  course. 

Most  of  the  graduates  of  this  sales  training  program 
report  that  tangible  results  come  quickly  in  the  form  of 
measurable  increases  in  sales,  even  before  the  course 
is  finished. 

To  get  your  free  copy  of  our  quick-reading  booklet 
which  outlines  the  Dale  Carnegie  Training®  programs,  call 
toll-free  800  231-5800.  In  Texas,  call  800  392-2424,  or 
write  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES,  INC 

SUITE  1 25  F  •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON, TEXAS  77036 
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WE'LL  TAKE  YOU  TO  A  BETTEI 
WORLD  OF  FLYING. 

At  TWA,  the  point  isn't  just  to  get  you  where  you're  going. 
It's  to  offer  you  a  better  way  of  getting  there. 

Carry  that  thought  to  its  limit,  and 
you'll  discover  the  difference  between 
flying  and  leading  the  way. 

Say,  for  example,  you're  travelling 
across  the  Atlantic.  TWA  is 

introducing  a  747  Business  Class  seat  that  makes  all  the 
others  obsolete.  Our  new  Business  Lounger1  tilts 
to  cradle  you  in  comfort.  The  footrest  adjusts  to 
your  height.  And  it's  the  widest  seat  in  the  sky. 

And  that's  not  all  that's 

A  WHOLE  NEW  ANGLE    new  0n  every  TWA  747 
ON  BUSINESS  CLASS      (        ~      T  , y  J     fV,    ' 
COMFORT  fr°m  Coach  to  First  Class , 

you'll  find  big,  spacious 


e! 


A  BET! % 
PLACE  FOR 
CARRY-ONS  THAfE 
UNDER  YOUR  FEET 


bins  overhead.  So  you  can  store  your 
carry-on  luggage  above,  and  have  more  room 
to  stretch  out  your  legs  below. 
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WORLD 


here's  an  even  better  world  of  flying  in 
;  for  you  if  you're  a  frequent  flyer, 
luse  with  TWA,  you  can  earn  free 
:1  awards  to  almost  anywhere —even 
e  trip  around  the  world.  No  other 
le  offers  you  that.  But  then. . . 
Ve  often  have  a  leg  up  on  the  compe- 
|  And  our  First  Class  Sleeper-Seaf" 
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THE  ONLY  BONUS 
PROGRAM 
THAT  GIVES 
YOU  THE 
WORLD 
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E  FROM  EACH 
AND  EVERY 
ONE  OF  US 


is  no  exception.  On  every  TWA  widebody  you  can  stretch  out  the  length  of 
four  windows.  Put  your  feet  up.  And  relax  in  a  wealth  of  space. 

At  TWA,  each  and  every  one  of  us  is  taking  that  extra  step  to  make 
flying  the  best  it  can  be  for  you.  So  call  your  travel  agent  or  TWA. 


We  can  even  reserve  your  seat  and  give  you 
your  roundtrip  boarding  passes  in  advance.  COMPETITION 
Come  to  a  better  world  of 
flying.  Others  may  follow  But 
you  can  always  look  to  us  to 
lead  the  way. 


LEADING  THE  WAY  TWA. 


The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  page  208. 

Companies 

44     Greyhound  Corp. 

John  Teets  promises  no  miracles.  But  he  thinks  he  can  do 
a  better  job  for  the  stockholders  than  any  predator  could. 

64    U-Haul  International 

Its  market  share  in  the  move-it-yourself  industry  is  down 
to  55%  (from  61%).  So  L.S.  Shoen  is  getting  tough. 

79     Jefferson  Smurfit  Corp. 

Why  is  this  fast-growing  subsidiary  of  Ireland's  largest 
industrial  corporation  buying  all  those  hand-me-down 
paper  packaging  firms  in  the  U.S.? 


Industries 


102     Republic  Airlines 

One  good  landing  doesn't  win  you  your  wings- 
ly  after  a  long  tailspin. 


-especial- 


112     Corrections  Corp.  Of  America 

If  Jack  Massey  didn't  think  it  was  a  good  idea,  folks  might 
think  Tom  Beasley  should  be  locked  up. 

122    The  Up  &  Comers 

Dawson  Geophysical;  Lexidata  Corp.;  Russ  Berrie  &.  Co. 

The  Economy 

54     Exporting:  Against  All  Odds 

It's  a  wonder  U.S.  companies  can  export  anything  these 
days.  Here's  how  some  do  it. 


70     Health  Care:  Medical  IRAs 

It's  a  sensible  proposal.  Whether  it's  likely  to  happen  is 
something  else  again. 

82     Cover  Story:  Nuclear  Follies 

In  the  rest  of  the  world,  nuclear  energy  is  low-cost, 
reliable  and  environmentally  impeccable.  In  the  U.S., 
after  enormous  expense,  it  is  dead — killed  not  by  its 
enemies  but  by  its  friends. 

International 

38     Korea:  The  Fragile  Miracle 

The  Koreans  must  create  500,000  jobs  a  year  to  keep 
political  upheaval  at  bay.  They  can't  do  it  if  the  Japanese, 
Europeans  and  Americans  freeze  out  their  exports.  Japan 
and  Europe  have  already  started  to  do  just  that.  So.  .  .  . 

Government 

41     Passing  The  Buck 

Reagan's  penny-pinchers  figure  that  one  way  they  can 
chop  the  budget  is  to  cut  back  on  the  money  going  to 
state  and  local  governments,  which  aren't  all  that  flush. 

43     Bank  Directors,  Take  Heed 

Uncle  Sam  is  looking  for  red  flags. 

74     Pulling  The  String  On  The  SBA 

The  Small  Business  Administration  has  outlived  its  use- 
fulness, if  it  ever  had  any. 


Departments 

Money  &  Investments 

33     What's  Ahead  For 

Columnists 

6     Side  Lines 

197 

Ben  Weberman 

8    Trends 

Business 

198 

Susan  Lee 

14    Follow-Through 

34    The  Forbes  Index 

200 

Ann  C.  Brown 

20    Readers  Say 

177    The  Forbes /Wilshire 

202 

David  Dreman 

25     Fact  and  Comment 

5000  Review 

204 

Srully  Blotnick 

28     Other  Comments 

184    The  Forbes /TUCS 

205 

Stanley  W.  Angrist 

31     Fact  and  Comment  II 
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Wall  Street 


On  The  Docket 


42     Will  Wonders  Never  Cease? 

What's  this?  A  takeover  where  the  outsiders  got  a  better 
deal  than  the  insiders? 

60     Marty  Wygod 

Who  is  Marty  Wygod,  you  say?  He  is  a  man  who  wants 
everybody  to  be  happy.  In  the  process,  he  has  made 
himself  very  rich. 

Ill     S.G.  Warburg  &  Co. 

Once  Sir  Siegmund  Warburg  was  London's  consummate 
outsider.  Now  his  firm  has  become  an  insider. 

134    Numbers  Game:  Changing  Auditors 

When  it  happens,  you  would  suspect  there  was  an  audit- 
ing dispute.  But  try  to  find  out  what  it  was.  Also:  Is  the 
world  ready  for  continuous  financial  reporting? 

180     Streetwalker 

Federal-Mogul;  D'Lites  of  America;  N.V.  Philips'  Lamp; 
Cubic  Corp.;  Burlington  Industries. 

186    Terminal  Illness 

GNMA  futures  are  dying.  Here's  a  way  to  profit. 

188     Statistical  Spotlight:  Rummage  Sale 

Here  are  100  stocks  down  at  least  by  half  from  their  1984 
highs.  Approach  with  care. 
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Figures  almost  past  believing 

The  cover  story  in  this  issue  scrutinizing  the  sorry  history  of 
commercial  nuclear  power  development  in  the  U.S.  leads  to  one 
inevitable,  humiliating  conclusion:  That  industry's  prospects 
are  nil,  as  matters  now  stand,  not  because  of  the  effectiveness  of 
its  enemies,  but  because  of  the  incompetence  of  its  friends. 

Some  numbers  you  will  find  in  the  gatefold  table  beginning 
on  page  85  are  almost  past  believing.  There  you  will  see  the 
amount  of  capital  committed  to  each  kilowatt  of  electric  power 
to  be  produced  by  each  nuclear  project  still  going  forward  in  the 
U.S.  That  number  varies  from  Duke  Power's  commendable 
$932  per  kilowatt  to  Long  Island  Lighting's  appalling  $5,192  per 
kilowatt.  A  variation  that  wide  proves  that  nuclear  power 
production  in  the  U.S.  isn't  a  business.  The  way  it  has  been 
managed,  it's  a  crapshoot.  The  failure  to  manage  well  carries  an 
enormous  cost — borne  by  rate-paying  consumers  and  industries 
alike — that  has  already  begun  to  be  paid. 

The  table  and  the  cover  story  it  accompanies  are  the  result  of 
the  longest  and  most  difficult  reporting  effort  Executive  Editor 
James  Cook  has  undertaken  in  a  26-year  career  at  Forbes 
studded  with  challenging  assignments.  The  idea  for  a  tough- 
minded  analysis  of  why  the  U.S. 
nuclear  industry  was  failing  came 
to  Cook  last  February.  "I  was  at 
lunch  with  a  friend,  a  consulting 
engineer,  who  began  talking 
about  how  nuclear  power  was  be- 
ing destroyed  by  the  shoddy 
workmanship  of  the  people  who 
were  actually  building  the 
plants,"  Cook  recalls.  He  began 
to  read  up  on  it  then.  Since  last 
September  he  worked  on  this  sto- 
ry almost  exclusively. 

The  reporting  involved  sources 

by    the    dozens — utility    execu-     

tives,  competitors,  trade  groups,  regulators,  consultants,  engi- 
neering and  construction  firms,  academicians,  Wall  Street — and 
documents  by  the  foot  from  the  Nuclear  Regulatory  Commis- 
sion and  state  regulatory  commissions.  "I  pored  through  stuff  so 
boring  I  could  have  screamed,  and  once  or  twice  did,"  Cook  says 
(and  colleagues  down  the  hall  will  verify).  Over  the  next  four 
months  Cook  and  Reporter-Researcher  Catherine  Yang  con- 
ducted face-to-face  interviews  with  dozens  of  people  in  the 
nuclear  business — 35  by  Cook's  count — and  interviewed  at 
least  25  others  on  specific  points  by  phone.  Yang,  later  joined  by 
Reporter-Researcher  Jinny  St.  Goar,  talked  with  at  least  40  more 
in  putting  together  the  table,  a  formidable  undertaking  in  itself. 

In  their  travels  to  Boston,  Chicago,  Washington,  Miami,  Indi- 
anapolis, Seabrook,  N.H.  and  Charlotte,  N.C.,  Cook  and  Yang 
ran  into  a  few  sources  who  declined  to  talk  and  a  few  others  who 
wouldn't  be  quoted  when  they  did  talk  to  us.  But  mostly  they 
met  earnest,  forthcoming  folks  who,  whatever  their  own  for- 
tunes in  the  struggle  to  make  commercial  nuclear  power  work, 
shared  a  common  sadness  at  the  general  level  of  performance. 
It's  a  record  that  led  Forbes,  determined  to  call  things  by  their 
right  name,  to  headline  the  resulting  story  "Nuclear  follies." 
The  story  that  begins  on  our  cover  continues  on  page  82. 


St.  Goar,  Yang,  Cook 


Managing  Editor 
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The  R&D  dollar 


Outlays  for  research  and  development 
for  1985  will  pass  $107  billion,  ac- 
cording to  Battelle  Memorial's  annual 
forecast,  but  the  increase  will  be  more 
apparent  than  real.  The  figure  repre- 
sents 10.6%  more  than  the  National 
Science  Foundation's  estimates  for 
1984,  but  inflation  will  account  for 
most  of  it.  Battelle  expects  6.5%  infla- 
tion this  year,  so  the  real  increase  will 
be  only  3.9%,  a  shade  lower  than  the 
4.2%  average  over  the  past  ten  years. 
Once  again  industry  will  account  for 
the  major  share — 51.3% — continuing 
the  trend  of  recent  years.  (Until  1979 
the  government  was  the  biggest 
spender.)  This  year,  Battelle  says, 
Washington  will  fund  45.4%  of  R&D, 
although  much  of  that  money  will 
support  industry  research.  Aerospace 
will  lead  the  R&D  field  with  about 
$20  billion,  and  75%  of  that  will  come 
from  the  federal  government.  Electri- 
cal machinery  and  communications 
will  come  second,  with  almost  $17 
billion,  but  two-thirds  will  come  from 
the  industries  themselves.  Cost  has 
been  a  factor  in  all  the  sectors  spend- 
ing for  R&D — industry,  government, 
colleges  and  other  nonprofits.  Gov- 
ernment costs  are  expected  to  go  up 
by  9.7%,  industry's  by  6%,  campus 
research  by  7.7%  and  the  other  non- 
profits by  4.1%.  Since  1972,  Battelle 
estimates,  all  R&D  has  risen  142.6%. 

Big  Apple  budgeting 

All  swimming  pools  are  expensive; 
New  York  City's  are  very  expensive. 
The  city  has  75  public  pools,  many 


Public  pool  in  Metv  York 

Only  the  best  for  the  Big  Apple. 


built  in  the  1930s  as  federal  work  proj- 
ects, and  in  1979  it  set  out  to  refurbish 
14  of  them.  So  far  the  city  has  spent 
$27  million  on  5;  at  least  $20  million 
is  going  into  3  more;  another  6  will  be 
redone  for  at  least  $33  million  by 
1990.  One,  in  Greenwich  Village, 
with  indoor  and  outdoor  pools,  took 
two  years  and  cost  $5  million.  By  con- 
trast, McDonald's,  the  hamburger 
chain,  spent  $4  million  to  build  from 
the  ground  up  the  two-pool  complex 
for  the  summer  Olympics  in  Los  An- 
geles. "In  any  city  project  you  are 
dealing  with  50%  higher  costs,"  ar- 
gues Bronson  Binger,  assistant  com- 
missioner for  capital  projects.  New 
York  State  law  requires  separate  con- 
tractors for  everything  from  plumbing 
and  wiring  to  foundations,  the  Parks 
Department  says.  Wages,  "historical 
preservation"  and  health  regulations 
are  costly,  too,  the  department  says. 

The  embattled  farmer 

Soybean  farmers,  whose  crop  ranks 
first  in  value  and  second  in  acreage  in 
the  U.S.,  are  desperate  to  do  the  Rus- 
sians (and  themselves)  a  favor.  The 
U.S.S.R.  imported  no  soybeans  last 
year  and  before  that  had  switched  its 
business  to  Argentina  and  Brazil.  Soy 
farmers  ship  nearly  52%  of  their  crop 
to  Europe  and  Japan  but  want  the  So- 
viet market,  too,  particularly  because 
the  price  has  fallen  since  last  May 
from  $9  a  bushel  to  $6.  (The  Russians 
grow  little  or  no  soy  because  two- 
thirds  of  their  arable  land  lies  north  of 
the  latitude  of  Duluth,  Minn.,  too 
chilly  for  the  grain.)  A  major  hurdle  is 
that  since  1974  the  U.S.S.R.  has  been 
denied  most-favored-nation 
(MFN)  status,  which  en- 
sures the  lowest  tariffs,  and 
Congress  appears  adamant 
against  restoring  it.  Roger 
Asendorf,  president  of  the 
American  Soybean  Associ- 
ation and  a  Minnesotan 
who  works  1,200  acres  of 
his  own,  has  an  alterna- 
tive—"major  export  mar- 
ket" (MEM)  status — and  is 
lobbying  Congress  hard. 
This  would  give  exports 
some  but  not  all  the  privi- 
leges of  MFN.  Prohibitions 
against  federal  financing  for 
exports  would  be  retained, 
for  example.  But  that  would 
be  no  bar  to  Russian  trade 
because  the  Kremlin  al- 
ways pays  cash  for  imports. 


Mixed  feelings 

Despite  all  the  rosy  economic  news — 
the  newest  figures  for  the  gross  na- 
tional product,  for  instance,  show  the 
best  percentage  gain  since  1951 — con- 
sumers and  businessmen  alike  appear 
uneasy.  The  newest  survey  of  5,000 
households  conducted  for  the  Confer- 
ence Board,  the  New  York  business 
research  group,  shows  that  consumer 
confidence,  while  still  high,  dropped 
to  its  lowest  level  in  a  year  in  Decem- 
ber, after  a  significant  jump  the 
month  before.  "The  depth  of  the  de- 
cline is  disconcerting,"  says  Fabian 
Linden,  who  directed  the  survey  for 
the  board,  particularly  because  sound- 
ings by  the  University  of  Michigan 
and  the  National  Association  of  Pur- 
chasing Management  came  up  with 
similar  results.  Linden  had  his  survey 
team  take  a  second  reading.  It  con- 
firmed the  first.  The  point  may  be 
that  consumers  don't  pay  that  much 
attention  to  arcane  economic  statis- 
tics. "The  consumer,"  Linden  says, 
"is  just  an  ordinary  guy  who's  trying 
to  pay  his  rent.  Maybe  his  brother-in- 
law  is  out  of  work."  But,  he  adds, 
"there's  something  going  on  out 
there.  We  just  don't  know  what  it  is." 

Japan's  "terminees" 

"Outplacement,"  the  buzzword  for 
services  to  help  employees  who  have 
been  fired,  has  arrived  in  Japan,  de- 
spite that  country's  tradition  of  em- 
ployment for  life.  It  began,  naturally 
enough,  among  the  2,000  foreign 
firms  operating  in  Japan  but  is  now 
catching  on  with  Japanese  corpora- 
tions (which  number  between 
120,000  and  125,000).  Atsu  Tateuchi 
opened  the  Tokyo  branch  of  Drake 
Beam  Morin,  the  U.S.  consultants,  in 
October  1982  as  a  one-man  office, 
with  a  salary  of  $150  a  month.  He 
now  earns  several  thousand  a  month 
and  heads  a  full-time  staff  of  six.  His 
list  of  100  corporate  clients  is  still 
80%  foreign,  but  Japanese  firms  are 
starting  to  come  in.  The  reasons  are 
not  hard  to  find.  First  is  the  long  Japa- 
nese life  span,  76  to  78,  according  to 
Tateuchi.  Second,  he  says,  is  the  fact 
that  lifetime  employment  is  a  tradi- 
tion that  began  not  with  the  shoguns 
but  with  MacArthur.  The  general  de- 
creed unions  and  they  won  life  tenure. 
That  was  fine  during  Japan's  explo- 
sive growth;  things  are  different  now. 
Unemployment  is  only  2.3%,  but  in- 
dustry is  keeping  on  many  unproduc- 
tive workers,  Tateuchi  says.  (One  of 


FORBES,  FEBRUARY  11,  1985 


1 


I 


I 


I 


I 


I 


» 


I 


I 


I 


A 


- 


When  Avon  decided  to  make  personal 
computers  their  universal  workstations, 
they  wanted  to  be  able  to  choose  different 
computers  for  different  jobs.  And  have  them 
communicate  with  each  other  too. 

So  they  turned  to  the  company  who 


could  make  all  their  different  computers  wor  r 
together  in  one  central  office  automation 
system.  Digital. 

Of  the  systems  Avon  studied,  Digital 
was  best  at  making  different  kinds  of  com- 
puters communicate  and  share  data  quickl  loi 


r 


: 





,nd  easily.  Without  complicated  commands. 
A  network  built  around  VAX™  computers 
tnd  All-In-1™  software  helped  Avon  increase 
nanagement  productivity  by  more  than  23%. 
ach  manager  can  communicate  with  every 
)ther  manager  on  the  system.  Even  access 


office  applications  like  word  processing, 
electronic  mail  and  data  management  Right 
from  his  or  her  desk. 

Digital.  Of  all  the  computer  companies 
who  talk  about  office  automation,  we're  the 
one  who  can  make  it  happen. 


.Digital  EquipmentCorporation.  1985.  Digital,  the  Digital  logo.  VAX  and  All-in- 1  are  trademarks  of  Digital  EquipmentCorporation.AvonisatrademaHcofAvon  Products.  Inc. 
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the  most  overstaffed,  Japan  National 
Railways,  now  wants  to  cancel  its 
union's  guarantee  of  lifetime  employ- 
ment.) Enter  outplacement,  which  in- 
volves counseling  for  "terminees"  (as 
the  Japanese  call  them),  plus  help  in 
finding  new  jobs. 

The  real  estate  vote 

Real  estate  operators  are  leading  the 
cheers  for  the  switch  that  has  White 
House  Chief  of  Staff  James  Baker  and 
Treasury    Secretary    Donald    Regan 


James  A.  Baker  III 

A  ready-made  constituency. 

changing  jobs.  Regan  shook  up  the 
industry  with  his  proposed  tax  re- 
forms that  would,  among  other 
things,  eliminate  tax  deductions  and 
lengthen  depreciation  periods  for 
most  kinds  of  real  estate.  "The  new 
face  will  allow  new  judgments,"  says 
Jack  Carlson,  chief  economist  for  the 
National  Association  of  Realtors, 
"and  Baker  will  be  less  captured  by 
Treasury's  dogmatic  tax  staff."  Baker, 
Carlson  says,  is  "a  consensus  maker,  a 
team  player"  who  will  get  along  bet- 
ter than  Regan  with  Congress.  Regan, 
on  the  other  hand,  Carlson  thinks, 
will  dampen  infighting  in  the  White 
House  with  his  "single-mindedness 
and  aggressiveness." 

Freebies  by  the  book 

Discount  coupons  have  been  around 
forever,  but  Entertainment  Publica- 
tions, a  24-year-old  outfit  that  pub- 
lishes books  of  them  for  restaurants, 
hotels  and  theaters  in  48  city  editions 
and  two  national  ones,  is  taking  a  new 


tack.  The  Birmingham,  Mich. -based 
company,  which  went  public  last 
year,  still  relies  on  charitable  organi- 
zations for  up  to  70%  of  its  $26  mil- 
lion in  revenues  (groups  like  Kiwanis 
and  the  Lions  buy  the  books  at  a  dis- 
count and  sell  them  to  raise  funds). 
But  EP  is  also  successfully  pursuing 
the  corporate  market.  It  has  at  least 
1,440  corporate  clients — including 
Rockwell  International,  NCR,  Digital 
Equipment,  GM  and  '  McDonnell 
Douglas — 540  of  them  new  in  the  last 
two  years.  Companies  like  Texas  In- 
struments and  American  Airlines 
came  on  last  year  when  EP  introduced 
new  books  in  12  cities,  including  Dal- 
las, Tampa  and  Hartford.  This  year  it 
hopes  to  pick  up  more  clients  by  add- 
ing another  12  cities.  Still  others,  like 
Procter  &  Gamble,  Kodak  and 
Amoco,  use  EP  for  private-label  cou- 
pon books.  And  last  month  the  com- 
pany came  out  with  Entertainment 
America,  a  $75  listing  of  more  than  900 
hotels  and  1,000  restaurants  that  offer 
discounts  for  members. 

Save  my  seat! 

Spoilsports  at  the  IRS  are  attacking 
that  most  sacred  of  campus  tradi- 
tions, contributions  to  the  athletic 
scholarship  fund  by  alumni.  The  rev- 
enuers  want  to  disallow  tax  deduc- 
tions for  such  gifts  where  the  donor  in 
return  gets  favored  seating  at  college 
games,  a  practice  followed  by  77%  of 
the  big-time  football  schools,  accord- 
ing to  a  survey  by  the  National  Colle- 
giate Athletic  Association.  The  col- 
leges are  arguing  that  this  sort  of 
crackdown  would  discourage  all  sorts 
of  college  giving.  "When  tax  ques- 
tions are  raised  in  one  aspect  of  chari- 
table gifts,  it  chills  other  forms  of 
institutional  giving,"  says  Farris  Wo- 
mack,  a  vice  chancellor  of  the  Univer- 
sity of  North  Carolina. 

Hollywood  redux 

Is  the  craze  for  home  video  record- 
ers— 7  million  were  sold  in  1984 — 
hurting  the  movie  business?  Not  ac- 
cording to  the  theater  operators.  The 
number  of  movie  screens  has  been 
rising  steadily,  says  the  New  York- 
based  National  Association  of  The- 
ater Owners.  (Because  of  the  increase 
in  "multiplex"  theaters,  the  industry 
now  counts  screens  rather  than 
houses.)  They  rose  3.7%  over  1983,  to 
19,589,  in  the  first  eight  months  of 
1984  alone,  the  association  says.  The 
number  of  screens  dropped  steadily 
between  1948,  when  the  U.S.  had 
18,631,  and  1963,  when  the  total  was 
12,650.  But  movies  are  as  popular  as 


ever,  the  association  says:  "Our  in- 
dustry is  optimistic,  in  spite  of  com- 
petition from  home  video,  that  people 
will  continue  to  go  out  to  see  mov- 
ies." Home  video  is  viewed  as  a  boon 
because  cassette  sales  boost  studio 
funds  available  to  make  more  films. 
The  number  of  new  movies  in  the 
U.S.  has  still  not  reached  the  1941 
record  of  497  but  has  been  climbing 
since  a  low  of  193  in  1975 — 365  in 
1982,  396  in  1983,  398  last  year. 

The  inscrutable  computer 

Until  Napoleon's  soldiers  uncovered 
the  Rosetta  Stone,  Egypt's  hierogly- 
phic records  had  been  a  mystery  for 
millennia.  The  same  thing  could  hap- 
pen to  today's  mountains  of  comput- 
erized and  other  electronically  stored 
data,  says  Dr.  William  King,  archivist 
of  Duke  University.  The  reason,  King 
says,  is  that  the  machines  that  can 
play  back  the  tapes,  floppy  disks  and 
other  recording  paraphernalia  become 
obsolescent  in  three  years  or  less.  The 
wire  recorders  of  the  Forties  and  Fif- 
ties, for  example,  already  are  collec- 
tors' items.  So  historians  of  the  next 
century  may  find  themselves  with 
acres  of  information  and  no  hardware 


The  Rosetta  Stone 

Who  will  read  today's  data? 

to  read  it  on.  Not  that  all  the  informa- 
tion will  be  needed,  King  grants: 
"Probably  only  5%  of  all  records  need 
to  be  preserved,  but  that  5%  is  ex- 
tremely important."  Another  prob- 
lem King  worries  about  is  that  no  one 
knows  how  long  the  magnetic  charge 
on  a  disk  or  a  tape  will  last.  As  a 
precaution,  Duke  is  sending  its  own 
living-history  collection  of  taped  in- 
terviews to  the  Library  of  Congress' 
cold-storage  vaults  for  safekeeping. 
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On  six  continents,  one  word  is 
synonymous  with  punctuality. 
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See  your  Travel  Agent. 


Complimentary  Chrysler  Convertible 

'Subject  To  Conditions  And  Availability 

Night-lighted  tennis 
Nautilus  gym,  spa 
Daily  maid  sen/ice 

PRIVAte  VlllAS 
An6  COURt  ClUB 

"A  Destination  Resort" 

444  Avenida  Caballeros.  Palm  Springs.  CA  92262 

mm^h  Call  for  Reservations  ■■mb^ 
outside  California 

(619)  323-1 773  -  (800)  854-1298 


Forbes  Subscriber  Service 
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New  Subscription.  To  order  Forbes,  fill  in 
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Yo  ho  ho  and  all  that 

Since  its  discovery  in  1795,  the  "mon- 
ey pit"  maze  of  flooded  tunnels  on  the 
reputed  onetime  pirate  lair  of  Oak 
Island,  Nova  Scotia,  has  lured  and 
licked  an  army  of  amateur  treasure 
hunters — everyone  from  Franklin 
Delano  Roosevelt  to  John  Wayne — 
who  hoped  to  unearth  everything 
from  the  missing  crown  jewels  of 
France  to  Inca  gold,  Spanish  plunder 
or  even  the  remains  of  a  lost  civiliza- 
tion. But  after  pouring  $3  million  into 
the  money  pit,  all  they  got  were  the 
stuff  dreams  are  made  of — bits  of 
milled  metal  and  a  fragment  of  parch- 
ment (Forbes,  Nov.  15,  1974). 

A  well-to-do  Montreal  packaging 
manufacturer  named  David  Tobias 
was  responsible  for  a  lot  of  the  activ- 
ity. Tobias  became  convinced  the 
money  pit  was  a  sort  of  Swiss  bank  for 
English  pirates,  similar  to  others 
found  in  Haiti  and  Madagascar.  A 
main  pit  was  first  completed,  he  told 
Forbes,  after  which  each  pirate  cap- 
tain dug  his  own  secret  tunnel  back  to 
within  30  feet  of  the  surface  and 
stashed  his  treasure  there.  Then,  To- 
bias believes,  they  tunneled  to  the 
ocean  and  flooded  the  pit. 

So  Tobias  and  40  partners  formed 
Triton  Alliance  Corp.  in  the  late  Six- 
ties and  spent  upwards  of  $600,000 
drilling  more  than  200  holes.  By  1974 
the  work  had  cost  three  lives  as  well, 
and  Triton  had  found  no  treasure.  To- 
bias estimated  it  would  take  another 
$1  million  to  finish  the  job. 

Since  then  the  money  spent  digging 
on  Oak  Island  has  continued  to  climb, 
and  now  it  seems  it  will  take  a  good 
deal  more  than  $1  million  to  get  to 
the  bottom  of  the  mystery.  Undaunt- 
ed, Tobias,  now  60,  and  his  partner, 
Dan  Blankenship,  a  onetime  Florida 
contractor  who  lives  on  the  island, 
plan  to  go  ahead.  In  fact,  they  hope  to 
take  Triton  public  in  a  Canadian  issue 
soon,  hoping  to  raise  somewhere  be- 
tween $5  million  and  $6  million.  "It 
is  a  highly  speculative  investment," 
Tobias  admits. 

That  may  be  an  understatement 
even  for  a  new  issue.  In  addition  to 
their  other  problems,  Tobias  and 
Blankenship  face  disputes  over  Oak 
Island's  ownership  and  the  right  to  dig 
there.  A  local  named  Fred  Nolan 
holds  quitclaim  deeds  to  some  of  the 
property;  Tobias  claims  he  has  "no 
clear  title."  Tobias  should  soon  get 
his  day  in  court,  but  even  if  the  matter 
is  not  settled,  he  says  he  will  continue 
with  plans  to  go  public. 


Pirate  hoard  in  Treasure  Island 
Real  treasure  is  more  elusive. 

The  legendary  prudent  investor 
might  long  since  have  given  up  on 
finding  treasure  at  Oak  Island.  Not 
Tobias.  "We  feel  that  if  there  ever  was 
anything  there,  no  one  up  to  this  time 
could  have  found  it,"  he  says.  "We 
feel  we  know  who  did  the  original 
diggings."  Who?  Tobias  hints  it  was  a 
famous  pirate,  but  not  Edward  (Black- 
beard)  Teach,  as  originally  suspected, 
he  says.  "And  it  must  have  been 
something  of  value  because  of  the 
construction  used  to  protect  it."  But  if 
there  turns  out  to  be  no  treasure  after 
all,  he  says  he  won't  mind,  so  long  as 
Oak  Island's  "historical  and  archae- 
ological significance"  comes  to  light. 

Working  by  wire 

Two  years  ago  telecommuters — em- 
ployees working  at  home  and  linked 
to  the  office  via  computer — numbered 
only  15,000  to  30,000,  but  proponents 
of  the  idea  glowed  with  optimism. 
Jack  Nilles,  a  senior  research  associ- 
ate at  the  University  of  Southern  Cali- 
fornia, estimated  10  million  by  1990 
(Forbes,  Sep(.  12,  1983).  One  road- 
block was  the  apparent  indifference  of 
U.S.  corporations.  Labor  unions  and 
women's  groups  also  opposed  tele- 
commuting, warning  it  could  turn  the 
home  into  electronic  sweatshops  for 
unorganized  workers. 

Since  then  the  number  of  telecom- 
muters has  increased  to  about 
100,000  at  450  companies,  according 
to  Electronic  Services  Unlimited,  a 
New  York  City-based  telecommuting 
consulting  firm.  That's  still  a  long 
way  from  10  million,  but  the  opti- 
mism persists.  ESU  says  that  there  are 
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Allied  Corporation,  Mornslown,  NJ  07960 


/e  brake  for  animals. 


American,  German,  French  and  Japanese  animals.  From  Rams  to  Rabbits,  Allied's  automotive 
>iness  supplies  Bendix  brake  components  to  automakers  trom  one  end  of  the  world  to  the  other. 

And  we  don't  stop  with  stopping  animals. 

We  supply  braking  equipment  for  all  kinds  of  cars,  trucks  and  off-highway  vehicles  made  by 
nufacturers  from  Ford  to  Renault  to  Toyota.  Not  to  mention  other  equipment  like  power  steering, 
ctronic  fuel  injection  systems,  engine  controls  and  components,  and  safety  restraints.  And  for  the  future, 
re  developing  anti-skid  braking  systems,  electronic  power  steering  and  much  more. 

Altogether,  we're  one  of  the  world's  leading  independent  producers  of  original  and  replacement  parts, 
is  it  any  wonder  that  the  automotive  business  has  become  such  an  important  part  of  Allied's  growth? 

It's  the  perfect  vehicle  for  us. 
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They  say  their  cards  give  you 
T&E  expense  control. 
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We  say  their  logic  is  shaky. 


Most  of  your  travelers 
wouldn't  leave  home  without 
their  credit  cards.  That's  okay 
—  a  very  convenient  way  to 
spend.  But  your  company  needs 
more. 

Needs  a  total  control  system 
to  manage  all  expense  transac- 
tions. Including  credit  card 
reimbursement. 

Because  credit  cards  aren't  a 
control  system.  They  can't  pro- 
vide invincible  upfront  limits  on 
spending. 

Nor  the  timely  reporting  you 
need  to  correlate  all  expense 


information  to  take  speedy 
management  action. 

Gelco  can. 

In  one,  simple,  economical, 
total-control  payment  system, 
custom-designed  and  auto- 
mated to  fit  your  needs. 

That's  why  thousands  of 
well-run  companies  of  every 
size  —  like  Honeywell,  Control 
Data,  Hallmark,  General  Mills, 
Wang  —  have  already  turned  to 
Gelco  Payment  Systems  for  full 
expense  control. 

Logically,  it's  time  you  talk  to 
Gelco. 


Call  800-328-0257 

Or  mail  this  coupon  for  the  Gelco  fact  book  on  computer-age  expense  control. 
In  MN  call  612-828-2236. 


Name 

Company 
Address  _ 


Title 


Phone 


Payment  Systems,  Inc. 

Three  Gelco  Drive    Eden  Prairie,  MN  55344 
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now  7.2  million  jobs  in  25  different 
occupations — travel  agents,  archi- 
tects, real  estate  agents,  salespeople, 
engineers  and  lawyers — that  could  be 
done  via  telework.  The  operating 
word,  however,  is  "could." 

Even  experts  miss 

Two  years  ago  investors  were  eager  to 
share  in  the  potentially  enormous 
market  for  cable  television  and  its 
home  movie  fare.  MGM/UA,  with  the 
largest  film  library  in  the  world, 
hoped  to  exploit  it  in  nontheater  mov- 
ie markets,  tie-in  merchandise, 
sound-track  music  and  other  areas. 
MGM  sold  15%  of  its  Home  Enter- 
tainment Group  (HEG)  to  the  public 
for  about  $54  million,  or  $12  a  share, 


Clark  Gable.  Vivien  Leigh 
A  library  pays  off. 


and  used  it  largely  for  advance  royal- 
ties HEG  owed  to  it.  "Somebody  got  a 
gold  mine,"  Forbes  reported.  "Hint:  It 
wasn't  the  public"  (Feb.  14.  J9S.il 

For  one  thing,  many  major  hits  in 
the  library  had  already  been  licensed 
or,  like  Gone  With  the  Wind,  tied  up  in 
special  deals.  Nor  were  rights  for  the 
overseas  home  video  market,  movie- 
related  toys,  clothes  and  novelties 
necessarily  part  of  the  package.  One 
analyst  told  Forbes  the  shares  were 
worth  no  more  than  $5. 

Results  proved  otherwise.  Nearly 
all  of  MGM/UA's  recent  earnings 
have  come  from  its  85%  stake  in 
HEG,  says  Merrill  Lynch  analyst  Har- 
old Vogel.  Last  month  shares  in  the 
publicly  traded  15%  of  HEG  were  $  1 8. 
When  MGM/UA  then  offered  to  buy 
them  back  for  notes  valued  at  $28  a 
share,  a  total  of  $126  million,  they 
jumped  to  $20.50. 

The  public,  it  seems,  bought  a  gold 
mine  after  all. 
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Introducing 
Resort  Cruising. 


ily  Costa  gives  you  the 
ys  to  the  Caribbean's 
eat  private  resorts. 

lb  your  golf  clubs,  pack  your 
nis  racquet  and  come  with  us  to 
Caribbean. 

Resort  Cruising  on  Costa's  luxurious  mts  Daphne 
es  you  privileges  that  are  denied  to  the  passengers 
every  other  Caribbean  cruise  ship.  Resort 
lising  takes  you  beyond  the  Caribbean's 
morous  ports  and  into  the  most  exclusive 
orts  on  each  island.  The  resorts  are 
jrs.  And  their  facilities  become  an 
:ension  of  your  cruise. 
Puerto  Rico's  Dorado  and  Cerromar  Beach, 
ipetree  Beach  on  St.  Croix.  Cariblue  and 
lcyon  Cove  on  St.  Lucia  and  Antigua, 
rbados  offers  Sam  Lord's  Castle.  Martinique, 
:  Meridien  and  Frantel  resorts.  There's  the 
yal  St.  Kitts,  Mullet  Bay  on  St.  Maarten, 
ihogany  Run  on  St.  Thomas,  plus  a  host  of 
ler  grand  resorts. 

Golfers  can  challenge  one  legendary  18-hole  monster 
er  another.  Tennis  players  can  serve  aces  across  the  Caribbean, 
d  only  on  a  Resort  Cruise  can  you  snorkel,  horseback  ride, 
h  and  sail  at  these  truly  fabled  resorts. 
These  are  the  privileges  of  Resort  Cruising,  just  a  taste  of  what 
sta  has  to  offer. 

And  it  would  be  a  shame  to  attempt  this  extraordinary  cruise 
th  anything  less  than  the  Daphne. 

uises  should  be  serene  and  not  herd. 

)wded  promenades,  hurried  dining  and  tiny  cabins  just  aren't 
sta's  cup  of  sea.  To  sail  Costa's  mts  Daphne  to  the  Caribbean  is 
:ruise  of  a  different  color.  There  are  few  luxury  cruise  ships 
oat  that  can  match  her  space-to-passenger  ratio.  The  staterooms 
:  spacious  and  inviting.  Suites  have  large,  private  balconies, 
have  baths  with  tub  and  shower.  The  wide  promenade  decks 
:  shared  with  half  as  many  passengers  as  one  finds  on  typical 
ribbean  cruise  ships. 
Dining  aboard  the  Daphne  is  a  superb  experience.  The  food, 


SM 


as  you  might  expect,  is  simply  spectacular  and  served  by  a  friendly 
Mediterranean  staff  in  the  grand  manner.  We  take  pride  in 
catering  to  the  individual  needs  of  each  passenger.  Single-sitting 
dining,  we're  delighted  to  tell  you,  means  that  you'll 
never  have  to  wait  for  your  table  or  rush  through 
a  meal  (you  are,  after  all,  on  vacation). 
The  nightly  entertainment  has  a  fine  international 
flavor.  And  there  isn't  a  better  place  than  the 
Daphne  to  enjoy  it. 

If  you're  ready  to  circumnavigate  the  cruise 
crowds  and  slip  into  something  very  special,  call 
our  toll-free  number,  1-800-447-6877,  for  more 
^    information  and  a  free  brochure.  Remember,  the 
passenger  complement  of  the  Daphne  is 
only  400,  so  call  your  travel  agent  for 
reservations,  soon. 


14-day  Caribbean  Resort  Cruises  from  Ft. 

Lauderdale  depart  every  other  Saturday,  through 

April  13th.  From  $2,035  to  $4,725:  including  air.** 


FT.  LAUDERDALE 


MARTINIQUE 


7-day  Caribbean  Resort 
Cruises,  from  Ft.  Lauderdale  to 
Barbados,  depart  every  other  Saturday, 
through  April  13th;  from  Barbados  to  Ft. 
Lauderdale,  depart  every  other  Saturday, 
through  April  20th.  From  $1,195  to  $2,450* 
including  air. 


16-day  1985  Trans  Panama  Canal  Resort  Cruises  depart 
Ft.  Lauderdale  April  27th  and  Los  Angeles 
October  1st.  From  $2,495  to  $5,395: 
including  air:* 


CARTAGENA 


'Per  person,  double  occupancy. 
"Cruises-only  passengers,  deduct  $250 
travel  allowance. 


Resort  facilities  additional. 
Ship  of  Panamanian  registry. 
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COST^ 

iMail  to:  Costa  Cruises 

One  Biscayne  Tower,  Miami,  FL  33131 

Please  rush  brochure  on 

□  Caribbean  O  Trans  Panama  Canal  D  Alaska  \ 

□  Mediterranean  □  World  &  Orient  cruises  j 


NAME. 


ADDRESS . 
CITY 


.  STATE . 


.ZIP. 


■  TELEPHONE . 
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SUDDENLY  THE  EN 
PRESENTATIONS  IS  REDUl 

SONY  CONDENSES  A  ROOMFUL  OF  AUDIO/VISUAL 
EQUIPMENT  INTO  ONE  INGENIOUS  MACHINE. 

As  impressive  as  multi-media  presentations  can  be,  what's  often  even  mc 
impressive  is  the  vast  array  of  equipment  it  takes  to  put  one  on. 

Equipment  that's  difficult  to  set  up.  Complicated  to  operate.  And  a  real 
burden  to  travel  with. 

But  now  Sony  has  taken  this  big  problem  and  knocked  it  down  to  size.  Til 
result:  the  new  Sony  Vidimagic"  video  projection  system. 

The  Vidimagic  is  a  video  projector,  a  videocassette  recorder,  a  video- 
cassette  player,  a  181-channel  cable-ready  TV  tuner,  a  loudspeaker  and  a  publ! 
address  system— all  tucked  into  one  neat  little  30-pound  package. 

And  it's  as  easy  to  set  up  as  it  is  to  carry.  There  are  no  banks  of  projectors 
to  synchronize,  no  reels  of  film  to  thread,  no  wires  or  cables  to  patch  in. 

All  you  have  to  do  is  focus.  It  will  project  a  high-quality  image 
from  30"to200"(measured  diagonally)  on  any  white  wall.  A  portable  55" 
high- gain  screen  is  also  available  as  an  accessory. 

There's  even  a  remote  control  with  a  built-in  microphone  for  live 
narration  during  presentations.  And  there's  a  jack  that  allows  you  to  hook 
up  any  VCR  if  you  choose  to  buy  Vidimagic  without  the  one  built  in. 

So  you  no  longer  have  to  be  a  logistics  expert  to  put  on  an  impressive 
show,  or  a  weightlifter  to  take  it  on  the  road.  All  you  have  to  do  is  write  to 
Sony  Information  Center,  Box  524,  Dept.  FP-F,  Bernardsville,  N.J.  07924. 

And  find  out  more  about  the  machine  that  lets  you  make  multi-media 
presentations  without  a  multitude  of  media. 

Sony  Communications  Products  Company,  Sony  Drive.  Park  Ridge.  N  J  07656.  © 1984  Sony  Corp  of  America.  Sony  is  a  registered  trademark  and  Vidimagic  is  a  trademark  of  Sony  Corp. 
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ORLD  OF  MULTI-MEDIA 
TOTHIS. 


Video  Communications 


Charity  is  aggression 

Sir:  A  clipping  from  Moscow  News  In- 
formation.   Like    Orwell's    "double- 
speak," I  guess  helping  refugees  is  an 
act  or  aggression  to  the  Soviets. 
— Eugene  J.  Patron 
New  York,  NY. 

©  The  Foreign  Ministry  of  the 
Democratic  Republic  ol  Afgha- 
nistan has  protested  to  Pakistan 
over  new  acts  of  aggression 
committed  in  the  border  areas 
of  Afghanistan. 


We  wuz  misled 

Sir:  Your  estimate  that  one-tenth  of 
U.S.  farms  are  in  trouble  (What's  Ahead, 
Dec.  31,  1984)  is  much  too  low.  FDIC 
officials  stated  that,  of  the  936  bor- 
rowers in  four  banks  closed  in  No- 
vember in  Nebraska,  a  total  of  453 
loans — 48.4% — were  marginal,  dis- 
tressed or  bankrupt.  Rural  banks  in 
Kansas  are  also  in  trouble,  judging 
from  the  news  stories. 

For  years  the  Department  of  Agricul- 
ture, economists,  farm  magazine  writ- 
ers and  editors  urged  us  to  produce 
more  and  more  to  fill  the  unlimited 
demand  from  overseas.  The  bankers 
shoveled  money  out  the  front  door  to 
help.  Farm  machinery  dealers  gave  in- 
terest-free deals.  So  farmers  did  just 
that — they  produced  what  everyone 
said  was  needed.  They  are  going  broke, 
and  everyone  now  seems  to  blame  it  all 
on  farmers'  poor  management. 
—Jeff  Broady 
Rockport,  Mo. 


Let  'em  drink  but  not  drive 

Sir:  Re  the  21 -year-old  minimum- 
drinking-age  requirement.  Drinking 
doesn't  create  traffic  accidents;  driv- 
ing does.  Reduce  the  drinking  age  to 
18,  and  raise  the  driving  age  to  21. 
— Sydney  Michael  Rogers  Jr. 
Larchmont,  N.Y. 


"Emergency  care" 

Sir:  Your  article  on  the  freestanding 
emergency  center  (FEC)  boom  ("Doc 
in  the  box,"  Dec  3,  1984)  makes  no 
mention  of  the  widespread  concern 
over  the  casual  use  of  the  phrase 
"emergency  medical  care." 

The  city  of  Chicago  recently  adopt- 
ed an  ordinance,  which  I  sponsored, 
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Readers  Say 


that  establishes  precise  guidelines  for 
any     nonhospital     medical     facility 
claiming  to  provide  emergency  or  ur- 
gent care.  If  a  clinic  wants  to  use  the 
lure  of  claiming  to  provide  "emergen- 
cy care,"  there  must  be  the  guarantee 
that  it  can  be  provided. 
— Gerald  M.  McLaughlin 
Alderman,  45th  Ward, 
City  Council, 
Chicago,  III. 


Nice  Xmas  presents 

Sir:  Your  review  of  my  book  The  Art 
Dealers  (Fact  and  Comment,  Dec.  31, 
1984)  brought  the  business  of  art  to 
those  whose  art  is  business,  making  it 
the  best  thing  under  this  writer's 
yuletide  tree. 
— Alan  Jones 
New  York,  N.Y. 

Sir:  "Total  Good  Cheer  in  These  Two 
Christmas  Messages"  (Fact  and  Com- 
ment, Jan.  14)  struck  a  sympathetic 
chord  since  I  had  been  displaying 
what  I  thought  was  a  very  apt  piece  of 
prose  produced  by  my  almost-nine- 
year-old  grandson: 

"The  perfect  life  would  be  to  have  a 
nuclear    freeze,    having    less    home- 
work, and  lower  taxes,  and  a  Porsche 
924,  and  living  a  long  life." 
— Mrs.  William  E.  Madeleine 
Pasadena,  Calif. 


Is  the  AMA  right? 

Sir:  Re  "What  Gives  With  The 
AMA? "  (Fact  and  Comment  II,  Dec.  31, 
1984).  The  AMA  opposed  Medicare  in 
the  1960s,  saying  it  would  give  the 
government  too  much  control  over 
medicine  and  that  Medicare  would  be 
too  expensive  for  the  taxpayers.  Now, 
20  years  later,  we  know  who  was  tell- 
ing the  truth. 

In  the  case  of  the  artificial  heart,  the 
AMA  was  quoted  as  saying,  "Not  all 
the  glitches  have  been  solved  through 
animal  studies."  The  artificial  heart 
patient,  two  weeks  after  his  surgery, 
lay  in  bed  with  a  stroke. 
— Terry  G.  Green,  M.D. 
Searcy,  Ark. 

Sir:  Your  naivete  in  regard  to  corpo- 
rate-owned hospitals  is  appalling.  I 
have  seen  attempts  to  bring  in  out-of- 
state  physicians  to  provide  local  medi- 
cal care  as  salaried  employees,  thus 
attempting  to  drive  the  local  practicing 
physician  out.  The  highest  priced  hos- 


pitals in  my  community  have  always 
been  the  corporate-managed  hospitals. 
The  AMA  is  doing  an  excellent  job  in 
taking  a  cautious  view  of  the  corporate- 
owned  hospitals. 
— Edward  D.  Betz,  AID. 
Encino,  Calif. 

Sir:  Should  public  funds  and  health 
insurance  be  expected  to  pay  for  this 
[artificial  heart]  treatment,  if  it  proves 
moderately  successful?  I  question 
whether  the  public  could  satisfactori- 
ly deal  with  the  ethical  issues  in- 
volved in  rationing  it.  Moreover, 
Medicare  can't  afford  it. 
— Max  Bader,  M.D. 
Lake  Oswego,  Ore. 

Sir:  A  little  less  publicity  would  have 
been  better  for  some  of  us.  As  a  suffer- 
er from  cardiomyopathy,  I  winced  ev- 
ery time  another  media  blurb  remind- 
ed me  of  my  condition. 
— Howard  M.  Watts 
Garrett,  Ind. 


Beautiful  wallpaper 

Sir:  Re  the  comment  of  John  Marion 
of  Sotheby's  that,  "As  people  begin  to 
prosper,  they  won't  keep  buying 
shares  of  stock,  because  they're  not 
very  decorative"  (Other  Comments, 
Jan.  14).  A  good  part  of  one  wall  in  my 
den  is  covered  with  beautifully  en- 
graved and  colorful  stock  certificates. 
Of  course,  I  might  better  have  settled 
for  one  Rubens. 
— Clayton  G  Obermeier 
Crocker,  S.D. 


The  right  Reynolds 

Sir:  The  Reynolds  from  whom  "he 
[Weldotron's  Martin  Siegalj  got  an  im- 
portant boost"  in  the  development  of 
the  premium  shrink  film  market  is 
Reynolds   Metals   Co.    and  not   R.J. 
Reynolds    as    stated    in    the    article 
"Tamper-resistant  success"  (The  Up  & 
Comers,  Dec.  31,  1984)  The  Flexible 
Packaging  Division  of  Reynolds  Met- 
als Co.  has  long  been  a  pioneer  in  the 
development  and  marketing  of  premi- 
um shrink  and  stretch  film  to  the 
packaging  industry. 
— Richard  C.  Buelljr. 
Vice  President  and  National 
Marketing  Manager, 
Flexible  Packaging  Division 
Reynolds  Metals  Co. 
Richmond,  Va. 
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THE  RIGHT  CHOICE 

From  personal  to  full  system, 

Canon  copiers  give  you  the  right  features  and 

the  right  performance  at  the  right  price. 


Canon  NP-150. 

A  Step  Beyond  Basic. 

It's  the  new  standard 
for  compact 
economy  copiers.  Up  to 
15  copies  a  minute,  copies 
as  large  as  11"  x  17",  and 
your  choice  of  black, 
brown  or  blue  copy  color. 
Sorter  and  dual  cassette 
options  for  added 
convenience  Perfect  for 
the  small,  busy  office. 


Canon  NP-155. 

Zoom.  Color.  Value. 
|fe>  The  compact  copier  that 
gives  you  a  multiple  choice. 
Up  to  15  copies  a  minute. 
Your  choice  of  black, 
brown  or  blue  copy  color. 
Plus  a  continuous 
reduction/enlargement 
range  of  65%  up  to  142%. 
Big  copier  versatility 
without  a  big  copier  price. 


•"*:  *w  Canon  NP-250F. 
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Simply  the  most  affordable, 
com  pact ,  full-system  co  pier 
At  27  copies  a  minute 
it  lets  you  do  more 
important  things,  like  work, 
not  make  copies  of  your 
work  Document  feeder  is 
standard.  Options  include 
automatic  document  feeder, 
sorter,  and  2,000  sheet 
paper  deck.  And  it  lets  you 
copy  in  black,  brown  or  blue. 
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Canon 
NP-270F. 

The  full-system 
compact  that 
lets  you  copy 
in  black ,  brown  or 
blue  Makes  up  to 
27  copies  a  minute 
Reduces.  Enlarges 
Feeds  with 
standard  document 
feeder  Or  optional  automatic 
document  feeder  Handles 
even  big  copy  jobs 
With  optional  sorter.  And 
optional  2,000  sheet 
paper  deck.  All  in  a  copier 
that  lets  you  communicate 
in  color  at  a  price  that  still 
keeps  you  in  the  black. 
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Canon 
NP-350F. 

The  copier  with 
the  calculating 
mind.  An  "intelligent" 
copier  that  gives 
you  zoom  reduction/ 
enlargement  (64% 
to  121%)  and  more. 
Built-m  logic  to 
compute  zoom  ratios. 
A  memory  to  store  zoom  settings. 
Automatic  two-page  separation. 
Up  to  30  copies  a  minute  in 
black,  brown  or  blue  Standard 
document  feeder  Optional 
automatic  document  feeder, 
sorter,  and  2,000  sheet  paper 
deck  Truly  the  "smart"  choice 
among  full-system  compacts. 


jice 
cts. 


Canon 
NP-400AF. 

The  compact 
system  copier 
that  stacks  even 
more  in  your 
favor  With 
convenient 
automatic 
document 
feeding.  Reduction 
Enlargement  Optional 
2,000  sheet  paper  deck. 
Optional  sorter.  And 
a  copy  speed  of  up  to 
40  letter-size  a  minute 
All  in  a  copier  that 
takes  a  lot  off  your 
hands,  without  taking 
a  lot  out  of  your  pocket 


Canon 
NP-500AF. 

The  Fastback. 

Canon's  fastest 

system  copier. 

Fast  as  50  copies 

a  minute. 

Copies  in  black, 

brown  or  blue 
^^"~     Has  automatic 
document  feeder 
Reduces.  Enlarges 
Collates  with  optional 
sorter  Automatic 
exposure  keeps  copies 
perfect  every  time 
Optional  2,000  sheet 
paper  deck  keeps 
copies  coming 
Nothing  in  its  class 
comes  close 


Canon  PC-10/20/25 

Personal  Cartridge 
Copying,  Plain  and 
Simple.  An  exclusive 
replaceable  cartridge 
system  makes  Canon  PC 
copiers  virtually  service- 
free.  PC  cartridges  come 
in  six  toner  colors:  black, 
brown,  blue,  red,  green, 
and  light  blue 

The  PC-10  is  simple, 
personal,  and  very 
affordable 

The  PC-20  gives  you 
convenient  automatic 
paper  feeding  Lets  you 
make  up  to  8  copies  a 
minute. 

The  PC-25  reduces, 
enlarges,  and  makes 
legal-size  copies,  too! 
Originals  can  be  any  size 
up  to  10"  x  14" 


Canon  FAX. 

Bring  your  business  up  to 
speed  with  Canon  fac- 
similes. They're  fast,  ver- 
satile, affordable,  and 
compatible. 

The  FAX- 31  offers  fea- 
tures found  on  units 
costing  much  more.  It's 
compatible  with  G2  and 
many  earlier  systems 

The  FAX- 330  and 
FAX-320E  represent  the 
latest  in  digital  technology. 
Both  are  fast,  full-featured, 
and  G3/G2  compatible. 
The  FAX-320E  can  even 
reduce  a.  id  enlarge  your 
originals. 

The  FAX-  510  gives  you 
17second  digital  per- 
formance and  wide  com- 
patibility with  other 
systems  at  an  unexpect- 
edly low  price. 


Canon 

Canon  U.S.A.,  Inc.,  Copier  Products  Division 

One  Canon  Plaza,  Lake  Success.  New  York  11042 


1984  Canon  USA    In 


For  more  information  call  loll  free  1-800-OK  CANON.  Or  write  Canon  U.S.A..  Inc..  PO  Box  5023,  Clifton.  N.J  07015 
Id  like  more  information  about  U  NP-150;  D  NP-155.  D  NP-250  Series.  Q  NP-270  Series.  □  NP-350  Series.  □  NP400  Series, 
D  NP-500  AF,  n  PC-10/20/25.  G  FAX-31.  D  FAX-300  Series.  D  FAX- 510 
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How  General  Electric  Credit 
Corporation  gave  a  19th  century  church 

a  new  lease  on  life 


And  two  other  examples  of  faith  and  financing  that  have  made 
GE  Credit  number  one  in  diversified  finance  services 


1. 


Madison  Avenue  church 

gets  new  lease  on  life 

in  Hartford  from  GE  Credit 

ASRTONABLE  CHURCHGOERS  in  Man- 
lattan  at  the  end  of  the  last  century 
•rayed  in  the  beautiful  house  of  wor- 
hip  on  Madison  Avenue  that  the 
lders  had  wisely  engaged  Stanford 
Vhite  to  design  before  his  untimely 
lemise. 

Demise,  however,  soon  struck  the 
ihurch,  and  it  was  torn  down  to 
nake  way  for  a  larger  building. 

But  wisdom  prevailed.  Another 
irchitect  saved  the  church's  granite 
:olumns  and  terra  cotta  bricks  and 
eassembled  them  in  1920  into  the 
lew  home  of  the  Hartford  Times. 

The  paper  closed  63  years  later 
ind  it  appeared  the  building  was  fi- 
lally  doomed.  But  this  time,  Charles 
vlunigle,  a  Hartford  builder  and  real 
;state  man,  came  to  its  rescue. 

"Everybody  was  concerned  about 
lie  building  but  nobody  could  figure 
>ut  what  to  do  with  it,"  Munigle  re- 
calls. "I  dreamed  of  what  it  could  be." 

Munigle's  Development  Re- 
sources Corporation  turned  to  GE 
Credit  as  a  source  of  permanent  fi- 
nancing to  pay  off  the  acquisition 
ind  construction  loans  incurred  in 
purchasing  and  renovating  the 
building  into  a  commercial  property. 
Why  GE  Credit?  Munigle's  reason: 
'GE  Credit  was  able  to  understand 
aur  needs  better  than  most  institu- 
tional lenders  in  the  country,  and  was 
more  innovative  and  creative." 

Our  financing  included  a  unique 
"bow  tie"  deal.  DRC  pays  a  fixed 
payment  though  the  total  inter- 
est rate  floats  with  prime.  De- 
ferred interest  can  be  repaid  at 
the  loan's  maturity. 
NOTE:  If  you  have  never  heard  of  a 
"bow  tie,"  the  door  is  always  open  at 
GE  Credit  to  talk.  After  all,  we  practi- 
cally wrote  the  book  on  bow  ties— 
and  other  innovations  in  real  estate 
financing. 


2. 


How  GE  Credit  helped 

Power  Systems  make  cold 

cash  out  of  hot  air 

WHEN  GE  CREDIT  first  scouted 
Power  Systems,  the  small  Texas 


FIRST  A  19TH 
CENTURY  CHURCH 
designed  by  Stanford 
White,  later  the  home  of 
the  Hartford  Times,  is  now 
a  fully  rented  office  building 
thanks  to  a  unique  "bow  tie" 
financial  package. 


company  proposed  to  design,  build, 
and  operate  a  plant  that  would  recov- 
er waste  heat  generated  by  a  supplier 
of  calcined  coke.  Calcined  coke  is  a  pe- 
troleum refinery  by-product  essen- 
tial to  the  production  of  aluminum. 

Power  Systems  would  convert  the 
heat  energy  (equivalent  to  some 
2,000  barrels  of  oil  a  day)  into  steam 
and  sell  it  to  a  major  oil  refinery,  a 
large  user  of  steam. 

As  a  bonus,  Power  Systems  would 
generate  enough  electricity  to  run  its 
own  heat  recovery  systems.  Surplus 
would  be  sold  to  a  local  utility. 

If  GE  Credit  had  rated  Power  Sys- 
tems on  the  basis  of  its  credit  worthi- 
ness—the traditional  banking  mea- 
surement— their  balance  sheet  could 
not  have  justified  the  amount  of 
credit  necessary  to  build  the  plant. 

But  GE  Credit's  reputation  has 
not  been  made  within  the  narrow 
halls  of  orthodoxy. 

We  did  more  than  analyze  Power 
Systems'  ability  to  repay  the  loan;  we 
asked  how  well  the  project  would  do 
based  on  its  long-term  contracts. 

Was  their  technology  sound  and 
dependable?  Yes. 

Would  their  pricing  structure 
provide  sufficient  cash  flow  to  cover 
lease  payments,  even  in  light  of  oil 
and  natural  gas  prices?  Yes. 

Would  long-term  demand  for  alu- 
minum survive  the  industry's  cur- 
rent difficulties  due  to  the  worldwide 
recession?  Yes. 

Was  an  acceptable  substitute  for 
calcined  coke  in  the  aluminum  elec- 
trolytic process  likely  to  be  discov- 
ered? No. 

Satisfied,  GE  Credit  created  this 
package: 

1.  A  two-year  $60  million  loan  to 
finance  construction  of  a  plant  for 
Power  Systems. 

2.  Upon  completion,  the  loan,  plus 
accrued  interest,  will  be  capitalized 
and  converted  to  a  10-year  guideline 
lease. 

A  $70  million  package,  in  all,  for  a 
small  company  (at  the  moment)  with 
a  blockbuster  of  an  idea. 

What  more  could  any  lender  ask? 
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Defying  recession, 
GE  Credit  helps  U.S.  Lines 

take  the  plunge  into 
super  container  shipping 

UNITED  STATES  LINES  is  one  of  the 
oldest  U.S.  flag  ocean  carriers.  Its  ori- 
gins date  back  to  1893.  The  company 
having  gotten  out  of  the  passenger 
business  in  1969,  wanted  to  modern- 
ize its  fleet  by  building  container 
ships  so  large  and  efficient  that  each 
one  could  carry  cargo  equivalent  to  a 
20-mile-long  freight  train. 


Consider  the  following  factors,  as 

GE  Credit  did,  for  not  helping  U.S. 

Lines  finance  the  building  of  the 

ships. 
As  with  many  other  industries,  there 
is  a  worldwide  recession  in  ocean 
shipping. 

Large  ships  belonging  to  many 
other  shipping  companies  are  laid 
up,  idling,  rusting,  useless  to  ship- 
pers and  backers. 

The  choice  Asia  route  market  is 
dominated  by  foreign  shipping. 

Bottom  line:  GE  Credit  helped  ar- 
range a  financial  package  when 
many  other  institutions  probably 
would  not  have. 

GE  Credit's  shipping  experts  went 
the  extra  knot  and  scoured  the  sea 
{or  positive  factors. 

As  much  as  two-thirds  of  the  Pa- 
cific basin— and  the  remainder  of  the 
seas  for  that  matter— were  up  for 
grabs  if  the  carrier  was  creative  and 
aggressive.  GE  Credit  believed  U.S. 
Lines  was  both. 

To  begin  with  they  had  an  ex- 
traordinary idea:  their  new  Econ- 
ships,  the  super  container  vessels, 
would  sail  eastward  around  the 
world  in  a  continuous  string.  Each 
ship  would  make  predetermined 
calls  at  12  ports,  calling  at  each  port 
one  week  after  the  last  ship  had 
departed. 

This  would  virtually  eliminate 
the  problem  of  light  freight  back- 
haul. 

We  were  impressed  that  the  com- 
pany had  an  efficient  land  link  be- 
tween its  customers  and  shipping 
ports  worldwide— the  carrier  owns  or 
controls  28,000  containers  and 
12,000  chassis. 

GE  Credit  approved  a  $57  million 
subordinated  loan  for  U.S.  Lines. 

To  find  out  how  we  can  create 
money  for  your  business,  mail  the 
coupon  below  for  our  information 
kit.  Or  call  800-243-2222. 


I    Marketing  Programs  Operation 
General  Electric  Credit  Corp. 
260  Long  Ridge  Road, 
Stamford,  Connecticut  06902 

Please  send  me  your  information  kit  de- 
scribing additional  financial  packages 
and  a  "Guide  Through  the  Leasing  Maze." 


NAME- 


COMPANY- 
ADDRESS- 


CITY- 


STATE- 


General 
Electric 
Credit 

CORPORATION 

F21185  I 

Creating  Money  For  Business 


Forged  Strength 

The  aircraft/aerospace  industries  demand  the  exceptional  strength 

of  forged  parts,  Fansteel  California  Drop  Forge  engineers  titanium 

forgings  to  meet  these  critical  needs. 

From  structural  to  rotating  engine  components,  the  aircraft/aerospace 
industry  depends  on  Fansteel's  advanced  technology  from  lift  off 

to  touch  down. 

Precision  forgings  are  just  one  example  of  Fansteel  expanding  its 
materials  technology  to  meet  the  needs  of  growing  industries. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical;  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


REGAN  AND  BAKER  WILL  FIND  IT  WAS  EASIER  TO  SWITCH 


their  offices  than  to  fill  'em. 

Jim  Baker  will  have  less  of  a  problem  becoming  an 
effective  Secretary  of  the  Treasury.  But,  after  he's  been 
away  from,  recuperated  from,  the  enormous  daily  stresses, 
strains,  pressures  of  being  Chief  of  Staff  to  the  President  of 
the  U.S.,  he'll  find  the  prestige  of  his  Cabinet  post  consid- 
erably less  fulfilling. 

Don  Regan  has  the  capability  to  be  a  forceful  White 


House  Chief  of  Staff.  Whether  he  has  the  temperament  to 
be  genuinely  effective  in  that  post  of  potentially  immense 
power  remains  to  be  seen. 

Talking  frequently  every  day  to  the  President  is  one 
thing.  Talking  daily  with  the  President  is  a  very  different 
thing.  Being  able  to  talk  for  the  President  may  eventually 
be  possible — but  only  after  tempering  in  a  crucible  of  fire 
and  time. 


SPEAKING  OF  THE  PRESIDENCY  AND  THE  PRESIDENT 


it's  taken  the  smart  alecks  of  politics  and  punditry  quite 
a  time  to  realize  that  Ronald  Reagan  doesn't  just  hold 
the  office  but  that  he  fills  it.  He  enjoys  the  job.  He  does 
the  job.  Sure,  he  delegates  authority.  Those  who  have  his 
confidence  have  his  ear.  Those  closely  surrounding  him 
in  the  White  House  can  help,  hinder,  hurt.  But  the 
thrust,  the  tenor,  the  doings  and  the  not-doings  of  the 


Reagan  Administration  are  Ronald  Reagan's. 

The  only  one  who  it  can  truly  be  said  has  real  input, 
real  influence  to  a  degree  probably  unmatched  in  many 
marriages  is  Nancy  Reagan.  And  she's  the  first  to  admit 
even  her  influence  ain't  total. 

The  fact  is,  Ronald  Reagan  is  President  in  fact  as  well 
as  in  title. 


ONLY  STAR  WARS  CAN  STOP  SUPERTERRORISTS 


One  day  not  that  long  away  Qaddafi's  going  to  have  an 
atomic  bomb  and  a  missile  capable  of  delivering  it  over- 
seas. So,  too,  there's  little  doubt  that  such  a  single  atomic- 
shot  capability  will  come  into  the  hands  of  fanatic  terror- 
ists or  fanatic  ayatollah-type  regimes. 

Instead  of  being  confined  merely  to  wiping  out  govern- 
ments (e.g.,  the  Korean  assassinations,  the  Thatcher  effort) 
and  severing  such  Heads  as  Indira  Gandhi  and  trying  to  kill 
the  Pope,  whole  capitals  can  be  held  hostage  to  a  group  or 
an  insane  dictator.  The  likes  of  these  wouldn't  be  deterred 
by  the  threat  of  mutual  destruction.  They'd  love  it,  just  as 
Hitler  would  have.  He  was  so  bitter  at  the  way  the  German 
people  had  "let  him  down"  by  losing  the  war,  he'd  have 
wiped  them  out  for  that  crime,  along  with  himself. 


So  how  do  we  cope  when  that  Day  comes,  as  it  will? 

Only  by  means  of  a  Star  Wars  capability — detecting  a 
madman's  missile  as  it  leaves  its  launching  site  and  shoot- 
ing it  down  before  it  arrives  at  the  target.  That's  not 
"militarizing  the  heavens,"  as  the  recent  Walter  Mondale 
misspoke.  That's  saving  millions  of  human  beings  from  a 
wipeout  by  a  Mad  few. 

It  may  be  infinitely  unlikely  that  the  U.S.  or  the 
U.S.S.R.  can  develop  any  Star  Wars  shield  that  would 
work  if  either  flings  missiles  by  the  hundreds  at  the 
other.  But  both  have  a  very  finite  interest  in  developing  a 
means  of  defense  against  the  weapon  or  two  or  three  that 
will  sooner  or  later  be  in  the  hands  of  such  insane  as 
today's  superterrorists. 
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SUCCEEDING  IN  CORPORATE  AMERICA 

From  a  series  of  taped  interviews  of  Malcolm  S.  Forbes  from  the  This  I  Believe  audiocassette  program.' 


Q:  With  the  variety  of  jobs  you've  taken,  what  would 
you  say  is  your  management  stylel 

MSF:  Lifestyle  is  a  good  phrase  to  cover  what  you  enjoy 
doing.  But,  for  a  style  in  terms  of  structuring  your  profes- 
sional life  .  .  .  it's  a  big  mistake  to  structure  your  life  when 
you  don't  know  what  you  want  to  do.  Keep  rolling  around, 
be  a  rolling  stone  until  you've  decided  where  it  is  you  want 
to  gather  moss.  Keep  at  it,  particularly  when  you're  young, 
until  you  do  know.  It's  a  little  late  at  40,  if  you're  still 
wandering  in  the  desert.  You  might  as  well  decide  you're 
going  to  be  thirsty  and  stay  where  you're  at  and  enjoy  the 
benefits  of  longevity  in  whatever  company  you're  with. 

Q:  One  of  the  things  you've  been  known  for  is  your 
candidness.  A  lot  of  companies '  CEOs  play  it  safe.  They  at 
times  hide  behind  their  public  relations  people.  Would 
you  say  something  about  that} 

MSF:  There  are  two  areas  I'll  touch  on.  The  deepest 
fault  of  a  lot  of  managements  is  wanting  to  be  "safe"  in 
their  business  decisions.  Endless  committee  chattering 
is  more  often  a  subterfuge  than  the  source  of  success. 
Caution  by  management's  fine.  But  hesitating  isn't  al- 
ways leadership.  Any  young  persons  going  into  business 
who  put  security,  caution  foremost  in  their  approach 
aren't  going  to  succeed  in  either  a  big  way  or  on  a 
sustained  basis.  You  can  caution  yourself  out  of  busi- 
ness. Life  and  business  involve  risk. 

Now  corporations  that  hide  behind  PR  .  .  .  the  press  can 
be  pretty  nasty  sometimes  and  unfair  in  our  approaches  to 
management.  We  go  on  the  premise  that  they  should 
answer  our  questions  'cause  we  are  holding  them  to  ac- 
count; we're  reporting  to  their  stockholders.  Well,  we're 
not  running  the  company.  Sometimes  we  all  think  we  are 
and,  fortunately  for  the  stockholders,  we  only  episodically 
get  into  the  act. 

But  a  lot  of  people  who  run  businesses  are  not  good  at 
verbalizing  everything.  They're  damn  good  at  the  micro-  . 
chip  business  or  they're  really  geniuses  at  developing 
sounds  or  at  putting  together  a  lot  of  pieces  that  end  up  as 
quite  a  corporation  that  nobody  else  would  have  seen.  But 
that  fellow  may  be  the  worst  speaker  in  the  world.  And  he 
recognizes  that  weakness  and  takes,  not  refuge,  but  he 
says,  "I'm  not  going  to  be  out  there  answering  questions  at 
a  press  conference  or  answer  the  phone  for  the  fellow  from 
the  Wall  Street  Journal  or  Forbes  who  wants  me  to  make  a 
statement  about,  say,  the  bankruptcy  of  my  biggest  com- 
petitor. I'm  going  to  get  the  PR  man  in  there  so  that  we 
don't  say  something  foolish." 

Sure,  from  our  point  of  view,  it  would  be  wonderful  if 
every  CEO  could  always  pick  up  the  phone  when  we  call. 
One  of  the  strengths  of  Forbes  is  that  we  develop  this  first- 
hand relationship  with  CEOs.  Then  they  will  be  on  the 
phone  to  us.  That  takes  a  lot  of  doing.  But  often  the 
criticism  of  management's  hiding  behind  PR  isn't  valid; 
it's  sensible  for  the  head  of  a  company  who  might  say  the 
wrong  thing.  People  with  business  responsibilities  whose 
words  are  going  to  have  impact  and  reverberate  on  the 
stock  market  ought  to  think  twice.  They  ought  to  have 
time  to  structure  their  thinking  and  their  expressions  and 
their  opinions  in  areas  where  it  just  doesn't  come  naturally 
and  quickly  to  them. 

Q:  How  do  you  really  get  to  know  corporate  heads} 

MSF:  One  thing  that  helps  is  that  the  magazine  is 
important  to  their  company,  because  we're  going  to  be 
writing  about  their  perform...  :e  They're  happy  to  have  an 
opportunity  to  get  to  know  us,  too.  There's  a  rare  case 
where  they're  furious  at  us  ai  d  take  years  to  recover. 


There  was  one  instance  of  a  head  of  this  major  company 
who  had  been  mad  at  my  father  because  the  CEO  had  been 
in  another  company  that  my  father  had  been  critical  of, 
and  he  never  forgot  it  for  28  years.  Well,  now  that  is 
perfectly  natural.  We're  all  human.  You  remember  the 
nasty  remark  you've  overheard  about  you  that  somebody 
said  maybe  ten  years  ago.  And  they've  forgotten  they  said 
it  and  their  opinion  of  you  might  have  changed.  But  we 
hold  hurts,  and  that  is  the  limiting  factor  that  we're  all 
guilty  of.  The  worst  cancer  is  self-sympathy. 

It's  so  easy  to  feel  slighted  if  we're  looking  to  feel 
slighted.  You  can  build  a  case  every  day  with  your  best 
friends,  your  kids,  your  business  associates.  And  it  is 
absolutely  a  destructive  cancer.  And  that  is  why  the  things 
that  make  us  take  a  broader  perspective  of  ourselves  and  be 
more  understanding  of  others  help  our  own  state  of  health. 
It's  recognizing,  "I  can  either  forget  them  or  it  would  be 
fun  to  see  if  I  can  turn  their  opinion  of  me  around."  Face  it 
as  a  challenge.  There  are  50  ways  of  making  something  out 
of  it  other  than  something  corrosive. 

Q:  You  turn  the  whole  situation  around,  you  refuse  to 
accept  the  barbs  when  they  come  through.  Is  that  what 
you  're  saying! 

MSF:  Oh,  they  hurt.  Listen,  they  come  through  all  the 
time  because,  just  as  we  write  about  people  all  the  time,  I 
get  written  about  and  I  have  very  often  been  criticized. 
That's  why  I  can  speak  with  authority.  But  if  you  leave 
them  there  to  fester,  that  isn't  going  to  cure  anything.  So 
you  just  have  to  take  it  in  stride,  and  we  all  have  to 
develop,  and  it's  easier  said  than  done,  but  it's  essential. 

Q:  I  understand  a  CEO  came  up  to  you  some  time  ago 
and  complained  about  your  blowing  the  whistle  on  his 
company.  And  you  said,  "It  was  good  that  we  blew  the 
whistle,  because  now  you  are  able  to  correct  what  needed 
to  be  corrected." 

MSF:  That's  a  more  flattering  version  of  the  facts.  We 
said  that  one  of  our  major  companies  was  becoming  com- 
placent, getting  a  little  fat  around  the  midriff.  They've 
been  so  good  so  long  they're  spoiled.  They  rarely  ever  talk 
to  the  press,  give  interviews.  They  just  are  marketing 
people  and  product  conscious  and  market  conscious.  The 
CEO  at  the  time  (and  still  is)  wouldn't  see  us  for  the 
interview.  But  a  year  after  that  article  appeared  he  called 
up  and  said  he  would  like  to  come  to  lunch  with  us.  It 
turned  out  he  was  bursting  his  buttons  to  come  and  tell  us 
"See,  you  were  wrong.  See  how  well  we've  done?  And  you 
said  we  were  getting  complacent  and  about  to  lose  out." 

I  said,  "Well,  if  we  hadn't  pointed  out  that  you  were 
getting  some  love  handles  on  your  corporate  midriff  there, 
why  maybe  you  wouldn't  have  jacked  up  and  done  as 
well."  I  was  sort  of  covering  up  for  the  fact  that  maybe  we 
had  been  wrong.  The  essential  thrust  is  valid,  that  criti- 
cism in  print  hurts,  sticks.  If  it's  valid,  you  set  about  trying 
to  correct  what  was  wrong.  If  it's  wrong,  you're  looking  for 
the  opportunity  to  state  it  for  the  record,  make  it  clear  the 
conclusion  was  wrong. 

And  so  criticism  is  useful,  even  if  sometimes  it's  wrong. 
People  who  write  plays  and  are  artistic,  they're  pretty 
fragile  and  a  critic's  casual  comment  can  have  a  very 
searing  and  adverse  effect.  But  not  in  the  corporate  world. 
Criticism  exposes  a  weakness  that  enables  the  manage- 
ment to  make  changes  or  the  stockholders  to  bail  out 
before  it's  too  late.  They  can't  ignore  a  criticism  that  is 
rational  and  makes  sense.  They  get  set  about  the  business 
of  correcting  the  error  of  their  ways,  or  they  get  booted. 
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THE  ROCKETTES  ARE  AS  AMERICAN  AS  THE  APPLE  PIE 

that  should  be  placed  on  'he  face  of  the 
Dopey  who  would  stage  a  Walt  Disney 
show  in  Radio  City  without  'em.  The  row 
that's  being  kicked  up  at  the  thought  of  a 
Radio  City  summer  show  without  Rock- 
ettes  should  produce  enough  kicks  in  the 
seats  of  present  Disney  production  heads 
to  change  their  derriery  thinking. 


Martha  Swope 


WEARING  LABELS  OUTSIDE  IS  NO  LONGER  IN 

Isn't  it  reassuring  to  know  that  fewer  people  these  days     has  been  an  astonishing  phenomenon.  Everyone  involved 
are  eager  and  willing  to  be  walking  billboards  for  pricey     looked  like  a  live  price  tag. 
Adorners.  This  business  of  screaming  visually  that  you're 
wearing  Gucci  or  Adidas  or  blasting  everyone  in  sight  with 
Blass  signs  from  morning  until  night,  and  even  through  the 
night  in  shorts  or  PJs,  on  sheets  and  blankets  with  Names, 

THOSE  INTO  ACTING 


never  get  out. 


People  used  to  judge  quality  by  the  cut,  by  details  in  the 
making,  by  durability  and  texture.  Taste  was  visible.  La- 
bels were  not. 

Ain't  it  nice — them  days  are  back  again. 

EX  "NAMES" 

never  quit.  They  enter  Has-Biz. 


BOOKS 

•  Renoir:  His  Life,  Art,  and  Let- 
ters— by  Barbara  Ehrlich  White 
(Harry  N.  Abrams,  $67.50).  Stun- 
ning reproductions  and  extraordi- 
nary scholarship  that  correlates 
beautifully  the  life  and  letters  of 
Impressionism's  most  widely  ap- 
preciated master.  If  you're  into 
Renoir,  here's  your  fill. 


MIKIWUl  All: 
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•  Close  Encounters — by  Mike  Wal- 
lace and  Gary  Paul  Gates  (William 
Morrow  &  Co.,  $17.95).  Don 
Hewitt's  uncanny  ability  to  pick  su- 
per correspondents  is  a  major  reason 
60  Minutes  grips  the  nation's  TV- 
watchers  every  Sunday  evening. 
Greatest  star  in  this  luminous  firma- 
ment is  Mike  Wallace,  and  this  is  his 
story.  It's  bursting  with  fascinating  behind-the-scenes  tales 
of  many  of  the  most  memorably  powerful  Minutes. 

Excerpts:  Wallace  disdained  the  elitist,  cocktail  party 
liberalism  that  flourished  in  Manhattan  and  Georgetown. 
(In  the  fall  of  1971,  when  the  controversy  over  school 
busing  was  at  its  height,  Mike  did  a  60  Minutes  piece  on 
how  some  prominent  Washington  liberals  got  around  this 
problem.  The  report  noted  that  even  such  staunch  advo- 
cates of  compulsory  busing  as  Senators  Edward  Kennedy 
and  George  McGovern  sent  their  kids  to  schools — private 
or  public — where  there  was  no  busing  and  almost  no  racial 
integration  whatsoever.) .  .  .  One  of  the  fundamental 
truths  of  TV  journalism  is  that  once  a  correspondent 
becomes  a  major  star,  his  ego  inflates  to  a  size  surpassed 


only  by  his  extravagant  salary.  Thus,  within  the  domain  of 
60  Minutes,  every  effort  was  made  to  sustain  the  impres- 
sion that  the  three  correspondents  were  full  and  equal 
partners.  When  Rather  joined  60  Minutes  and  new,  spa- 
cious offices  were  constructed  to  accommodate  the  three 
correspondents,  Hewitt  brought  in  tape  measures  and 
other  precision  instruments  to  make  sure  that  the  cages 
that  housed  his  tigers  were  of  identical  size  and  dimension. 


In  Another  Country — by  Susan 
Kenney  (Viking  Penguin,  $13.95). 
The  loss  or  sudden  possible  loss  of 
those  who  fill  one's  life,  such  as  a 
mother  or  a  father  or  a  husband, 
wreaks  emotional  and  material  hav- 
oc. In  this  small  volume  of  interlock- 
ing, short,  wrenching  tales  this  sort  of 
devastation  is  conveyed  in  super-real 
closeups.  Some  critics  find  basic  joy  and  positiveness  in 
this  book.  I  found  it  quite  depressing. 

Excerpts:  Ever  since  my  father  died  suddenly  away  from 
home  when  I  was  twelve,  I  have  felt  that  it  was  my 
responsibility  to  keep  everyone  around  me  safe.  This  has 
meant  saving  them  when  necessary,  at  the  very  least 
hovering  somewhat  officiously,  a  walking  first-aid  man- 
ual, rapid  extricator  and  rehabilitator  of  lost  causes.  Phil 
has  called  this  my  rescuer  complex,  but,  complex  or  not,  I 
can 't  help  believing  deep  down  that  whatever  is  lost  can  be 
recovered,  what  is  broken  can  be  mended,  and  what  is  gone 
replaced;  at  least  it's  worth  a  try.  .  .  .  Dying  young,  my 
father  never  shrunk  to  lifesize  for  me,  and  remains  in  the 
buried  consciousness  of  my  childhood  the  man  who  knew 
everything,  who  always  spoke  the  truth.  .  .  .  We  are  alive 
so  little  and  dead  so  long,  and  even  in  the  memories  of 
those  who  want  to  keep  us  we  fade  away. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Turnabout 

When  courts  permit  libel  lawyers  to 
pry  so  deeply  into  the  news-gathering 
process,  the  press  is  tempted  to  oper- 
ate like  a  fly-by-night  bookie,  keeping 
no  records  that  might  later  embarrass 
it.  This  is  a  clumsy  way  to  do  busi- 
ness. But  it  is  a  lesson  tbe  press  itself 
has  already  taught  public  officials, 
who  find  their  most  confidential 
memos  later  made  public,  and  then 
spread  over  the  front  pages,  under  the 
Freedom  of  Information  Act. 

— Thomas  Griffith,  Time 

Fashion  Fatality 

In  the  past  10  years  it's  been  discov- 
ered that  socialism,  when  put  into 
effect  by  experts,  leads  only  to  exter- 
mination camps.  This  has  been  a  ter- 
rible blow  to  a  very  fashionable  idea. 
—Tom  Wolfe,  GEO 

UNESCO  Fiasco 

The  job  of  the  Director-General  of 
the  United  Nations  Educational,  Sci- 
entific and  Cultural  Organization  is 
to  do  good — and  he  does  right  well. 

Amadou  Mahtar  M'Bow  collects  a 
tax-free  salary  in  excess  of  $180,000, 
lives  rent-free  in  a  posh  apartment, 
has  six  limousines  for  his  official  and 


■  personal  needs  and  spends  one-third 
of  every  year  on  expense-account  trips 
around  the  world. 

M'Bow  has  remodeled  the  top  two 
floors  of  the  modern  headquarters 
into  a  rent-free  penthouse  for  his  fam- 
ily. The  entire  UNESCO  building  is 
heated  or  cooled  after  hours  and  on 
weekends  to  keep  the  Director-Gen- 
eral's apartment  cozy. 

— U.S.  News  a>  World  Report 

Art's  Cap  Caper 

"Send  Secretary  of  Defense  Wein- 
berger in,"  President  Reagan  told  his 
appointment  secretary. 

Two  Marines  carried  Weinberger 
horizontally  into  the  Oval  Office. 

"Why  can't  he  walk?"  the  President 
asked  bis  aide. 

"He  heard  you  wanted  to  talk  to 
him  about  cutting  his  budget,  so  last 
week  he  put  his  feet  in  cement." 

"Have  you  figured  out  yet  where 
you  can  cut  the  defense  budget?" 

"It's  impossible.  We're  down  to  a 
bare-bones  $330  billion.  There  isn't 
an  ounce  of  fat  in  it." 

"What  about  canceling  a  few  of  the 
multibillion-dollar  weapons  systems 
that  don't  work?" 

"We  need  the  weapons  that  don't 
work  as  bargaining  chips  for  the  arms 


"Have  you  noticed!  Labels  are  going  back  inside. ' 


talks,  so  we  don't  have  to  give  up  our 
weapons  that  do  work." 

"Cap,  I  don't  want  to  drop  the  de- 
fense budget  any  more  than  you  do. 
But  Congress  won't  give  us  our  cuts  in 
human  services  if  we  don't  come  up 
with  some  slashes  in  Pentagon  spend- 
ing. We  could  lose  the  MX  missile, 
the  B-l  and  the  Star  Wars  program. 
Tell  me  this.  If  you  won't  go  for  cuts, 
will  you  go  for  a  freeze?" 

"I  can't,  Mr.  President.  Do  you  know 
what  hammers  and  screwdrivers  cost 
these  days  ?  The  most  I  can  agree  to  is  an 
1 1  %  increase  over  last  year." 

The  President  pushed  a  button  and 
the  two  U.S.  Marines  came  in  and 
picked  up  Weinberger  to  carry  him  out. 

"I'd  see  you  to  the  door,  Cap,  but  I've 

got  my  feet  in  cement  on  raising  taxes. " 

— Art  Buchwald,  New  York  Post 


Ninety  percent  of  this  game 
is  half  mental. 

— Togi  Berra 


Oddballs  Wanted 

"Societies  that  encourage  deviant 
behavior  will  be  blessed  with  entre- 
preneurship."  Deviant,  Boston  banker 
James  Howell  hastens  to  explain, 
meaning  a  willingness  to  nurture 
nonconformists.  It  is  no  coincidence, 
Mr.  Howell  says,  that  85%  of  the  ven- 
ture capital  firms  that  started  in  the 
1970s  were  in  California,  Texas  and 
Massachusetts,  states  with  a  toler- 
ance for  mavericks  and  oddballs. 

— Eugene  Carlson, 
Wall  Street  Journal 

Worst  Enemy 

If  an  unfriendly  foreign  power  had 
attempted  to  impose  on  America  the 
mediocre  educational  performance 
that  exists  today,  we  might  well  have 
viewed  it  as  an  act  of  war. 

— National  Commission  on 
Excellence  in  Education,  Life 

Brother  Bother 

Bernard  Kalb,  who  will  soon  be  As- 
sistant Secretary  of  State  for  Public 
Affairs  and  State  Department  spokes- 
man, was  asked  how  his  new  post 
would  affect  his  relations  with  his 
brother,  Marvin,  senior  diplomatic 
correspondent  for  NBC  News.  He 
paused,  then  replied:  "Folks,  I've  de- 
cided to  put  Marvin  into  a  blind  trust. " 
— William  E.  Farrell  and 
Warren  Weaver  Jr.,  New  York  Times 
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you  have  aliuays  ouuned  a  Cadillac. 


The  Cadillac  name  and  the  quality  inherent  in  it.  The  classic  Cadillac 

look  and  appeal.  The  renowned  Cadillac  room  and  comfort.  There's 

no  mistaking  the  Fleetwood  Brougham-from  the  standard  vinyl  roof  outside, 

to  the  elegant  touch  of  special  seat  trim  design  inside.  And  the  choice  of  a 

Fleetwood  Brougham  Sedan  or  Coupe.  Plus  so  much  more  you  have  come 

to  expect.  We  have  not  forgotten  what  the  Fleetwood  Brougham  tradition 

means  to  you.  , 


IB85  Fleetwood  Brougham. 


Best  of  all. ..it's  a  Cadillac. 


len  Shah  Jehan  saw  the  contractor's  bid,  did  he  say 
"Make  the  pool  a  little  smaller"? 


Cutting  corners  is  unthinkable  when  creating  a 

masterpiece.  This  is  a  principle  we  keep  in  mind  during  the  twelve 

long  years  it  takes  to  create  Johnnie  Walker  Black  Label. 

It  has  every  right  to  be  expensive. 


I     Johnnie  Walker 
Black  Label  Scotch 

YEARS  v-'i  «V  OLD 


ifi'PBQOF  BOTTLED  IN  SCOTLAND;  IMPORTED  Bt  SOMERSET  IMPORTERS  LTD    NY   NY 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


DEFENDING 

Because  of  the  recent  Geneva  talks  between  George 
Shultz  and  Andrei  Gromyko,  certain  Administration  offi- 
cials have  killed  plans  for  a  public  relations  campaign  on  the 
need  for  a  Star  Wars  defense  against  nuclear  missiles.  The 
rationale  is  that  such  a  move  would  offend  the  Russkies, 
thereby  jeopardizing  chances  for  disarmament  agreements. 

The  cancelation  of  this  educational  program  is  short- 
sighted, and  the  President,  who  reiterated  his  support  of 
Star  Wars  in  his  second  Inaugural  Address,  should  over- 
turn this  decision. 

It  is  essential  that  the  American  people — as  well  as  the 
publics  of  Western  Europe — know  the  truth  about  Star 
Wars:  that  it  is  feasible  (see  Forbes,  July  16,  1984,  p.  30); 
that  it  will  enhance  deterrence  by  making  the  possibility 
of  a  first-strike  success  even  more  remote;  that  it  will  be 

WHAT  TO  DO  WITH 

Millions  of  Americans  are  now  deciding  how  to  invest 
their  tax-deductible  contributions  to  Individual  Retire- 
ment Accounts. 

This  writer's  suggestion:  Zero  coupon  bonds,  or  more 
specifically,  U.S.  Treasury-based  zeros,  which  are  avail- 
able through  a  number  of  brokerage  houses. 

Zero  coupon  bonds  pay  no  interest  but  are,  instead, 
issued  at  a  fraction  of  their  face  value — say,  10  cents  on  the 
dollar — and  are  paid  off  in  full  at  maturity.  A  key  virtue  of 
these  debt  instruments  is  that  your  money  compounds 
annually,   without  your  worrying  about  reinvestment. 


STAR  WARS 

essential  in  countering  future  Libyan-like  nuclear  terror- 
ism (see  p.  25). 

Star  Wars  hardly  "militarizes"  space.  Military  surveil- 
lance and  communications  satellites  are  already  in  space. 
Current  nuclear  missiles  are  geared  to  fly  through  space. 

Star  Wars  is  not  some  dangerous,  gratuitous  extension 
of  the  arms  race.  As  Forbes  put  it  several  months  ago, 
"Defense  will  no  more  cause  war  than  burglar  alarms 
cause  burglaries." 

Soviet  propaganda  against  Star  Wars  will  escalate. 
Moscow  believes  that  our  success  here  would  eventually 
undermine  the  political  value  of  its  huge  investment  in 
offensive  nuclear  weapons. 

We  would  be  foolish  and  reckless  to  let  the  Kremlin 
win  by  default  this  critical  battle  for  public  opinion. 

YOUR  IRA  MONEY 

With  a  normal  bond,  there  is  no  guarantee  that  the  interest 
you  receive  can  be  reinvested  at  high  rates.  Treasury-based 
zeros  now  yield  around  11%.  That  means  your  money 
doubles  every  6V2  years.  A  $2,000  zero  would  be  worth 
more  than  $25,000  in  25  years. 

Moreover,  you  don't  have  to  worry  about  safety  with 
zeros  based  on  Treasury  bonds  or  notes.  Uncle  Sam  is  not 
going  to  default.  He  can  print  or  borrow  money  to  cover 
any  shortfall. 

How  many  investments  guarantee  you  such  a  lucrative 
and  safe  return? 


A  CHRISTMAS  FAUX  PAS 


The  saying  that  a  little  knowledge  can  be  more  harmful 
than  none  was  brought  home  to  this  writer  at  a  holiday 
dinner  party  given  by  a  treasured,  longtime  friend  and  her 
new  husband,  who  hails  from  England  and  who  had  been  a 
major  figure  in  that  country's  politics  some  years  back. 

Over  brandy  and  cigars,  the  bridegroom's  son  observed 
that  one  of  Mrs.  Thatcher's  advantages  was  that  she  was 
a  woman:  She  could  deal  more  effectively  with  her 
Cabinet  colleagues  because  she  was  not  tied  to  them 
either  by  club  or  school. 


A  notable  exception  immediately  popped  into  my  mind. 
I  remembered  that  more  than  20  years  ago,  the  then  Prime 
Minister,  Harold  Macmillan,  without  warning  abruptly 
fired  a  significant  portion  of  his  Cabinet.  The  press  dubbed 
it  "The  Night  of  the  Long  Knives."  "The  old  ties  didn't 
save  them,"  I  remarked,  hoping  that  the  son  would  be 
impressed  by  my  knowledge  of  English  politics. 

"Did  you  know  that  one  of  those  ministers  was  my 
father?"  he  asked.  Thoroughly  abashed,  I  could  only  mum- 
ble that  I  had  not. 
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Direction 

•  The  tine  or  course  along  which  something  is 
moving;  e.g.,  a  company  approaching  $10  bil- 
lion in  sales,  a  leader  in  growth  markets, 
zeroed  in  on  the  future. 

•  A  governing  or  motivating  process;  aware 
management  guiding  highly  resourceful  and 
diverse  businesses. 

•  A  channel  or  course  of  action,  like  record 
performance  nine  straight  years. 


Rockwell  International  is  moving  fast 
and  smart  into  the  decade  ahead.  We're 
leading  the  way  with  high  technology  applied 
across  four  diverse  business  areas. 

To  keep  us  moving  in  the  right  direction,  we've  spent 
$2.2  billion  for  capital  expenditures  over  the  last  five  years. 
And  we're  continuing  the  pace  for  '85.  To  learn  more 
about  us,  write:  Rockwell  International, 
Department  815R-66,  600  Grant  Street, 
Pittsburgh,  PA  15219. 


* 


Rockwell  International 

...where  science  gets  down  to  business 

Aerospace/Electronics 
Automotive/General  Industries 


Edited  by  Howard  Banks 


What's  Ahead  for  Business 


Hitting  a  plateau, 
at  last 


There  will  be  changes 
in  "the  package" 


A  matter 
of  greater  choice 


BEYOND  THE  FRINGES 

A  shudder  went  through  corporate  America  in  the  mid-Seventies 
when  General  Motors  let  it  be  known  that  it  was  spending  more  on 
Blue  Cross/Blue  Shield  for  employees  than  it  was  paying  U.S.  Steel  for 
steel  to  make  cars.  That  story  emerged  as  the  national  rise  in  the  cost 
of  all  employee  benefits  was  peaking.  The  upward  rush  is  now  easing. 

A  study  by  consultants  Hewitt  Associates  predicts  that,  between  1984 
and  1994,  employer-paid  benefits  as  a  percentage  of  total  compensa- 
tion will  rise  by  only  two  points  (21%,  up  from  19%).  Employee 
contributions  will  rise  to  13%  of  total  compensation,  from  11%. 

That's  a  sharp  slowdown  from  the  0.8%  to  0.9%  annual  rate  at  which 
combined  employer  and  employee  contributions  were  rising  on  aver- 
age between  1960  and  1980. 

For  employers,  the  share  of  total  benefit  costs  for  pensions  is 
expected  to  decline  by  1994,  from  9%  to  7%. 

Even  employers'  medical  costs  as  a  proportion  of  the  total  have  eased. 
Some  costs  have  been  shifted  to  employees,  through  deductibles  and 
co-insurance  payments.  Better  management  is  also  helping. 

The  big  growth  items  will  be  what  are  called  capital  accumulators, 
things  like  thrift  plans,  which  Hewitt  Associates  expects  to  double 
from  3%  to  6%  of  employers'  share  of  total  compensation. 

These  changes  to  benefits  packages  also  reflect  shifts  in  the  labor  force. 

The  classic  package  (pension,  medical,  death  benefit)  suited  times 
when  father  worked  and  mother  stayed  home  with  the  kids.  That 
stereotype  is  now  just  15%  of  the  labor  force,  and  two-income  families 
do  not  need  two  medical  packages. 

The  prospect  is  for  more  of  what  the  Employee  Benefit  Research 
Institute  calls  a  cafeteria  package — a  plan  with  a  menu.  The  employer 
provides  money.  The  employee  gets  to  pick  how  much  goes  to  provide 
which  benefit  and,  within  limits,  can  change  the  mix  each  year. 

It's  not  an  unmixed  blessing  for  employees.  Instead  of  guaranteed 
benefits,  where  the  employer  bears  the  risk  of  covering  high  inflation 
or  poor  investments,  the  employer  guarantees  a  fixed  dollar  contribu- 
tion. The  menu  plans  are  also  "use  or  lose."  Unspent  money  in  an 
employee's  medical  fund  at  year's  end,  for  instance,  is  lost. 

The  IRS  tried  to  stop  earlier  versions  of  these  plans  but  was  overruled 
last  year  by  Congress.  Over  300  schemes,  old  and  new,  are  expected  to 
be  operating  by  the  end  of  this  year. 

Fringes  are  easy  targets,  as  being  too  generous.  Granted,  some 
schemes,  especially  pensions,  are  still  of  Victorian  meanness,  but  the 
attackers  now  have  a  better  case.  A  survey  of  250  major  corporations 
by  Hewitt  Associates  shows  that  vested  employees  often  retire  with 
pensions  yielding  70%,  sometimes  80%,  of  final  average  pay.  Add  in 
Social  Security  and  a  typical  thrift  plan,  and  the  resulting  retirement 
income  easily  comes  to  more  than  an  employee's  final  pay,  against  the 
70%  to  80%  of  final  pay  needed  to  maintain  living  standards. 
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The  Forbes  Index 


Forbes  Index 


180 


12-month  close-np 


100 


T~ T 


'70 


72 


73 


'75 


76 


'77 


•78 


79        '80 


■SI 


'82       '83 


'84 


■S5 


I      I      I      I      I 
I      F    M     A    M 


I      I      A    S 


I      I      I 
O    N    D 


Cracks  in  the  ice.  With  a  0.2%  rise  in  the  latest  reporting 
period,  the  Forbes  Index  once  again  signaled  that  the  cool- 
down  in  the  economy  may  be  moderating.  Industrial 
production  managed  a  0.6%  increase  over  the  previous 
month.  Consumer  installment  credit  rose  1.8%  over  the 
previous  month.  The  credit  figure,  however,  now  stands 
some  20.6%  higher  than  it  did  one  year  previously,  while 


the  latest  figures  on  personal  income  show  a  1%  month- 
to-month  rise  and  only  a  7.9%  increase  over  the  level  of  12 
months  earlier.  After  tightening  their  belts  during  the  last 
recession,  consumers  are  once  again  willing  to  take  on 
more  debt.  However,  consumers'  indebtedness  cannot 
continue  to  rise  faster  than  their  incomes  indefinitely,  so 
the  upward  trek  of  the  Forbes  Index  could  soon  end. 


The  Forbes  Index  Components 


The  FORBES  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders'  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data  The  last  13  months'  data 
for  each  series  is  presented  at  right. 
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n  Software  Notes 


News  for  the  business  professional  and  manager 


Dow  Corning  is  an  international  company  based  in  Midland,  Michigan.  By  1986,  80%  of  its  employees  will  have  terminals 
on  their  desks  and  the  ability,  using  IBM's  Query  Management  Facility,  to  access  a  corporate  data  base. 

How  Dow  Corning  Turns 
Non-Users  into  End  Users 


Dow  Corning  is  a  company 
committed  to  letting  its  employees 
help  themselves  to  the  data  they 
need  from  the  company's  computer. 

"We  believe  that  'end-user  com- 
puting' will  improve  the  way  work 
is  performed  and  increase  our 
productivity,"  says  Russ  Davis, 
manager  of  information  systems. 
"And  that's  why  we  chose  QMF." 

QMF— Query  Management 
Facility — is  IBM's  interactive  query 
and  report-writing  program.  It 
allows  people  with  little  or  no  com- 
puter experience  to  query  a  data 
base  in  an  easy,  fill-in-the-blank 
format.  And,  it's  excellent  for  ad 
hoc  information  requests  and 
"what  if'  analysis. 

Dow  Corning  has  devoted  a  large 


IBM  3083  mainframe  computer 
solely  to  end  users.  It  currently 
supports  nearly  600  terminals,  and 
Davis  projects  that  by  1986, 80% 
of  the  company's  employees,  from 
secretaries  to  executives,  will  have 
workstations  on  their  desks. 


"We  wanted  to  provide  three  key 
functions  for  our  employees,"  says 
Howard  Nott,  manager  of  end-user 
computing  at  Dow  Corning.  "For  a 
computer  to  be  useful,  you  must 
be  able  to  acquire  or  create  data,  to 
analyze  it  and  then  (continued) 


TO  THE  READER 

It  seems  as  though  everyone's  talking  about  software.  Whether 
you're  a  first-time  computer  user  or  are  an  old  pro,  whether  you  run 
your  own  business  or  work  for  a  corporation,  the  issue  is  still  the 
same:  Which  software  will  work  best  for  your  business  needs? 

Software  Notes  will  bring  you  news  of  IBM  offerings  that  help  make 
business  professionals  and  managers  more  effective  and  productive. 
It  will  feature  articles  on  new  products  and  share  examples  of  how 
people  use  IBM  software.  We  hope  it  gives  you  new  perspectives. 


TIF  Tackles  Production 
At  Pratt  &  Whitney  Plants 


What  happens  when  you  take 
a  worker  with  15  years  of  valu- 
able factory  floor  experience  and 
give  him  or  her  the  power  of  a 
computer? 

"You  see  an  employee  who  can 
solve  information  problems  right  at 
a  workstation,"  says  Art  Simonian, 
Pratt  &  Whitney  director  of  infor- 
mation systems. 

Pratt  &  Whitney  management 
chose  IBM's  software  The  Informa- 
tion Facility  (TIF)  in  order  to  give 
factory  employees  the  ability  to 
make  critical  and  timely  decisions 
using  the  information  in  the  com- 
pany's data  bases. 

TIF  allows  people  to  develop 
quickly  and  in  plain  English  the 
applications  they  need.  Even  first- 
time  users  can  retrieve,  update, 
manage  and  analyze  information. 
They  can  generate  reports  and 
graphs.  And,  as  their  experience 
and  knowledge  expand,  so  can 
their  use  of  TIF. 

"The  beauty  of  TIF  is  that  the 


user  is  the  programmer,"  says 
Steve  Melvin,  division  president  of 
Pratt  &  Whitney.  "So  if  a  parts 
planner  needs  information,  he  or 
she  can  design  an  application  im- 
mediately. This  not  only  keeps  our 
factory  functioning  efficiently,  but 
it  also  frees  our  information  ser- 
vices department  to  concentrate  on 
data  base  management  and  factory 
automation  programs." 

As  production  control  manager, 
Jon  McGee  is  responsible  for 
scheduling  at  the  East  Hartford, 
Ct.,  plant.  "We've  got  4,000  em- 
ployees working  with  4,400  differ- 
ent parts  on  4  million  pieces  of 
work  in  progress — so  the  logistics 
are  staggering,"  he  says  calmly.  "I 
use  TIF  to  seek  out  production 
bottlenecks,  to  coordinate  machine 
and  parts  availability,  and  to  ana- 
lyze workloads  and  productivity. 

"TIF  lets  me  be  creative  as  a 
manager.  I  can  get  the  information 
I  need  fast  and  make  the  right 
decisions  fast.  I  like  that."  ■ 


Pratt  &  Whitney  is  a  leading  manufacturer  of  gas  turbine  engines.  IBM's  The 
Information  Facility  helps  managers  at  six  plants  stay  on  top  of  production. 


Productivity 

And  the 

Personal  Computer 

A  powerful  new  software  family 
that  offers  a  range  of  productivity 
functions  has  been  developed  by 
IBM  for  business  users  of  most  IBM 
Personal  Computers.  Programs  in 
the  IBM  Personal  Decision  Series 
can  be  run  independently  on  PCs 
or  can  be  integrated  with  IBM  host 
systems,  making  them  ideal  for 
small  and  medium-sized  firms  or 
departments  of  larger  companies. 

The  series  consists  of  individual 
programs  that  allow  you  to  access 
and  manage  information  from  a 
wide  variety  of  sources.  You  start 
with  "Data  Edition,"  the  data  base 
manager.  Programs  to  create  spread- 
sheets, financial  models,  reports 
and  graphs  can  be  added  one  at  a 
time  or  together.  A  word  processing 
program  makes  it  possible  to  inte- 
grate text  with  information  from 
other  programs  in  the  series. 

The  IBM  Personal  Decision 
Series  Host  Attachment  Products 
make  it  easy  to  run  procedures  and 
exchange  data  between  multiple 
PCs  and  IBM  host  systems.  ■ 

The  Computer 
Connection 

IBM  has  announced  a  new  soft- 
ware program,  Info  Center/1. 

Info  Center/1  is  a  decision  sup- 
port tool  with  capabilities  includ- 
ing data  inquiry  and  analysis, 
report  formatting,  data  entry  and 
validation,  and  graphics.  It  also 
offers  a  broad  range  of  business 
and  financial  functions  with  up  to 
60  modeling  routines  for  making 
projections  and  long-range  plans. 

Info  Center/1  combines  and 
enhances  three  very  popular 
IBM  products:  A  Departmental 
Report  System  (ADBS),  A  Program- 
ming Language/Data  Interface 
(APL/DI)  and  Financial  Planning 
System  (FPS). 

Info  Center/1  operates  on  prop- 
erly configured  IBM  4300,  308X 
and  303X  series  computers.  ■ 


Dow  Corning  (continued) 


to  communicate  your  findings  to 
someone.  QMF  helps  us  do  ail  this." 

Nott  continues,  "I'm  convinced 
that  the  key  to  implementing  suc- 
cessful end-user  computing  is  the 
software.  It's  important  for  our 
employees  to  be  able  to  get  the 
information  they  need  easily,  other- 
wise they'll  tune  out." 

He  concludes  by  saying  that 
QMF  had  appeal  for  Dow  Corning 
because,  "It's  very  friendly  and 
uses  relational  data  base  technol- 
ogy, which  fits  in  with  our  plans  for 
long-term  growth." 

QMF  is  just  part  of  Dow  Com- 
ing's end-user  computing  pro- 
gram. The  company  plans  to  offer 
its  employees  a  full  menu  of  com- 
puter capabilities  such  as  graphics, 
word  processing,  electronic  spread- 
sheets, statistical  analysis  and, 
ultimately,  access  to  the  company's 
entire  computing  network.  ■ 

Dow  Corning  develops  and  manu- 
factures silicones,  related  specialty 
chemical  materials  and  health  care 
products.  This  engineer  used  QMF  to 
help  him  build  a  model  of  a  chemical 
process  plant. 


Windows  on  Your  World 


There's  been  a  lot  of  talk  recently 
about  "windowing."  What  exactly 
is  it,  and  do  you  have  a  need  for  it? 

Quite  simply,  windowing  is  the 
ability  of  a  computer — like  the  IBM 
3270  PC— to  display  information 
from  different  data  bases  at  once 
on  a  single  terminal  screen. 

Special  software  is  what  allows 
the  3270  PC's  color  screen  to  be 
divided  into  multiple  "windows." 
So  now  your  computer  can  work 
the  same  way  you  do.  After  all,  you 
don't  always  work  from  just  one 
source  of  information. 

Here's  an  example.  Let's  say 
you  have  to  write  a  sales  report  for 
your  management.  On  your  desk 
you  would  be  shuffling  through  the 
various  piles  of  paper  you  have 
retrieved  from  your  files:  the  sales 
figures  from  last  year,  the  sales 
figures  for  this  year,  a  month-by- 
month  report,  a  region  report  and 
some  projections  for  next  year 


from  your  research  department. 
Along  with  all  this  would  be  a  note- 
pad on  which  you  would  jot  down 
your  notes  and  a  calculator  to 
make  your  calculations. 

Now  imagine  this.  With  the 
IBM  3270  PC  you  could  fill  as  many 
as  four  windows  with  information 
from  your  company's  host  com- 
puter, and  still  have  room  to  dis- 
play an  electronic  notepad  and 
personal  computer  functions. 

In  short,  you'd  have  all  the  infor- 
mation you  need,  right  in  front 
of  you. 

All  the  windows  can  be  moved 
around  and  can  be  made  bigger 
or  smaller. 

There  are  many  ways  the  IBM 
3270  PC  can  help  you  be  more 
productive  and  make  faster  decis- 
ions fast.  When  you  have  a  lot  of 
details  to  consider,  the  3270  PC's 
windowing  capabilities  can  help 
you  see  things  a  little  more  clearly.  ■ 


To  receive  literature  about  the 
products  in  this  newsletter  call 
1 800 IBM-2468,  Ext.  7/KN, 
or  send  in  the  coupon  below. 
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Forbes 


Is  South  Korea  really  "a  second  Japan'?  U.S.  businessmen  and 
policymakers  who  think  that  do  so  at  Korea  %  and  our  own,  peril. 


The  fragile  miracle 
on  the  Han 


By  Lawrence  Minard 


T 


HE    IMPENDING    RETURN 

to  Seoul,  from  self-im- 
posed exile  in  the  U.S.,  of 
Kim  Dae  Jung,  one  of  South 
Korea's  better-known  political 
dissidents,  will  prompt  head- 
lines for  himself  and  fresh  in- 
terest in  his  country.  Kim  Dae 
Jung  is  scheduled  to  arrive  at 
Kimpo  International  Airport 
on  Feb.  8.  Korea's  rulers  con- 
sider him  a  revolutionary  and 
will  probably  arrest  him.  Par- 
allels will  then  be  drawn,  in- 
evitably but  absurdly,  with  the 
Philippines,  whose  leading 
dissident,  Benigno  Aquino, 
was  assassinated  when  he  re- 
turned in  1983.  For  all  its  con- 
siderable imperfections  as  a 
democratic  state,  South  Korea 
is  not  the  Philippines.  Less  ab- 
surdly but  no  more  helpfully, 
Korea  will  inevitably  be  la- 
beled "a  second  Japan."  The 
ambitious  Koreans  may  aspire 
to  that  level  of  development, 
but  they  have  a  long  and  diffi- 
cult march  ahead.  U.S.  policy- 
makers and  businessmen  alike 
had  better  be  clear  on  these 
points  and  on  others  as  well. 

By  dint  of  hard  work  and 
self-sacrifice  unimaginable  to 
most  late-20th-century  West- 
erners, the  41  million  South 


South  Korea's  President  Chun  Doo  Hwan  (center) 
and  Japan 's  Emperor  Hirohito  ( right ) 
Separated  by  more  than  centuries  of  antagonism 
and  the  Korea  Strait. 


Koreans  have  bootstrapped 
themselves  from  heartrending 
poverty  in  the  1950s  to  a  level 
of  development  just  below 
that  of  the  world's  most  devel- 
oped countries.  They  face,  in 
North  Korea,  a  violence-prone 
Marxist  government  backed 
by  Moscow  and  Peking  and  led 
by  xenophobic  Kim  Il-Sung, 
72,  and  his  son  and  anointed 
successor,  Kim  Jong  II.  For  pro- 
tection against  the  Kims, 
South  Koreans  spend  6%  of 
their  gross  national  product  on 
defense.  That  expenditure  will 
be  nearly  $5  billion  this  year. 
(Japan  spends  1%  of  GNP.) 
Yet,  in  an  area  barely  the  size 
of  New  York  State,  with  no 
natural  resources  to  speak  of, 
South  Korea's  per  capita  in- 
come has  climbed  from  $103 
in  1964  to  an  estimated  $1,963 
last  year.  That's  not  far  behind 
Taiwan's  impressive  $2,750, 
and  it  makes  a  mockery  of  de- 
velopment in  North  Korea, 
where  per  capita  income  is  be- 
lieved to  be  about  $800.  When 
Korea  hosts  the  next  Olympic 
games,  in  1988 — the  year  its 
authoritarian  leader,  General 
Chun  Doo  Hwan,  has  prom- 
ised to  step  down — per  capita 
GNP  is  projected  to  exceed 
$2,820. 
Seoul,  not  surprisingly,  has 
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become  a  teeming  metropolis  of  9 
million,  up  from  7  million  in  1975, 
that  now  sprawls  along  both  banks  of 
the  Han.  Real  estate  speculation  is 
rife,  and  the  city's  skyline  is  crowded 
with  scores  of  newly  built  high-rise 
office  buildings.  When  the  construc- 
tion dust  settles  in  a  few  years,  Seoul 
will  emerge  as  a  true  world  capital. 

Unless  something  goes  wrong.  The 
country's  growth  is  hostage  to  inter- 
est rates  and  trade.  Last  year  Korea's 
total  merchandise  trade  came  to  80% 
of  its  GNP.  Compare  that  with  23% 
for  Japan.  Overall,  Korea  runs  a  trade 
deficit,  but  some  of  its  exports  are 
getting  it  in  hot  water  with  its  trading 
partners,  even  the  U.S.  Last  year  U.S. 
government  agencies  imposed  tough 
sanctions  against  Korean  steel,  Kore- 
an color-TV  sets,  even  Korean  cook- 
ware.  Korean  pianos  and  videocas- 
sette  recorders  may  be  next. 

To  judge  from  the  actual  trade  fig- 
ures, however,  such  sanctions  smell 
of  overkill.  Korea's  merchandise  trade 
surplus  against  the  U.S.  last  year  hit 
$3.5  billion.  Japan's  trade  surplus 
with  the  U.S.  last  year:  $35  billion. 
Adjusted  for  differences  in  population 
size,  Korea's  surplus  was  less  than 
one-third  the  Japanese  level  and  one- 
sixth  Taiwan's  per  capita  surplus  (see 
Forbes,  May  7,  1984).  If  you  factor  in 
the  debt  service  payments  to  U.S. 
banks  holding  a  major  chunk  of  Ko- 
rea's staggering  $43  billion  in  foreign 
debt,  the  little  peninsular  country  last 
year  probably  ran  a  slight  current  ac- 
count deficit  against  the  U.S. 

So  the  "second-Japan"  label,  while 
not  exactly  wrong,  obscures  more 
about  Korea  than  it  reveals.  At  a  deep- 
seated  psychological  level,  it  irks  a 
nation  that  for  a  thousand  years  has 
battled  Japanese  pirates  and  coloniz- 
ers from  only  125  miles  away  across 
the  Korea  Strait.  Many  Koreans  re- 
member firsthand  the  35  years  of  hu- 
miliating Japanese  rule  that  kept  Ko- 
rea out  of  the  economic  mainstream. 
Officially,  Japan's  suzerainty  ended 
on  Sept.  2,  1945.  But  Korean  business- 
men claim  that  the  Japanese  still  erect 
visible  and  invisible  barriers  against 
Korean  exports  and  transfer  technolo- 
gy to  the  Koreans  only  on  the  most 
onerous  terms.  Korea  ran  a  trade  defi- 
cit against  Japan  again  last  year.  "The 
Japanese,  historically  and  today,  are 
mercantilists  who  understand  the  val- 
ue only  of  exports,"  says  one  of  Ko- 
rea's most  influential  ministers,  who 
negotiates  economic  issues  with  the 
Japanese  and  who  asks  to  remain 
nameless. 

More  immediately,  the  second-Ja- 
pan idea  obscures  how  very  fragile  the 
Korean  economic  miracle  is.  It  nearly 
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Bustling  Seoul,  an  emerging  world  capital 


Hyundai's  L'/san  car  plant 
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Daewoo's  Okpo  shipyard 
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shattered  in  1979.  Then,  a  corrupt  in- 
dustrial structure  built  on  political 
favors  overheated.  Inflation  rose 
above  30%  by  1 980,  Korean  exporters 
began  losing  their  international  com- 
petitiveness, and  export  volume  fell. 
Economic  distress  quickly  led  to  po- 
litical unrest  and,  ultimately,  to  the 
assassination  of  President  Park 
Chung  Hee.  "I  don't  want  to  say  that 
President  Park  was  assassinated  only 
because  of  economic  problems,"  says 
Kim  Kihwan,  one  of  the  country's 
most  brilliant  technocrats  and  today  a 
vice  minister  at  Korea's  powerful  Eco- 
nomic Planning  Board  (EPB).  "But  you 
cannot  rule  out  the  role  the  economy 
played  in  ending  his  tenure. 

"President  Chun,"  Kim  Kihwan 
adds,  speaking  of  Chun  Doo  Hwan, 
Park's  successor,  "did  two  things:  He 
brought  inflation  under  control  [2.5% 
last  year],  and  he  brought  resource 
allocation  under  the  control  of  the 
market." 

The  results  are  impressive.  After 
contracting  by  5.2%  in  1980,  Korea's 
GNP  grew  at  5.6%  in  1982  and  9.5% 
in  1983.  Fighting  inflation  and  cutting 
trade  deficits  have  become  the  new 
priorities,  and  last  year  the  govern- 
ment tightened  up.  Even  so,  growth 
was  still  over  7%  in  1984. 

In  what  sense,  then,  is  the  economy 
fragile?  It  suffers  from  several  struc- 
tural imbalances  that  could  under- 
mine Chun's  progress,  especially  if 
protectionism  grows  in  Europe  and 
the  U.S. 

The  most  fundamental  problem 
facing  the  Koreans  is  demographic — a 
baby  boom  that  began  nearly  a  decade 
after  the  booms  in  Europe,  Japan  and 
the  U.S.  The  numbers  are  staggering. 
For  the  next  several  years  Korea's  la- 
bor force,  now  15  million,  will  grow 
by  about  3.5%  annually.  That  trans- 
lates into  more  than  500,000  new  jobs 
the  economy  must  provide  every  year. 
To  put  the  task  in  context,  the  U.S. 
economy,  whose  GNP  is  43  times  Ko- 
rea's and  is  the  world's  champion  job- 
maker,  has  created  an  average  of  2 
million  jobs  annually  since  1975. 

Equally  important,  Korea  needs 
quality  jobs.  Korea's  universities  are 
now  graduating  over  100,000  students 
a  year.  As  one  leading  businessman, 
Wee  Sang-sik,  tells  Forbes,  they  don't 
want  to  make  shoes  or  wigs  for  $125 
per  month.  If  the  economy  cannot 
meet  their  expectations,  student  riots 
of  the  kind  that  brought  down  the 
Syngman  Rhee  regime  in  1960 — and 
forced  Chun  Doo  Hwan  to  brutally 
suppress  the  population  of  Kwangju 
in  the  spring  of  1980 — are  a  distinct 
possibility. 

Far  more  than  Japan  or  Taiwan,  Ko- 


rea is  a  dual  economy.  The  upper  stra- 
tum, highly  visible,  is  its  handful  of 
behemoth  conglomerates,  or  chaebol. 
Thanks  to  all  those  foreign  loans  and 
their  privileged  position  under  Presi- 
dent Park  Chung  Hee,  the  chaebol  accu- 
mulated vast  sums  of  capital  and  in- 
vested it  in  state-of-the-art  heavy  in- 
dustry. South  Korea  is  generally  agreed 
to  be  the  world's  most  efficient  produc- 
er of  steel,  ships  and  many  consumer 
electronics  products.  It's  also  a  formi- 
dable competitor  in  petrochemicals, 
heavy  equipment  and  international 
construction.  The  five  largest  chaebol 
(in  descending  order  of  sales:  Hyundai, 
Lucky  Group,  Samsung,  Sunkyong 
Ltd.  and  Daewoo  Corp.)  accounted  for 
23%  of  industrial  production  in  1982 
and  had  gross  revenues  of  $32  billion  in 
1983.  The  entire  country's  GNP,  by 


Dissident  Kim  Dae  Jung  in  Virginia 
A  faltering  economy  and.  frustrated 
expectations  could  help  him  unite 
students,  workers,  middle  class 

contrast,  was  $79  billion. 

The  chaebol  are  now  moving  Korea 
into  computers,  semiconductors,  bio- 
technology and,  most  recently,  cars 
(see  Forbes,  Dec.  3,  1984).  The  crea- 
tures of  President  Park — who  gave  in- 
dustrialists carte  blanche  to  borrow, 
often  at  negative  interest  rates — the 
chaebol  are  run  and  controlled  by 
their  founding  families,  whose  per- 
sonal fortunes  remind  one  of  the 
Rockefellers,  Mellons  and  Morgans  at 
the  turn  of  the  century.  They  are  lev- 
eraged to  the  hilt.  According  to  Fi- 
nance Minister  Kim  Mahn-je,  chaebol 
debt-to-equity  ratios  of  8-to-l  and 
more  are  not  uncommon.  Along  with 
OPEC,  it  was  the  chaebol's  credit-fi- 


nanced growth  that  ignited  Korea's 
inflationary  spiral  in  the  mid- Seven- 
ties and  nearly  extinguished  the  eco- 
nomic miracle  in  1979. 

The  chaebol's  industrial  might 
masks  a  substratum  of  very  weak 
small  and  medium-size  companies 
that  are  starved  for  capital  and  are 
technologically  backward.  Such  firms 
form  the  backbone  of  Japan's  and 
Taiwan's  economies.  But,  according 
to  figures  provided  to  Forbes  by  Suh 
Sang-mok  of  the  Korea  Development 
Institute,  the  country's  preeminent 
think  tank,  Korea's  30  largest  chaebol 
accounted  for  32%  of  the  country's 
value-added  in  1982  and  21%  of  em- 
ployment in  1981,  the  latest  years  for 
which  figures  are  available.  "In  all 
countries,"  says  the  EPB's  Kim  Kih- 
wan, "you  find  the  innovative  new 
jobs  are  created  by  small  and  medium- 
size  businesses.  In  many  ways  we 
take  Taiwan  as  our  model." 

Thus,  it  has  fallen  to  President 
Chun  Doo  Hwan  to  reduce  the  chae- 
bol's relative  economic  power  with- 
out also  unraveling  the  economy  the 
chaebol  have  built,  which  is  a  difficult 
task.  If  Chun  moves  too  hard  against 
the  debt-heavy  chaebol  he  risks  slow- 
ing capital  accumulation  and  growth. 
He  also  risks  a  wave  of  bankruptcies 
that  could  destroy  the  country's  credi- 
bility among  foreign  bankers  and  in- 
vestors. During  the  1980-82  reces- 
sion, the  government  was  forced  to 
bail  out  several  faltering  industries  to 
save  Korea's  credit  rating. 

On  the  other  hand,  not  moving 
against  the  chaebol  is  also  dangerous. 
If  the  chaebol  retain  their  preferential 
access  to  credit,  it  will  further  retard 
development  of  the  country's  smaller 
enterprises.  Good-bye,  job  creation.  It 
will  also  anger  Korea's  growing 
middle  class,  whose  consciousness  of 
the  chaebol  owners'  vast  wealth  and 
power  has  recently  been  raised  by  the 
Chun  regime's  relatively  free  press. 

A  prime  Confucian  tenet  holds  that 
equitable  income  distribution  is  good. 
Returning  dissident  Kim  Dae  Jung 
will  probably  play  on  Korea's  increas- 
ing income  disparities.  But  it's  not 
likely  that  Kim  will  find  a  large,  sym- 
pathetic audience  awaiting  him  on 
the  tarmac  at  Kimpo.  Most  Koreans 
rightly  credit  Chun  and  his  techno- 
crats with  halting  the  worst  excesses 
of  the  Park  Chung  Hee  era's  privilege 
and  corruption,  and  with  setting  the 
economy  on  the  makings  of  a  solid 
footing — while  protecting  the  country 
against  Pyongyang's  violence-prone 
rulers. 

But  the  Koreans  are  a  sophisticated 
people,  politically  and  economically. 
Few  Koreans,  when  asked,  say  they 
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accept  the  legitimacy  of  Chun's  presi- 
dency. After  all,  a  career  soldier  before 
the  assassination  of  President  Park, 
Chun  seized  political  power  only  with 
the  military's  support.  If  economic 
growth  falters  and  expectations  are 
frustrated,  Kim  Dae  Jung  and  his  fel- 
low oppositionists  stand  a  chance  of 
forging  a  potentially  dangerous  alli- 
ance between  the  potent  middle  class 
and  the  university  students. 

To  their  credit,  Chun  and  his  tech- 
nocrats are  moving  to  control  the 
chaebol.  Given  the  complexity  of  the 
problem,  they  are  moving  gingerly. 
The  government  has  introduced  regu- 
lations that  would  freeze  the  chaebol's 
level  of  borrowing  at  current  levels, 
thereby  encouraging  the  conglomer- 
ates to  increase  profitability  and  fund 
more  of  their  expansion  with  retained 
earnings.  "We  have  been  carried  away 
with  increasing  gross  export  rev- 
enues," says  the  EPB's  Kim  Kihwan. 
"Now  we  are  focusing  on  how  much 
value-added  and  new  technology 
there  is  in  our  exports." 

To  begin  building  a  backbone  of 
small  and  medium-size  enterprises, 
Minister  of  Trade  &  Industry  Kum 
Jin-ho  says  his  ministry  will  "sup- 
port," probably  through  the  tax  code, 
1,000  companies  with  export  sales  be- 
tween $1  million  and  $10  million. 
Recognizing  how  backward  most  of 
these  firms  are,  the  government  will 
try  to  link  them  to  the  chaebol's  trad- 
ing companies,  whose  knowledge  of 
international  financial  and  trade  mar- 
kets will  help.  On  another  front, 
banks,  domestic  and  foreign,  have 
been  instructed  to  make  35%  of  all 
new  commercial  loans  to  small  and 
medium-size  companies,  those  with 
fewer  than  300  employees  or  assets 
below  $625,000. 

Can  the  Koreans  make  it?  Can  the 
economy  create  500,000  jobs  a  year 
for  the  next  several  years  and  keep 
political  chaos — always  a  possibility 
in  this  volatile  land — at  bay? 

Not  necessarily,  but  they  have  a 
fighting  chance.  Suh  Sang-mok  of  the 
Korea  Development  Institute  thinks 
that  job  creation  will  keep  pace  with 
the  labor  pool's  growth  if  the  econo- 
my can  grow  at  7%  annually.  "If  it 
[growth  rate]  falls  below  5%,  then  I'd 
be  concerned,"  says  Suh.  During  the 
last  12  months  Korea's  growth  has 
dropped  sharply  from  the  9.5%  level 
of  1983.  Even  so,  it  remains  above  the 
5%  level  that  would  worry  Suh. 

So  long  as  the  country  can  put  mod- 
ern tools  in  the  hands  of  Korean  work- 
ers willing  to  put  in  10-  and  12-hour 
days,  six  and  seven  days  a  week,  at 
wages  that  average  $400  a  month,  the 
economy's  competitive  edge  will  re- 


main sharp  for  years — unless  the 
Americans,  Europeans  and  Japanese 
dull  it  by  freezing  Korean  exports 
from  their  markets.  The  Europeans 
and  the  Japanese  have,  by  various 
means,  already  begun  doing  this, 
thereby  driving  the  Koreans  to  ship 


more  goods  to  the  only  sizable  market 
that  remains  open  to  them:  the  U.S.  If 
the  U.S.  shuts  its  doors,  this  resource- 
ful and  reliable  Asian  ally  is  in  trou- 
ble. A  U.S.  trade  policy  that  fails  to 
take  that  fact  into  account  is  worse 
than  no  trade  policy  at  all.  ■ 


Reagan  s  penny-pinchers  figure  that  one 
way  they  can  chop  the  budget  is  to  cut  back 
on  the  money  going  to  state  and  local 
governments.  It's  called  passing  the  buck. 


Slim  pickings 


By  Howard  Banks 


T|he  federal  government  says 
states,  cities  and  counties  are 
running  healthy  surpluses  that 
will  keep  growing. 
It's  not  true. 

The  quarrel  is  important  because 
the  Treasury  uses  its  assumptions  in 
explaining  why  it  is  fair  to  reduce  aid 
and  advantages  to  the  states  and  local- 
ities. Federal  grants,  even  without  the 


big  hits  proposed  in  the  Treasury  tax 
plans  (ending  deductibility  of  state 
and  local  taxes  and  blocking  three- 
quarters  of  today's  tax-exempt  bonds), 
are  to  fall  to  $99  billion,  according  to 
the  White  House  proposals  for  the 
next  budget.  That's  a  9%  cut  in  real 
terms,  adjusted  for  inflation,  and 
would  follow  a  20%  cut  in  real  terms 
since  1981.  In  addition,  increasingly 
the  federal  courts  are  ruling  that 
states  and  localities,  not  the  federal 


State  and  local  government  surpluses 


The  surplus  has  two  parts:  The  larger  sum  is  mostly  in  pension  fund 
contributions  and  is  protected.  Much  smaller  is  the  operating  surplus, 
which  is  on  its  way  down  from  a  1983  peak. 


Local  government  budget  surplus  or  deficit  (Sbillions,  4th  quarter,  annual  rate) 
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government,  bear  the  ultimate  re- 
sponsibility to  provide  health  care 
and  shelter  for  those  who  cannot  pay. 

Reagan's  penny-pinchers  make 
their  case  by  lumping  together  the 
two  parts  of  the  state  and  local  gov- 
ernment surplus:  1)  the  so-called  so- 
cial insurance  account,  which  mostly 
consists  of  pension  fund  contribu- 
tions, and  2)  the  operating  surplus, 
which  is  the  accurate  guide  to  the 
health  of  state  and  local  budgets. 

At  the  end  of  1984  there  was  a  sur- 
plus of  around  $44  billion  in  the  social 
fund.  That  grew  sharply  in  recent 
years  as  state  and  local  governments 
made  up  for  past  underfunding,  but 
that  growth  is  largely  over.  What's 
more,  the  funds  and  the  interest  they 
earn  are  just  not  available  to  spend  on 
day-to-day  operations,  like  paying 
cops  and  paving  streets. 

The  actual  operating  budget  surplus 
is  much,  much  slimmer.  At  the  end  of 
1984  it  was  under  $4  billion,  less  than 
1%  of  total  state  and  local  govern- 
ment revenues.  Sara  Johnson,  an 
economist  with  DRI,  Inc.,  forecasts 
that  this  year,  at  best,  the  operating 
surplus  will  be  about  the  same.  But 
even  that  depends  on  Congress'  pass- 
ing out  $7  billion  due  the  states  from 
gasoline  taxes.  The  money  has  been 
held  up  for  a  year  because  of  fights  in 
Congress.  Without  that  money,  a  col- 
lective deficit  is  possible.  The  last 
deficit  year  was  1982. 

The  Treasury,  meanwhile,  projects 
that  the  surplus  for  the  state  and  local 
governments  could  range  from  4%  to 
16%  by  1989,  depending  on  economic 
assumptions.  The  states  and  localities 
have  never  had  a  collective  surplus 
over  3% .  Many  local  leaders  complain 
that  Washington  is  deliberately  dis- 
torting the  figures  to  set  them  up  for 
big  cuts  in  state  and  local  aid. 

Treasury  economists  are  very  par- 
ticular about  the  words  they  use  in  all 
this.  They  aren't  making  forecasts, 
they  insist;  they  are  making  projec- 
tions. What  are  projections?  They  are 
straight  lines  on  graphs  made  on  the 
basis  of  assumptions.  In  this  case  the 
Treasury  took  1983  state  and  local 
budget  results,  one  of  the  sector's  best 
years,  plus  favorable  economic  guess- 
es and  drew  its  projections  with  gusto. 

In  the  real  world,  every  state  but 
Vermont  and  all  cities  and  counties 
by  local  law  must  operate  with  a  bal- 
anced budget  averaged  over  only  two- 
or  three-year  periods.  That  means 
sharp  spending  cuts  or  tax  increases 
when  revenues  slip  significantly — or 
the  type  of  funny  bookkeeping  that 
got  New  York  City  in  trouble. 

Back  in  1983,  the  Treasury's  base- 
line vear,   the   states  and  localities 


were  in  good  shape  because  of  spend- 
ing cuts  and  tax  increases,  some  tem- 
porary. These  were  to  cope  with  the 
1981  leveling  in  federal  aid,  while 
sales  tax  and  other  revenues  jumped, 
thanks  to  the  economic  recovery.  The 
trend  now  is  reversed.  "This  careen- 
ing back  and  forth  between  narrow 
surplus  and  deficit  is  always  the  way 
with  state  and  local  government  fi- 
nances," says  Heather  Ruth  of  the 
Public  Securities  Association. 

There's  no  sign  that  voters  on  the 
local  level  are  interested  in  taking 


more  chops  at  services,  either.  They 
voted  down  all  but  2%  to  3%  of  the 
budget-capping  measures  on  last  No- 
vember's ballots,  while  approving  an 
unusually  high  proportion  of  new 
bond  requests. 

If  that's  the  case,  cutting  the  federal 
deficit  by  passing  more  bills  down  to 
the  state  and  local  level  will  mean 
pressure  for  more  local  tax  increases. 
Remember,  unlike  the  federal  budget, 
where  Congress  borrows  to  paper  over 
the  cracks,  local  government  has  no 
choice  but  to  balance  its  books.  ■ 


Will  wonders  never  cease?  Minority  share- 
holders ofNI  Industries  are  getting  a  high- 
er price  than  the  control  block. 


Looking  out  for 
number  two 


By  Allan  Sloan 


T|  he  pending  takeover  of  NI  In- 
dustries, Inc.  seems  to  violate 
the  natural  order:  It's  Wall 
Street's  equivalent  of  the  sun  rising  in 
the  west,  a  banker  admitting  that  Ar- 
gentina is  a  bottomless  pit,  a  sucker 
getting  an  even  break. 

The  surprising  feature  of  the  other- 
wise mundane  takeover  of  NI  by 
Masco  Corp.  and  its  Masco  Industries 
affiliate  is  that  Masco  is  offering  $22  a 
share  to  NI's  public  shareholders, 
who  control  about  a  third  of  the  stock, 
while  paying  an  average  of  only  $20  a 
share  to  the  controlling  holders,  who 
own  two-thirds. 

In  corporate  takeovers,  of  course, 
the  natural  order  is  that  holders  of  a 
two-thirds  block  of  stock  have  all  the 
bargaining  power  and  therefore  get  a 
better  deal  than  minority  holders, 
who  have  no  power  at  all.  The  best 
that  minority  holders  can  hope  for  is 
to  get  the  same  price  as  the  control 
block,  but  with  a  wait  of  weeks — or 
months — while  papers  get  shuffled  at 
the  SEC. 

The  two-tier  NI  offer,  with  public 
holders  getting  substantially  more 
than  the  control  holders,  is  rare  if  not 


Chav  B  Mjckn 


unprecedented.  "I'm  not  aware  of  this 
ever  happening  before.  I've  never  ex- 
perienced that,"  says  Joseph  Flom  of 
the  New  York  law  firm  Skadden, 
Arps,  Slate,  Meagher  &.  Flom,  which 
specializes  in  takeover  work. 

Even  more  unexpected  than  the  na- 
ture of  the  deal  is  that  the  control 
block  is  represented  by  Kohlberg,  Kra- 
vis,  Roberts  &  Co.,  a  leveraged- 
buyout  firm  that  is  not  known  for 
letting  a  loose  dollar  in  potential  fees 
or  profits  escape.  KKR  and  its  clients 
control  about  14  million  of  the  22.5 
million  shares  of  NI,  an  $800  million 
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(revenues)    conglomerate    based    in 
Long  Beach,  Calif. 

Says  Masco  Corp.  President  Rich- 
ard Manoogian,  a  tough  bargainer 
who  flings  nickels  around  as  if  they 
were  manhole  covers:  "We  were  offer- 
ing $20  a  share  for  all  the  stock,  but 
the  Kohlberg  people  said,  'We  can't 
accept  that.  We  have  to  have  a  premi- 
um for  the  public  shareholders.'  " 

After  extensive  haggling,  Kohlberg, 
Kravis  extracted  an  extra  $15  million 
above  the  $20  bid  from  Manoogian, 
bringing  Masco's  total  cost  to  $465 
million,  plus  assumed  NI  debts  of 
some  $130  million.  "I  said,  'We'll  take 
$20,  but  you  have  to  take  care  of  the 
public  shareholders,'  "  says  KKR  part- 
ner Henry  Kravis. 

Charitable  impulse?  Not  really.  En- 
lightened self-interest  is  more  like  it. 
The  NI  deal  is  one  of  the  best  lever- 
aged buyouts  KKR  and  its  clients  have 
been  involved  in  (Forbes,  Apr.  9, 
1984).  The  Kohlberg  firm  took  NI, 
formerly  Norris  Industries,  private  in 
December  1981,  with  the  leveraged- 
buyout  investors  paying  the  equiv- 
alent of  $2.75  a  share  for  their  stock. 
With  a  $20  sale,  the  clients  are  $17.25 
ahead.  Even  after  subtracting  KKR's 
20%  of  the  profits — in  this  case,  that 
amounts  to  $3.45  per  NI  share — the 
clients  still  get  $16.55.  That's  a  return 
of  more  than  6-for-l  in  just  over  three 
years.  When  profits  on  the  NI  shares 
previously  sold  by  KKR  clients  are 
included,  the  buyout  investors  end  up 
$230  million  or  so  ahead  on  the  trans- 
action, while  Kohlberg,  Kravis,  Rob- 
erts ends  up  taking  in  more  than  $60 
million  of  fees  and  shared  profits  for 
itself. 

What  of  the  public  holders?  After 
the  buyout  was  completed,  NI  went 
public  again   in  October   1983, 
when  the  new-issues  market 
was  booming.  The  price  the 
public  paid:  $20  a  share.  The 
stock  subsequently  rose  to 
$24  but  then  languished  in 
the  teens.  With  the  $22  price 
obtained    for    them    by    KKR, 
holders  who  bought  at  the  initial 
offering  are  10%  ahead  on  their  16- 
month  investment. 

"The  public  bought  the  stock  a  year 
ago  at  $20,  and  we  didn't  want  the 
public  to  have  to  sell  at  that  price," 
Henry  Kravis  says.  "We  want  the  pub- 
lic to  feel  KKR  wasn't  in  it  for  the  last 
dime  and  screwed  the  public." 

By  passing  on  a  few  extra  dollars  to 
NI's  public  shareholders,  Kohlberg, 
Kravis  shows  a  touch  of  class  and 
leaves  a  sweet  taste  in  the  public's 
mouth.  If  you  have  plans  to  tap  the 
public  market  again,  that's  an  enlight- 
ened way  to  leave  things.  ■ 


Bank  directors,  take  heed.  If  your  bank 
goes  down,  you  may,  too.  In  the  wake  of 
Continental  Illinois,  Uncle  Sam  is . . . 


Looking  for 
red  flags 


By  Ruth  Simon 


T|he  $4.5  billion  in  aid  poured 
into  Continental  Illinois  by  the 
Federal  Deposit  Insurance  Corp. 
last  September  prevented  what  would 
have  been  the  largest  bank  failure 
since  the  Great  Depression.  Ten 
weeks  later  the  government  fired  the 
bank's  ten  most  senior  directors. 

The  dismissals  were  an  unusual 
move,  designed  to  treat  Continental 
as  a  failed  bank  and  to  win  back  the 
confidence  of  the  financial  communi- 
ty. But  they  are  just  one  sign  of  the 
FDIC's  new  effort  to  force  bank  direc- 
tors to  hold  management  to  sterner 
standards. 

"There  are  directors  in 


all  kinds  of  businesses  who  are  just 
not  digging  into  the  business  the  way 
they  should  and  asking  management 
the  tough  questions,"  says  FDIC 
Chairman  William  Isaac.  "It's  not  a 
matter  of  the  people  not  being  quali- 
fied to  do  the  job.  It's  really  a  question 
of  making  the  commitment  to  it." 

Some  would  say  this  commitment 
should  be  even  greater  for  directors  of 
financial  institutions.  "The  highly 
leveraged  nature  of  banks  makes  it 
more  important  that  the  directors  be- 
have in  a  cautious,  relatively  risk- 
averse  fashion,  and  the  law  has  always 
expected  this  type  of  behavior,"  says 
Columbia  law  professor  John  Coffee. 

FDIC's  Isaac  agrees:  "The  directors 
of  a  bank  have  a  unique  set  of  re- 
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sponsibilities  in  that  they're  not  only 
looking  after  the  shareholders'  inter- 
ests but  also  are  handling  the  public's 
money.  I  think  there  is  a  little  extra 
burden.  It  comes  with  public  trust." 

Historically,  outside  directors  gen- 
erally have  been  held  accountable  for 
self-dealing,  not  for  inaction — for  sins 
of  commission,  not  omission.  Until 
the  FDIC  gave  its  directors  the  boot, 
that  climate  had  prevailed  even  with 
Continental.  Judge  John  F.  Grady  dis- 
missed a  shareholder  derivative  suit 
against  the  directors  that  charged 
them  with  failing  to  supervise  ade- 
quately the  bank's  loan  and  audit 
committees  (Forbes,  July  30,  1984). 
Other  suits,  alleging  that  the  bank 
misled  shareholders  after  the  discov- 
ery of  its  Penn  Square  losses,  also  are 
likely  to  leave  outside  directors  un- 
scathed. "I  wouldn't  think  the  direc- 
tors themselves  have  anything  per- 
sonally to  worry  about,"  says  class- 
action  lawyer  Isaac  Walton  Bader. 

Don't  be  too  sure.  The  FDIC,  which 
took  over  claims  against  the  bank  as 
part  of  the  rescue,  says  there's  nothing 


to  prevent  it  from  asking  the  court  to 
reinstate  the  outside  directors  as  de- 
fendants in  the  shareholder  suit. 
That's  not  likely  now,  says  FDIC  As- 
sistant General  Counsel  Mark  Rosen, 
but  it's  possible — if  the  government's 
investigation  uncovers  new  evidence, 
such  as  "red  flags"  that  should  have 
alerted  the  directors  to  Continental's 
problems.  Rosen's  staff  is  looking  for 
those  red  flags  right  now. 

Other  actions  are  likely.  The  FDIC 
will  meet  this  month  to  consider  send- 
ing personal  letters  to  directors  of  ail- 
ing banks.  These  would  spell  out  the 
bank's  condition  and  the  directors'  le- 
gal responsibilities.  "It  would  be 
something  to  get  the  directors'  atten- 
tion and  to  charge  them  to  look  care- 
fully at  the  quality  of  the  bank  man- 
agement and  management's  response 
to  the  problems,"  says  FDIC's  Isaac. 

But  notice  that  the  letters  would 
also  serve  to  make  it  easier  for  the 
government  to  sue  if  a  bank  fails.  "Af- 
ter having  received  one  of  these  let- 
ters, I  don't  think  any  director  could 
mount  a  legitimate  defense  that  he  or 


she  simply  wasn't  aware  of  the  extent 
or  the  nature  of  the  problem,"  says 
FDIC  spokesman  Alan  Whitney. 

The  policy  would  apply  not  only  to 
the  9,300  state-chartered  banks  super- 
vised by  the  FDIC  but  also  to  the 
5,500  national  and  state  banks  regu- 
lated by  the  Federal  Reserve  and  the 
Comptroller  of  the  Currency.  The 
FDIC  already  has  increased  its  use  of 
dismissals  and  civil  money  penalties 
against  directors.  Other  changes  also 
may  be  in  the  works,  including  requir- 
ing outside  directors  to  take  a  more 
active  role  in  the  rehabilitation  of  ail- 
ing institutions. 

"In  the  past,  we  have  frequently 
taken  enforcement  actions  against 
troubled  banks,'  but  too  often  those 
actions  have  been  directed  at  the  bank 
and  not  at  the  people  who  run  the 
bank,"  says  Isaac.  "Directors  obvious- 
ly should  not  be  running  the  bank  on 
a  daily  basis,  but  they  should  be  active 
participants  in  setting  its  policies  and 
general  directions  and  in  monitoring 
the  performance  of  management." 

Fair  warning?  ■ 


Greyhound  is  the  kind  of  company  pred- 
ators love.  But  the  boss,  John  Teets,  thinks 
he  can  do  a  better  job  for  shareholders 
than  any  raider  could. 

Old  dog, 
new  tricks 


By  Kathleen  K.  Wiegner 

T|  he  stock  of  Greyhound  Corp. 
has  doubled  since  1982  and 
now  stands  within  a  few  points 
of  its  ten-year  high.  Is  the  bus  busi- 
ness that  good?  No,  Greyhound's  bus 
business  isn't  that  great.  Why  then 
the  strength  in  the  stock?  The  market 
simply  recognizes  the  logic  and 
progress  of  Chairman  John  Teets'  qui- 
et restructuring. 

Teets,  51,  worked  wonders  with 
Greyhound's  food-service  operations 
in  the  late  1970s.  He  became  chief 
executive  in  1981,  adding  the  chair- 
man's title  in  1982,  when  his  prede- 
cessor, Gerald  Trautman,  moved  up- 


stairs to  honorary  chairman.  Teets 
promises  no  miracles.  "We  are  not  in 
a  great  turnaround,"  he  says  bluntly. 
"We  continue  to  tune  and  retune.  But 
I  think  we  have  delivered." 

Within  less  than  a  year  of  taking 
over  as  chairman,  Teets  threw  Grey- 
hound's Armour  meat  processing  and 
packing  business  on  the  block.  In 
1970,  the  heyday  of  conglomerates, 
Greyhound  had  bought  Armour  for 
$415  million.  In  1981  Teets  was 
assigned  to  run  it.  Teets  knew  first- 
hand what  a  hopeless  acquisition  it 
had  been.  In  1982  it  contributed  $2 
billion  to  Greyhound  sales,  but  only 
$13  million  to  profits. 

In  December  1983  Teets  sold  Ar- 


mour to  ConAgra  Inc.  for  slightly 
above  book  value,  $166  million  in 
cash  and  ConAgra  stock.  To  get  his 
price  and  thereby  avoid  a  huge  write- 
down, Teets  incorporated  Armour 
separately  from  Greyhound  and  shov- 
eled $100  million  in  Armour  long- 
term  debt  onto  Greyhound's  books. 
He  also  warned  the  meatpackers' 
union  that,  if  it  did  not  agree  to  wage 
concessions,  he  would  close  Armour's 
plants.  That  would  allow  ConAgra  to 
reopen  the  plants  as  nonunion  shops. 
The  union  refused,  and  Teets  closed 
the  plants  as  part  of  the  sale  agree- 
ment with  ConAgra.  Teets'  mild 
manner  masks  a  tough  character. 

Relieved  of  Armour,  Teets  next 
tackled  the  bus-transportation  busi- 
ness, which  had  an  operating  loss  of 
$10  million  in  1983,  on  revenues  of 
$830  million.  He  demanded  that 
Greyhound  Lines'  unionized  drivers 
accept  wage  cuts.  The  drivers  refused 
and,  in  November  1983,  began  a  vio- 
lent 47-day  strike.  Teets  wouldn't 
budge.  The  drivers  eventually  settled 
for  a  14.7%  reduction  in  wages  and 
benefits.  "Once  I  have  determined 
what  to  do,"  says  Teets,  "I  am  tough 
on  it." 

The  bus  business  has  continued  to 
lose  ground.  Deregulation  is  the  prob- 
lem. Newcomers  have  been  biting 
into  Greyhound's  best  routes.  Low- 
cost  airlines  also  are  taking  passen- 
gers. Accustomed  to  working  in  a  reg- 
ulated world,  Greyhound's  operating 
executives  were  at  a  loss  to  cope.  It's 
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INTRODUCING 
THE  CAR THAT 

BLURSTHE 


DISTINCTION 


RACING 


AND  LUXURY 
SEDANS. 


How  much  luxury  are  you  willing  to 
forego  for  the  sake  of  performance? 

How  much  excitement  are  you  will- 
ing to  relinquish  in  the  interests  of  comfort? 

The  new  BMW  535i  is  a  car  that  pos- 
es neither  of  these  questions. 

Rather,  it  proposes  a  third:  Why  settle 
for  an  automobile  that  forces  such  pain- 

©  1984  BMW  of  North  America,  Inc.  The  BMW  trademark  and  logo  are  registered 


ful  choices  when  you  can  choose  one  that 

offers  both  in  perfect  tandem? 

THE  BLOODLINFSOF  PERFORMANCE. 

"It  eats  up  the  road— any  road— at 
ungodly  speed  without  a  hiccup." 

Such  was  Carand  Dnver's  descrip- 
tion of  the  535 i's  predecessor  Ardent  but 
well-earned  praise  for  a  3.2-liter;  in-line 


six  engine  derived  directly  from  BMW's 
legendary  racing  machines. 

The  new  535i  continues  that  lineage. 
With  a  power  plant  expanded  to  3.5 
liters  and  a  corresponding  boost  in  horse- 
power exhilaratingly  evident  in  all  gears. 

It  can  stir  the  pulse  with  a  0  to  60  in 
7.4  seconds.  Yet,  the  535i's  breeding 
is  apparent  not  simply  in  how  fast  it  goes, 
but  in  how  well  it  goes  fast. 

With  a  fully-independent  suspension 
that  thrives  on  challenging  terrain. 

Tactile  power  steering  that  transmits 
something  seldom  expenenced  in  a 
luxury  car:  a  feel  of  the  road. 

A  computer-controlled  engine  man- 
agement system  that  ensures  peak  en- 
gine performance.  And  an  ability  to  stop 
that  matches  its  extraordinary  ability  to  go. 

Its  ingenious  anti-lock  braking  system, 
proven  over  millions  of  miles,  uses  elec- 
tronic sensors  on  each  wheel  to  stop  the 
car  as  experienced  race  car  drivers  do: 
with  pulsating,  intermittent  pressure.  So 
the  driver  maintains  steering  control- 
even  in  panic  stops. 
CIVILIZATION  WITHOUT  ISOLATION. 

The  535i  is  a  luxury  sedan  that  also 
erases  any  arbitrary  distinction  between 
driver  and  car 

With  an  interior  designed  to  intensi- 
fy the  experience  of  driving,  not  disguise  it. 
To  connect  you  with  the  machine,  not 
distance  you. 

Amenities  include  leather  seats  as 
limitlessly  adjustable  as  the  body. 
Electronic  climate  control.  A  two-position 
electric  sunroof.  And  BMW's  Onboard 
Computer  It  delivers  the  uncommon  lux- 
ury of  being  well  informed. 

All  told,  an  elegant  environment  in 
which,  "You  just  feel  the  car  cutting 
through  its  land-bound  galaxy,  ripping  a 
hole  in  the  air"  (Motor  Trend). 

That  feeling  is  available  in^ 
your  part  of  the  galaxy.  At  a 
BMW  dealer  Where  the  535i' 
stands  poised  for  test  drive. 
THE  ULTIMATE  DRIVING  MACHINE. 


c&c 


Computers  and  Communications 


Commu- 
nications 


Computers 


Electron 
Devices 


Home 
Electronics 


Designed  by  artist  Kenneth  Noland,  the  chart  depicts  NEC "s  growth  curve  from  fiscal  year  1980  to  1984  Consolidated  net  sales  in  fiscal  1984  for  NEC's  more  than  15,000  products  in  t,  ,„ 


For  you,  the  first  in  Computers  &  Communications 

The  new  information  age 
is  built  on  C&Q  the  merging 
of  computers  &  communications. 
NEC  is  a  world  leader 
in  the  four  technologies 
that  form  the  foundation 
of  C&  C—  computers, 
communications, 
electron  devices, 
&  home  electronics. 
Making  NEC  a  balanced 
computer  &  communications 
company  able  to  respond 
to  all  your  needs. 
Now  you  know  why 
the  computer  giants  and 
the  communications  giants 
are  now  reaching  out 
into  each  other's  fields. 
You  deserve  no  less. 

NEC.  The  way  it  will  be. 


laled  $7.8  billion. 


NEC 

NEC  Corporation 


Greyhound  Chairman  John  Teets 

If  he  can't  teach  the  beast  new  tricks,  someone  else  probably  will. 


Cradoi  B,igsh:o 


the  only  reason  Greyhound's  total 
revenues  were  down  6%  for  the  first 
nine  months  of  1984,  to  $1.6  billion. 

"My  biggest  disappointment  this 
year  is  Greyhound  Lines,"  said  Teets 
as  1984  was  ending.  "We  had  a  great 
opportunity  coming  off  the  strike  but 
didn't  capitalize  on  it.  We  did  not 
meet  the  challenges  and  take  new 
markets." 

The  problem,  says  Teets,  is  that  the 
new  world  of  deregulated  transporta- 
tion requires  a  quickly  reacting,  flexi- 
ble organization,  rather  than  the  staid 
outfit  that  Greyhound  Lines  has  been 
and  still  is.  People  Express,  he  notes, 
flies  from  Los  Angeles  to  Chicago  in 
four  hours  for  $178.  Greyhound  riders 
pay  $129  for  a  26-hour  ride.  In  Texas 
markets,  Texas  International  Airlines 
boldly  advertised  that  it  would  ex- 
change a  Greyhound  bus  ticket  for  a 
plane  ticket.  Why  should  anyone  pre- 
fer the  bus? 

Teets  agrees.  "There  is  no  need  for  a 
national  ground  transportation  sys- 
tem," he  tells  Forbes  during  a  long 
interview  in  his  office  in  Greyhound's 
Phoenix  headquarters,  where  a  large 
oil  painting  of  a  greyhound  is  promi- 
nently hung.  "You  may  ride  the  bus 
200  or  300  miles,  but  you  won't  take 
it  from  Los  Angeles  to  New  York." 

Where  Greyhound  can  compete, 
Teets  thinks,  is  in  hauling  passengers 
from  the  small  towns  not  served  by 


airlines  to  major  airports.  Buses,  in 
other  words,  should  serve  the  same 
function  as  small  feeder  airlines,  only 
at  a  lower  cost.  Teets  also  believes  the 
bus  makes  sense  in  certain  special 
markets — students  and  old  folks,  say, 
who  often  travel  modest  distances  on 
modest  budgets. 

The  problem,  Teets  suggests,  is  that 
route-restructuring  needed  to  exploit 
these  niches  requires  an  entrepre- 
neurial mind  possessed  by  few  old- 
line  Greyhound  managers.  Says 
Teets,  "We  grew  up  in  a  regulated 
environment  where,  when  you  need- 
ed money,  you  raised  fares." 

To  get  the  commercial  juices  run- 
ning again,  Teets  is  trying  to  decen- 
tralize Greyhound  from  a  national 
carrier  to  a  federation  of  six  regional 
carriers.  Since  last  July  each  regional 
vice  president  has  had  authority  to 
change  routes,  schedules  and  pricing 
structure  without  approval  from 
Phoenix. 

Early  signs  are  encouraging.  At  17 
airports— including  Boston,  Miami 
and  San  Francisco — Greyhound  has 
joined  with  old  foe  People  Express  to 
bus  passengers  from  79  cities  to  Peo- 
ple's terminals.  Teets  also  has 
launched  a  more  radical  scheme — 
franchising  and  licensing  the  Grey- 
hound name  to  independent  operators 
who  probably  would  operate  more 
creative  routes  more  economically. 


Teets  obviously  knows  that  if  he 
cannot  teach  Greyhound  new  tricks, 
someone  else  probably  will.  Despite 
the  recent  strength  in  the  stock,  and 
earnings  for  1984  estimated  at  $117 
million,  vs.  $105.5  million  in  1983, 
Greyhound's  undervalued  assets  sure- 
ly have  caught  the  eye  of  today's 
greenmail  and  dismemberment 
crowd.  Greyhound  shares  currently 
sell  at  25,  about  stated  book  value.  A 
raider  could  probably  get  all  the  stock 
he  wanted  at  35 — $1.7  billion  for  the 
whole  company.  In  return  he  would 
receive: 

•  A  5.1  million-share  block  of  Con- 
Agra, received  in  part  payment  for 
Armour.  The  15%  block  is  worth 
$150  million  at  current  market  prices 
(up  62%  from  when  Teets  received 
the  shares).  The  only  restriction  on 
the  shares  is  that  they  cannot  be  sold 
as  a  block,     i 

•  A  wholly  owned  insurance  and 
equipment-leasing  subsidiary  whose 
net  worth  was  $453  million  in  1983. 
The  financial  group  earned  $28  mil- 
lion in  1 983,  a  bad  year,  estimated  $5 1 
million  in  1984,  and  might  be  worth 
$500  million. 

•  A  grab  bag  that  includes  the  na- 
tion's largest  bus-manufacturing  op- 
eration, a  consumer-products  division 
(including  Dial  soap  and  Armour 
brand  meats)  and  a  food-service  divi- 
sion that  operates  cafeterias  in  bus 


48 


FORBES,  FEBRUARY  11,  1985 


No  matter  what  system  your  reproduction 
department  is  currently  using  for  your  high 
volume  duplicating  needs  (including  that 
equipment  you  installed  just  a  couple  of 
years  back)  the  A.B.Dick  1700  CDS- 
Computerized  High  Volume  Duplicating 
System— can  save  you  money.  As  much  as 
45%  in  actual  operating  dollars,  to  say 
nothing  of  increased  worker  productivity. 

Ask  your  in-plant  reproduction  manager. 
He'll  tell  you  all  about  our  reputation  for 
quality,  reliability  and  economy.  And  now, 
working  with  your  reproduction  manager, 
we're  ready  to  help  you  both  cut  costs  and 
increase  productivity  on  the  most  labor 
intensive  function  in  your  company. 

For  high  volume  operations,  the  A.B.Dick 
1700  CDS  beats  any  xerographic  copying 
system.  For  quality,  for  speed,  and  for 
cost.  Period. 


Our  Corporate  Account  Management  Team 
willreview  your  total  copying  and  duplicating 
activity.  They'll  then  prepare  a  specific 
recommendation  that  will  demonstrate  just 
how  productive  our  full  range  of  products, 
including  copiers,  duplicators,  and  the  fully 
automated  1700  CDS  are  designed  to  be, 
whether  you  produce  thousands  of  copies 
each  month  or  millions. 

Call  us  and  we'll  join  forces  with  your  in-plant 
reproduction  manager  to  develop  a  program 
of  cost  reduction  that  will  add  real  dollars  to 
your  profit  picture. 


MOKK 


® 


1-800/447-4700 


Copyright  A  B  Dick  Company 


.A.B.Dick  Company  •  5700  West Touhy  Avenue  •  Chicago,  Illinois  60648. 


The  Industrial  Evolution 

of  Puerto  Rico  works  because 

the  people  of  Puerto  Rico 

get  things  done. 


The  people  of  Puerto  Rico  set 
out  to  make  a  showcase  for 
democracy  in  the  Caribbean 
and  the  "ideal  second  home 
for  American  business!' 

And  they  did  it  with  a 
combination  of  incentives,  ini- 
tiative and  dedication  to  long 
range  planning. 

They  built  the  best  infra- 
structure in  the  Caribbean. 
Improved  transportation, 
communications  and  utilities. 

They  became  skilled 
workers,  with  good  edu- 
cations and  excellent  health 
facilities.  Annually,  over 
150, 000  students  are  enrolled 
in  Puerto  Rico's  colleges  and 
universities,  60, 000  in  tech- 
nical/vocational schools.  And 
improved  health  care  has 
helped  raise  the  average  life 
expectancy  from  46  in  1940 . 
to  74  today. 

Their  technical  training 
is  extensive.  And  their  man- 
agerial skills,  impressive. 

Their  ability  to  meet  the 
needs  of  manufacturers  is  out- 
standing. Every  working  day, 
bilingual  skilled  workers  are 
operating  advanced  manufac- 
turing and  precision  testing 


equipment  in  Puerto  Rico 
Of  the  2300  manufac- 
turing plants  in  Puerto  Rico, 
1500  are  Mainland  subsid- 
iaries. 93%  of  their  supervi- 
sors and  managers  are  from 
Puerto  Rico. 

The  people  of  Puerto 
Rico  can  get  things  done  for 
your  company,  too. 

Our  Economic  Devel- 
opment Administration  will 
be  pleased  to  consult  with 


you  personally.  Call  (800) 
223-0699;  in  New  York  State, 
(212)  245-1200,  or  our  re- 
gional offices  in  Atlanta, 
Boston,  Chicago,  Dallas,  Los 
Angeles  and  San  Francisco. 
Or  write  Puerto  Rico  Industrial 
Development,  Dept.  FB-34 
1290  Avenue  of  the  Americas, 
New  York,  N.Y.  10104. 

©  1985  Puerto  Rico  Economic  Development  Administration. 
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The  Industrial  Evolution  of  Puerto  Rico. 
The  American  success  story  in  the  Caribbean. 

A  message  from  the  Economic  Development  Administration  of Puerto  Rico. 


terminals  as  well  as  in  manufacturing 
plants  like  General  Motors',  plus  32 
Burger  King  franchises.  Conservative- 
ly estimated,  these  operations  might 
have  a  value  of  $1.15  billion. 

•  Some  interesting  real  estate,  in 
the  form  of  125  bus  terminals  Grey- 
hound owns  around  the  country.  A 
number  are  in  choice  downtown  met- 
ropolitan areas.  Several  years  ago  the 
company  was  offered  $21  million  for 
its  Washington,  D.C.  terminal  alone. 
Carol  Neves,  an  analyst  with  Merrill 
Lynch,  who  has  taken  a  close  look  at 
the  terminals,  figures  as  a  group  they 
are  worth  around  $350  million  to 
$400  million.  Teets  says  he  wants  to 
start  selling  some  of  these  terminals, 
but  in  some  cases  retain  an  interest  in 

Acev  Harper 


Washington,  DC.  Greyhound  terminal 
It's  worth  more  as  real  estate. 

the  development  profit,  and  has  be- 
gun negotiations  on  several. 

So  there  are  plenty  of  pieces  for  a 
pirate  to  work  with.  Greyhound's 
long-term  debt  is  under  $300  million. 
Current  liabilities  are  covered  1.25 
times  by  current  assets.  Selling  the 
ConAgra  block  and  the  busmaking, 
consumer  products  and  food  services 
businesses  would  probably  recoup 
most  of  the  raider's  purchase  price — 
and  he  would  still  have  the  real  estate, 
finance  group  and  bus  transportation 
assets  almost  for  free — a  la  Marvin 
Davis  at  Twentieth  Century-Fox 
(Forbes,  Dec.  31,  1984). 

Note  that  Teets'  17-person  board 
includes  two  deeply  scarred  takeover 
victims  able  to  give  Teets  firsthand 
advice  on  fighting  off  pirates.  One  is 
Dennis  Stanfill,  who  lost  Twentieth 
Century-Fox  to  Marvin  Davis.  The 
other  is  Donn  Tatum,  whose  unin- 
spiring management  of  Walt  Disney 
Productions  is  often  credited,  if  that  is 
the  word,  for  pushing  that  studio  into 
the  Bass  brothers'  maw.  A  third  Grey- 
hound director  of  note  is  Chicago's 
wealthy  John  H.  Johnson.  He  bought 
Twentieth  Century-Fox'  bottling 
plant  from  Marvin  Davis  in  1981  and, 
until  last  summer,  was  a  member  of 
Davis'  Fox  board. 

Can  John  Teets  teach  the  old  Grey- 
hound new  tricks?  So  far  he  has  done 
an  impressive  job.  ■ 
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Blended  Scotch  Whisky 
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Allegheny  International. 

We're  translating  high-tech 

into  home-tecn. 


Allegheny  International  compa- 
nies are  in  the  forefront  of  high 
technology  for  such  growth  indus- 
tries as  electronics,  computers, 
aerospace  and  defense. 

At  the  same  time,  we  are  com- 
mitted to  our  leadership  role  as 
the  world 's  biggest  small  appli- 
ance company,  with  such  global 
brands  as  Sunbeam,  Oster, 
Wilkinson  Sword  and  Rowenta. 

For  as  we  continue  to  meet  the 
special  needs  of  growth  industries 
with  our  high-technology  skills, 
we  will  apply  many  of  those  same 


skills  to  respond  to  consumer  needs 
with  a  steady  stream  of  technologi- 
cally innovative  new  products. 

On  these  pages  are  some  ex- 
amples of  how  we  have  already 
translated  high-tech  into  home-tech. 

For  more  information,  write  to  us 
at  Box  456  F,  Two  Oliver  Plaza, 
Pittsburgh,  PA  15230. 

A  state-of-the-art  chemical  vapor 
deposition  system  made  by  Thermco. 
an  Allegheny  International  company 
processes  the  newest  high-volume  6" 
silicon  wafers  used  to  produce  micro- 
processor chips.  Thermco  systems 
are  in  use  worldwide. 


A  POWERFUL  FOOD  PROCESSOR  THAT'S 
SMALLER,  SIMPLER,  AND  EASIER  TO  USE. 

The  Sunbeam  Oskar  Food  Pro- 
cessor opens  a  new  age  in  food 
preparation  appliances.  Its  unique, 
innovative  curved  bowl  and 
blade  design  enable  it  to  process 
food  quickly  and  more  uniformly. 
The  blades  turn  twice  as  fast  as 
other  machines.  There  are  no 
complicated  switches,  and  there 
are  fewer  parts  to  clean.  The 
Sunbeam  Oskar,  "the  food  pro- 
cessor for  everybody,"  is  already 
a  success  in  Europe,  Australia  and 
the  United  States. 
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A  COMPUTERIZED 
NUTRITION  SCALE. 

The  Sunbeam  Nutriscale  in- 
stantly computes  the  nutritional 
content  of  servings  of  over  800 
different  foods  and  beverages.  It 
weighs  only  the  food  and  not  the 
container,  and  a  bright  lighted 
digital  display  shows  the  calorie, 
carbohydrate,  fat,  protein  and 
sodium  content  in  the  serving. 


'  Sunbeam,  Oster,  Wilkinson  Sword, 

Rowento,  Vitamaster,  Omni. 

™Oskor,  Pro*  1000.  Nutriscale,  Monitor,  Cool  Spray. 


ALLEGHENY 
INTERNATIONAL 

Technology  to  meet  a  world  of  needs. 


THE  FIRST  IRON  THAT 

SHUTS  ITSELF  OFF  IF 

YOU  FORGET. 

The  closest  thing  to  a  mistake- 
proof  iron,  the  Sunbeam  Monitor 
has  a  "thinking"  solid-state  elec- 
tronic system  that  senses  and  ad- 
justs heat.  The  Sunbeam  Monitor 
turns  itself  off  in  30  seconds  if  left  in 
the  ironing  position  and  in  10  min- 
utes if  left  in  the  upright  position. The 
ultimate  in  ironing  ease  and  safety. 
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The  Sunbeam  Monitor  Iron 

turns  itself  off  if  accidentally  left 

on  or  knocked  over. 


THE  FIRST  BLANKET  TO  UNDERSTAND 
YOUR  BODY  LANGUAGE. 

Temperatures  in  different  parts  of 
a  sleepers  body  can  vary  10  de- 
grees or  more.  The  Sunbeam 
Omni  blanket  uses  a  unique  new 
wire  which  acts  like  a  million  tiny 
thermostats  to  sense  and  react  to 
minute  variances  in  tem- 
perature. The  blanket  re- 
sponds by  sending  more 
warmth  to  parts  that  need  it  and 
less  to  those  that  don't. 


THE  EXERCISE  CYCLE 
WITH  DIGITAL  READOUTS. 

The  Vitamaster  Pro«1000  is  the 
totally  electronic  fitness  system. 
Highly  sophisticated  sensors  pick 
up  and  transmit  data  to  an  ad- 
vanced microprocessor  system 
where  the  data  is  transformed  into 
easily  understood  information 
shown  on  lighted  digital  displays. 
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ULTRASONIC 
ROOM  HUMIDIFIER. 

The  Sunbeam  Ultrasonic  Cool 
Spray  Humidifier  solves  an 
indoor  climate  problem  through 
the  science  of  unheard  sound.  It 
uses  ultrasonic  vibrations  to  break 
up  water  into  ultrafine  particles 
for  more  efficient  absorption  into 
the  surrounding  air. 


The  dollar  is  strong,  the  competition 
abroad  is  fierce,  the  profits  are  thin.  But 
somehow  American  manufacturers  still 
manage  to  keep  exporting. 


Against  all  odds 


Charles  Hjrbuci Ardu 


By  Jeffrey  A.  Trachtenberg 

T|  he  export  business  used  to  be 
pretty  good  for  Graco  Inc.,  a 
manufacturer  of  spray  guns  and 
finishing  machinery  in  Golden  Val- 
ley, Minn.  Graco  sells  about  $22  mil- 
lion worth  to  Europe,  a  good  chunk  of 
its  $165  million  sales  last  year.  But  for 
the  first  time  in  a  decade,  Graco  is 
losing  money  on  its  European  busi- 
ness (though  total  profits  were  $7  mil- 
lion in  1984,  nearly  double  1983's). 
Buyers  like  Graco's  advanced  equip- 
ment, but  the  strong  dollar  makes  its 
prices  too  high. 

Why  not  just  forget  the  moneylos- 
ing  exports?  "It  took  too  long  to  estab- 
lish ourselves  there  to  give  up,"  says 
Roger  King,  a  Graco  vice  president.  To 
keep  market  share,  he  has  cut  his 
profit. 

"We've  had  the  same  local  distribu- 
tors for  many  years.  We  don't  want  to 
lose  them,"  King  says.  "It  takes  a  lot 
of  money  and  time  to  cultivate  the 
right  people.  Today  we  are  under  pres- 
sure, but  we  don't  intend  to  with- 
draw." 

A  few  hundred  miles  southeast,  in 
South  Milwaukee,  G.  Michael  Deck- 
er, is  treasurer  at  Bucyrus-Erie,  the 
surface  mining  equipment  maker 
(maybe  $400  million  in  total  sales  and 
$10  million  net  last  year).  Decker  was 
lucky  to  do  almost  $90  million  in 
exports  in  1984.  That  was  down 
around  30%  from  1983.  "I  don't  know 
if  we  can  maintain  $90  million  this 
year,"  he  says.  It's  not  the  dollar's 
strength  alone.  Energy  prices  are 
down,  which  slows  coal  digging.  And 
some  nations,  like  Brazil,  insist  on 
local  manufacture  if  Bucyrus  wants  to 
sell  there. 

With  troubles  like  these  it's  amaz- 
ing that  American  manufacturers  ex- 
port anything.  All  things  considered, 
they  do  a  pretty  good  job.  Most  of  the 
trade  news  is  about  the  import  bulge 
and  the  $125  billion  trade  deficit,  but 
last  year  American  manufacturers  ex- 
ported about  $143  billion  in  goods,  up 
$10  billion  over  1983  levels.  It  was  no 
record — that  was  $154  billion  worth 


Exporting  from  the  port  of  Los  Angeles 

Even  the  gamest  exporters  are  running  out  of  room  to  maneuver. 


Crated  drill  from  Bucyrus-Erie 
Japanese  licensees  are  gaining. 
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hat  could  make  it  to 


Volkswagen  Jetta 
offers  the  longevity  European 
•  road  cars  are  famous  for.  At  a 
I  price  'mere  mortals  can  afford.  It's  sporty,  roomy  and 
as  reliable  as  a  VW.  We  tested  it  through  3.7  million  miles 
>f  hell  and  high  water.  To  prove  its  durability,  we  back  it 
vith  our  new  2-year  Unlimited -mileage  Protection  Plan; 

Jetta.  Because  a  car  can't  get  you  to  the  next  city,  let 
alone  the  next  century,  if  you  can't  afford  the  car. 


®lt's  not  a  car. 
It's  a  Volkswagen. 


r election  Plan  2-year  unlimited  -  mileage,  limited  warranty  on  entire  car  excepl  tires.  3  year  unlimited  ■  mileage,  limited  warranty  on  coi  i  osion  perforation  See  U.S.  dealer  for  details.  "Mfr's  sugg.  retail  pricing, 
eluding  lax,  title  dealer  prep  and  trans  .  S7.775  for  2:door  model,  S7.995  for  4-door  model  os  shown.  (Metallic  paint,  alloy  wheels  are  e»' 
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I  HAVE  TO  QUICKLYORGANIZE 
20IDEAS.HOWCANA 
PERSONAL  COMPUTER  HELP  ME? 


HERE'S  HOW: 


FRAMEWORK  SOFTWARE 


We're  about  to  show  you 
how  easy  it  is  to  use  a  personal 
computer  if  it's  loaded  with 
the  right  software.  Even  if 
you  don't  have  a  computer 
and  a  copy  of  Framework™ 
business  software  from 
AshtonTate™  in  front  of  you, 
read  these  directions  anyway. 
They're  so  simple  we  know 
you'll  get  the  idea.  Then  save 
this  ad  and  take  it  with  you 
to  a  computer  dealer  for  a 
Framework  demonstra- 
tion. Just  follow  the  directions 
step-by-step  and  discover  how 
great  it  feels  to  be  in  con- 
trol of  the  computer. 


Press  the  Ins  key 

The  Create  menu 
__       appears. 

f    I  Press  the  (up)  arrow 


n 

Ins  ] 


Outline 


key  You've  selected 


i_ 


Press  the  Return 

key  A  skeleton  out- 
line appears. 


Type  the  word  |  Outline 


given  the  outline)  appears  on 
the  frame  border. 

Press  the  Return 

key  You've  finished 
entering  the  name  of 


the  frame. 

Press  the  grey + key 

8  The  blinking  cursor 
moves  from  the  bor- 
der into  the  frame  to  heading  1. 

TVpe  the  heading  you  want 

for  1.  The  words  appear  in 
the  outline  and  at  the  bottom 
of  the  screen. 

Press  the  Return 

key  Heading  1.  is 
complete. 

I  ||  Press  the  (down) 
arrow  key  The  cur- 
sor moves  to  1.1. 


T~ — v 


|  Type  what  you  want 
and  press  the  Re- 
turn key  Heading  1.1 


"Outline"  (the  name  you've 


is  filled  in. 

Press  the  (down) 

i  ||  arrow  key  The  cur- 
sor moves  to  1.2. 


Ctrl 


To  add  a 
heading 
anywhere, 
press  the  Ctrl  key  and  C  key 
together,  then  press  the  E 
key. 


an 


□  To  add  a  sub- 
heading, press 


the  Ctrl  and 


grey  +  keys  together. 

There.  See  how  easily  you 
can  organize  your  ideas  right 
on  the  PC  screen?  And  it's 
just  as  easy  to  organize 
spreadsheet,  data  or  graphics 
within  the  outline  as  well.  Even 
if  you've  never  touched  a  com- 
puter before,  we'll  put  you  in 
control  with  Framework. 
For  a  dealer  near  you  call 
(800)  437-4329,  ext.  2235  or  in 
Colorado,  (303)  7994900, 
ext.2235._ 

Framework,  and 
Ashton-Tate 
are  trademarks  of 
Ashton-Tate. 


©Ashton-Tate  1984. 
All  rights  reserved. 
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ASHTDN  -TATE" 

Well  put  you  in  control. 


A  FEW  GOOD  REASONS  TO  BUY  ATHENA, 
THE  NEW  PERSONAL  COMPUTER  FROM  CANON. 


Athena  runs  all 
popular  IBM  PC  compatible  software. 

If  you're  in  the  market  for  a  smart,  fast, 
modestly  priced  computer  that's  compatible  with 
the  IBM  PC,  look  no  further.  Canon  has  just 
created  the  ideal  one— the  new  Athena.™ 

Named  for  the  legendary  goddess  of 
knowledge,  we  believe  Canon's  Athena  is  going  to 
create  a  legend  of  its  own.  For  one  thing,  it  can  run 
hundreds  of  programs  designed  for  the  IBM  PC. 
No  modification  is  required.  (Even  the  layout  of  the 
keyboard  is  compatible  with  the  IBM  PC.) 

And  with  its  8086  16-bit  microprocessor, 
memory  board  and  display  adapter,  Athena  can 
run  the  programs  even  faster  than  IBM's  PC. 

Athena  can  expand  as  you  expand. 

Athena  offers  you  five  expansion  slots.  A 
printer  interface,  asynchronous  communication 
port  and  mini  floppy  disk  controller  are  built  in.  So 
only  one  slot  is  taken  up,  with  a  display  adapter. 
That  leaves  four  expansion  slots  to  use  for  optional 
hardware.  And  with  Canon's  memory  expansion 
board,  you  can  increase  the  standard  256K  bytes 
to  an  enormous  5I2K  bytes. 

You  also  have  the  choice  of  either  a 
monochrome  or  color  graphic  display  unit;  each 
with  pedestals  for  easy  adjustment.  And,  when 
you're  ready,  Canon  offers  a  full  line  of  high-quality 
printers  designed  to  meet  any  need. 

Athena  comes  with  Canon  quality 
as  a  standard  feature. 

Perhaps  the  best  feature  Athena  has  to  offer 
can  be  summed  up  in  a  single  word— Canon.  Our 
worldwide  reputation  for  quality  and  dependability 
has  been  earned  in  everything  from  sophisticated 
cameras  to  hard-working  office  machines. 

So  you  know  you're  not  only  getting  a  great 
computer,  you're  getting  a  great  company  to  stand 
behind  it.  How  much  does  all  of  this  cost?  A  lot  less 
than  youd  expect.  For  more  information  about 
Athena,  see  your  local  computer  dealer  or  call 
1-800-323-1717  x325.  (In  Illinois,  1-800-942-8881, 
x325).  Dealer  inquiries  welcome. 

©  1984  Canon  U.S.A.  Inc. 


Canon* 


Canon  USA,  Inc.,  One  Canon  Plaza,  Lake  Success,  N.Y.  11042. 


in  1981 — but  look  at  the  odds 
against  them  Between  1980  and 
December  19&4,  the  dollai  appreci- 
ated against  a  trade- weighted  bas- 
ket ol  currencies  by  almost  40% . 

Machinery  and  transport  equip- 
ment account  for  62%  of  the  man- 
ufactured exports,  chemicals  an- 
other 15%.  The  ranks  of  major  U.S. 
exporters  continue  to  be  led  by  big 
outfits  like  Boeing,  General  Elec- 
tric, IBM.  But  the  totals  swell  and 
ebb — as  do  jobs — with  the  fortunes 
of  smallei  companies,  too. 

Even  the  gamest  U.S.  exporters 
are  running  out  of  room  to  maneu 
ver.  "If  the  dollar  weakened,  it 
would  turn  everything  around  for 
us,"  says  King,  morosely,  who 
can't  find  more  costs  to  cut.  "If  not, 
we  may  manufacture  overseas."  That 
some  hang  in  is  a  tribute  to  their  own 
efforts  and  advanced  technology. 

AMP  Inc.,  in  Harnsburg,  Pa.,  for 
example,  increased  its  exports  of  elec- 
trical connectors  by  about  30%,  to 
over  $130  million,  last  year.  This  so- 
phisticated stuff  ends  up  in  comput 
ers,  consumer  electronics  and  autos. 
But  when  an  item  does  well,  AMP 
transfers  production  to  one  of  24  for- 
eign subsidiaries.  "We  can't  keep 
boosting  our  prices,"  warns  Walter 
Raab,  AMP  chairman.  "Our  custom- 
ers could  look  elsewhere  if  the  dollar 


U.S.  exports 


Manufactured  goods,  the  bulk  of  the 
nonagricultural  exports,  are  under  the 
1981  peak  but  actually  climbed  $10  bil- 
lion last  year  over  1983. 
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strengthens.  It's  tough  out  there." 

Ionics,  Inc.  in  Watertown,  Mass 
sells  desalination  plants,  with  half  of 
last  year's  estimated  $63  million  in 
sales  and  $2.5  million  in  profits  gener- 
ated by  exports.  "We  learned  the  ropes 
and  went  where  the  business  was," 
says  Arthur  Goldstein,  president. 
"Now  exporting  is  second  nature. 
About  12%  of  our  company  is  cur- 
rently staffed  overseas.  Doing  busi- 
ness there  requires  determination,  a 
product  that  isn't  made  locally  and 
luck.  If  people  want  what  you  make 
badly  enough,  they'll  pay  your  price." 
What     about     government     help? 


"There's  not  much  they  can  do," 
says  Goldstein.  "When  necessary 
we  have  had  access  to  adequate 
financing  packages.  While  local 
agents  sometimes  help  us  in  land- 
ing contracts,  most  of  our  business 
is  gained  by  our  own  direct  sales 
force  located  around  the  world." 

Bucyrus-Ene  is  still  exporting 
because  much  of  its  equipment 
can't  be  manufactured  abroad. 
"And  if  the  machines  are  guaran- 
teed by  the  Export-Import  Bank, 
virtually  all  of  the  work  must  be 
sourced  in  the  U.S.,"  says  Decker. 
His  Japanese  licensees,  however, 
are  gaining  a  bigger  share  of  the 
market,  thanks  to  the  lower-priced 
yen  and  lower  labor  costs. 
Nothing  at  hand  is  strong  enough  to 
help  exporters  offset  the  strong  dollar. 
Trading  companies,  in  an  effort  to 
imitate  Japan's  great  traders,  have 
been  legalized,  but  it  will  be  years 
before  they  learn  their  business.  A 
more  effective  Export-Import  Bank 
couldn't  hurt,  but  other  nations  ex- 
tend favorable  credit  for  exports,  too. 
Exporters  are  entitled  to  their  pessi- 
mism even  as  they  fight.  Says  one 
AMP  executive:  "The  way  we're  go- 
ing, we  could  become  a  nation  of  ser- 
vices, not  manufacturing.  That  would 
be  a  big  mistake.  We  need  those  jobs 
and  the  knowhow  here."  ■ 
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Capture  the  goose  that  lays  the  golden  egg. 
In  South  Carolina. 

Unique  technical  training  centers, 
abundant  energy,  major  market  access 
and  good  transportation  all  help  South 
Carolina  maintain  high  productivity. 

Ours  are  also  among  the  lowest  work 
stoppage  and  business  failure  rates 
in  America. 

Our  goose  that  lays  the  golden  egg 
is  not  only  rare,  but  reliable.  And  her 
eggs  are  solid  go"  " 
promises. 

South  Carolir 

lere  tin 

i  bird 


South 
Carolina 
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Director,  South  Carolina  State  Development  Board,  ^, 

P.O.  Box 927,  Suite 302C,  Columbia,  S.C.  29202,  (803)  158-3145  TWX 810-666-2628.  s^n 


Spotting  opportunities  early  and  keeping 
everybody  happy  has  made  Marty  Wygod  a 
multimillionaire. 


"There's  plenty 
for  everyone" 


By  Howard  Rudnitsky 


When  it  comes  to  anticipat- 
ing investment  fads,  not 
many  people  can  match  the 
record  of  Martin  Wygod.  Who's  Marty 
Wygod?  For  years  he  has  been  quietly 
making  people  like  corporate  carni- 
vore Victor  Posner,  insurance  icono- 
clast Fred  Carr  and  junk-bond  genius 
Michael  Milken  even  richer  than  they 
already  were.  Along  the  way,  Wygod 
has  done  pretty  well  himself,  parlay- 
ing $20,000  his  mother  gave  him  into 
a  fortune  approaching  $50  million.  A 
2,500-to-l  return. 

Who  is  this  person?  A  conciliator 
who  wants  people  to  be  friends,  realiz- 
ing that  if  everybody  is  happy,  they 
will  be  able  to  help  each  other  make 
money  in  future  deals.  Even  when  he 
sells  what  appears  to  be  overpriced 
investments,  Wygod  usually  sells 
them  early  enough  in  the  investment 
cycle  for  the  buyer  to  make  money, 
too.  "I  want  everyone  to  be  happy,"  he 
says.  "There's  plenty  of  money  to  go 
around.  We  can  all  make  profits." 

Wygod  himself  is  certainly  a  happy 
man.  Brought  up  in  modest  circum- 
stances in  New  York  City,  Wygod, 
now  44,  has  become  something  of  a 
country  squire.  He  breeds  horses  on 
his  100-acre  River  Edge  Farm  in  pricey 
Bedminster,  N.J. 

Despite  his  wealth,  Wygod  is  no 
snob.  A  number  of  years  ago,  he  re- 
calls, his  gardener,  having  heard  Wy- 
god talk  about  deals  for  years,  timidly 
asked  Wygod  to  invest  $10,000  for 
him.  Now,  Wygod  says,  his  gardener 
is  a  millionaire.  His  only  account  is 
River  Edge  Farm. 

Wygod,  though  hardly  a  household 
name,  is  well  known  to  a  coterie  of 
successful  investors,  some  of  whom 
he  introduced  to  one  another.  He's 
also  known  to  a  coterie  of  short-sell- 


ers, who  have  been  confounded  by 
Wygod's  ability  to  take  companies 
that  look  like  nothing,  add  other  com- 
panies to  them  and  sell  the  whole 
thing  for  what  seem  to  be  outlandish 
amounts  of  money. 

In  addition  to  Posner,  Carr  and  Mil- 
ken, Wygod's  investors  include  Ber- 
nard Marden  (a  founder  of  Odd-Lot 
Trading  and  now  a  major  shareholder 
in  Revco  D.S.,  which  bought  Odd-Lot 
last  year),  James  Buell  (a  horse  breeder 
and  veterinarian  with  large  California 
ranch  holdings),  Martin  Raynes  (a 
New  York  City  apartment  building 
owner)  and  Herman  Sarkowsky  (the 
owner  of  the  Seattle  Seahawks  foot- 
ball team). 

Wygod  helps  his  friends  and  clients 
raise  money,  sometimes  from  one  an- 
other. Companies  run  by  Fred  Carr 
and  Victor  Posner,  who  were  intro- 
duced to  each  other  by  Wygod,  have 
made  millions  investing  in  each  oth- 
er's paper.  Michael  Milken  and  some 
of  his  Drexel  Burnham  Lambert  asso- 
ciates late  in  1983  spent  $2.5  million 
for  875,000  shares  of  stock  in  one  of 
Wygod's  companies,  Medco  Contain- 
ment Services.  That  investment  is 
now  worth  $20  million.  A  reinsur- 
ance company,  ELID  Life  Insurance, 
owned  50%  by  Carr's  First  Executive 
Corp.,  25%  by  Milken  and  25%  by 
other  Drexel  principals,  has  a  similar 
7-for-l  paper  profit  on  a  $500,000  in- 
vestment in  Medco. 

Completing  the  circle,  since  1983 
Drexel  has  raised  $122.5  million  for 
Wygod's  company,  Porex  Technol- 
ogies, $40  million  of  that  coming 
from  First  Executive.  Part  of  Porex' 
cash  was  used  to  buy  a  company  from 
one  of  the  firms  that  Victor  Posner 
controls.  And  so  it  goes. 

Wygod  has  been  doing  these  kinds 
of  things  since  his  graduation  from 
New  York  University  as  a  business 


administration  major  24  years  ago.  In 
1964,  after  spending  a  week  in  Los 
Angeles  with  Computer  Sciences' 
founder  Fletcher  Jones,  Wygod  invest- 
ed $75,000  in  Computer  Sciences. 
The  company  wasn't  much  to  look  at, 
but  Wygod  was  ahead  of  the  craze  for 
computer  software  stocks.  Wygod  fig- 
ured that,  with  the  proliferation  of 
computers,  investors  would  flock  to 
software  stocks.  He  was  right.  With 
further  investments  over  six  years, 
his  Computer  Sciences  stake  pro- 
duced a  $5  million  profit. 

Meanwhile,  Wygod  also  invested  in 
Computax,  a  company  that  had  been 
spun  off  from  Computer  Sciences. 
Computax  shares  went  from  $10  to 
$100  in  a  year,  when  the  company 
went  public. 

Wygod  isn't  perfect,  though.  In  the 
mid-Sixties,  he  assembled  a  group  of 
investors  to  buy  Western  Union  and 
merge  it  into  Computer  Sciences,  but 
neglected  to  tell  the  FCC  about  his 
group's  16%  holding  in  the  utility, 
though  he  did  file  with  the  SEC.  He 
was  forced  to  disgorge  his  shares  at  a 
loss.  The  moral,  he  says:  "Don't  screw 
around  with  utilities." 

In  1977  a  company 
owned  by  Wygod,  Ber- 
nie  Marden  and  Albert 
Weis  spent  a  little  un- 
der $2  million  to  buy 
control  of  a  small  At- 
lanta company,  later 
renamed  Glasrock 

Medical  Services.  It 
was  a  mediocre  maker 
of  plastic  products  for 
the  medical  industry. 
A  hot  industry  at  the 
time,  but  plastic  thing- 
ies?  At  a  rapid  pace 
Wygod  started  dump- 
ing this,  adding  that — 
entering,  for  example, 
the  home  medical  ser- 
vices business  by 
buying  a  lot  of  small 
companies.  Then  Wy- 
god managed  to  inter- 
est the  American  sub- 
sidiary of  British  Oxy- 
gen Corp.  in  buying 
some  of  Glasrock's 
home  medical  services 
business,  as  well  as  a 
controlling  stake  in  an- 
other company  for  over 
$100  million. 

That  was  just  for 
openers.  In  January 
1983  Wygod,  who  had 
learned  the  joys  of 
spinoffs  from  his  10- 
for-1  Computax  profit, 
spun  off  the  remaining 


(V)h 


<*, 


60 


FORBES.  FEBRUARY  1 1 


operations  of  Glasrock,  creating  a 
new  public  company  called  Porex 
Technologies.  Soon  after,  Porex 
formed  another  company,  Medco 
Containment  Services,  and  acquired  a 
mail-order  prescription  drug  firm,  Na- 
tional Pharmacies,  for  $29  million  in 
the  fall  of  1983 — from  a  company  run 
by  Victor  Posner.  Porex  and  Medco 
shares  were  among  the  best-perform- 
ing new  issues  of  1983  and  1984. 

Today  Medco  shares  trade  at  23. 
Thus,  Wygod  has  convinced  the  mar- 
ket to  ascribe  $290  million  in  market 
value  to  a  firm  he  bought  for  $29 
million  15  months  ago. 

Last  December  Wygod  also  ac- 
quired Paid  Prescriptions — owned  by 
a  company  he  knew  something  about, 
Computer  Sciences — for  $29  million. 
Paid  Prescriptions,  which  will  earn 
about  $3  million  this  year  pretax,  pro- 
cesses 20  million  prescription  drug 
claims  annually  through  a  network  of 
45,000  retail  pharmacies. 

Profits  like  those  on  Glasrock  and 
Medco  shares  explain  why  Wygod  can 
tap  a  network  of  friends  who  swear  by 
him.  Take  Fred  Carr.  When  Carr  left 
his  investment  advisory  firm  in  1974 


to  take  over  a  small,  financially  ailing 
insurance  holding  company  called 
First  Executive  Corp.,  Wygod  had 
faith  in  him.  Over  a  period  of  years 
Wygod  and  his  associates  bought  $5.5 
million  of  First  Executive  stock.  That 
turned  into  a  $25  million  profit  by 
1983.  In  June  1980,  when  Carr  needed 
capital  to  expand,  Wygod,  Marden,  a 
Victor  Posner  company  and  other  in- 
vestors bought  $3.5  million  of  a  con- 
vertible debenture,  which  they  ex- 
changed three  years  later  for  shares 
worth  about  $20  million. 

Says  Carr:  "Marty  Wygod,  more 
than  anyone  else  I've  met  over  the  last 
20  years,  has  this  ability  to  concen- 
trate on  an  investment  idea  or  a  prob- 
lem and  let  nothing  else  distract  him 
until  he's  accomplished  what  he  set 
out  to  do.  He  doesn't  spread  himself 
thin,  getting  into  any  more  deals  than 
he  can  handle,  like  others  often  do." 

Just  as  Wygod's  timely  assistance 
helped  First  Executive  become  a  $5 
billion  (assets)  company  that  could 
help  finance  Porex,  Victor  Posner's 
early  loyalty  to  Wygod  helped  put  Wy- 
god in  a  position  to  help  Posner.  Wy- 
god, who  handled  some  of  Posner's 


Dunna  RTr.ilnYr 


Porex  Technologies'  Martin  Wygod 

Getting  in  early  .  .  .  and  knowing  when  to  get  out. 


companies'  money  in  the  early  1960s 
through  his  brokerage  firm  Wygod, 
Weis  &.  Florin  (later  sold  at  a  $17.7 
million  profit),  cemented  the  relation- 
ship in  1966  by  helping  Posner  beat 
out  Cyclops  Corp.  for  control  of  Shar- 
on Steel.  Wygod's  firm  earned  its  first 
$1  million  investment  fee. 

Money  makes  money.  In  1983  Wy- 
god paid  Posner's  APL  Corp.  about 
$36  million — 24  times  earnings — 
mostly  in  Porex  stock,  for  National 
Pharmacies.  (Proceeds  from  selling  a 
vitamin  company  reduced  the  cost  to 
$29  million.)  Posner's  APL  booked  a 
handsome  $30  million  pretax  gain 
and  got  12.2%  of  Porex  stock,  now 
worth  over  $25  million. 

With  Medco's  high-flying  stock  not 
surprisingly  beset  by  short-sellers, 
Wygod  heatedly  insists  the  company 
was  worth  what  he  paid  Posner  and  is 
worth  the  stratospheric  sum  it  sells 
for  today.  Says  Wygod,  "We  spent  $2 
million  on  marketing  and  got  a  bunch 
of  large  corporations  with  funded  drug 
benefit  plans  to  sign  on  with  us.  This 
will  substantially  increase  Medco's 
earnings  this  year." 

But  it  will  take  an  awful  lot  of  fu- 
ture earnings  to  justify  Medco's  cur- 
rent lofty  price/earnings  ratio  of  well 
over  50.  Short-sellers  trot  out  a  litany 
of  real  and  imagined  reasons  that 
Medco  shares,  77%  of  them  owned  by 
Porex,  aren't  worth  the  current  price 
of  $23.  But  they  may  be  underestimat- 
ing Marty  Wygod  again. 

Right  now  Wygod  is  scouting  for  a 
big  acquisition  with  the  $130  million 
of  cash  Porex  has  on  hand.  Could 
Revco  be  a  target? 

Wygod's  friend  Bernard  Marden  and 
his  Marden  associate,  Isaac  Perlmut- 
ter,  control  nearly  12%  of  Revco's 
shares,  obtained  from  last  year's  sale 
of  their  Odd-Lot  Trading  to  Revco. 
They  are  feuding  with  Revco  manage- 
ment, and  it's  reasonable  to  expect 
that  Marden  and  Perlmutter  will  get 
bought  out. 

Wygod  doesn't  deny  he  has  consid- 
ered making  a  deal  with  Revco.  But, 
he  quickly  adds,  "I'm  looking  at  sev- 
eral other  companies  as  well,  so  don't 
jump  to  any  conclusions." 

Certainly  Marty  Wygod  won't  jump 
in  without  carefully  assessing  the 
likelihood  of  the  deal's  being  success- 
ful— and,  he  would  hope,  friendly. 

About  the  only  enemies  Wygod  has 
these  days  are  short-sellers.  That  he 
accepts,  albeit  reluctantly.  Wygod  la- 
ments: "They  even  started  a  rumor 
over  Christmas  that  I  was  dead  or 
dying  to  try  to  hurt  the  stock." 

Who  but  a  short-seller  would  do 
such  a  nasty  thing  to  a  nice  guy  like 
Marty  Wygod?  ■ 
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Who 

Did 
What? 

(J)  GTE  (2)  GRUMMAN  (3)  RCA  (4)GE 
(5)  IU  (6)  HUGHES  (7)  TRW  (8)  WESTINGHOUSE 

Test  your  corporate  I.Q.  Look  over  the  eight 
achievements  pictured  here  and  match  each 
to  the  corporation  responsible  for  it.  Jake  your 
time;  we'll  wait. 

Finished?  O.K.,  let's  review  your  answers. 
Who  is  building  the  first  high-powered  Direct 
Broadcast  Satellite?  Hughes?  No,  RCA. 

Who  supplied  the  video  cameras,  video 
equipment,  and  transmission  services  that  sent 
back  the  stunning,  live  pictures  from  the  Space 
Shuttle?  Westinghouse?  No,  RCA. 

Who  developed  and  built  AEGIS,  the  Navy's 
new  seaborne  electronic  defense  system? Again, 
the  answer,  RCA.  In  fact,  the  correct  answer  to  each 
of  the  questions  is  the  same.  RCA. 

Surprised?  If  you're  like  most  people, 
you  aren't  aware  of  what  a  major  force 
RCA  has  become  in  many  high-tech  industries. 
Or  that  we  invested  over  $200  million  of  our  own 
money  in  R&D  last  year.  A 
figure  that  compares  with 
what  many  purely  high-tech 
companies  spend. 

If  you'd  like  to  learn 
more  about  RCA  as  a  corporation,  an  invest- 
ment or  as  a  place  to  work,  write  to:  This  Is  RCA, 
P.O.  Box  91404.  Indianapolis,  Ind.  46291.  We'll 
send  you  a  few  more  surprises. 

In  electronics,  communications  and  enter- 
tainment, RCA  is  one  of  a  kind. 


One 
Of  A  Kind 
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Who  supplied  me 
jdeo  cameras  and 
iaeo  equipment  for 
be  Space  Shuffle? 


Who  developed  and 
buiff  AEGIS,  me  world's 
most  sophisticated      — . 
defense  system,  for  me 
U.S.  Navy? 


Who  conceived,  developed 
and  built  all  the  operational 
polar-orbiting 

weather  satellites  \  \ 

in  the  free  world?    \ 
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You  aren't  moving  and  dont  want  to  rent 
a  trailer?  Then  how  about  a  VCR  or  a 
motor  home?  U-Haul  says  U-Rent. 

No  more 
Mr.  Nice  Guy 


By  Janet  Fix 


T|  he  Wall  Street  Journal  ad  read: 
"U-Haul-N-U  make  money. 
Cut  taxes  with  U-Haul.  U-Buy 
recreational  vehicles,  consign  RVs  to 
U-Haul.  U-Haul  rents  RVs  .  .  .  True 
profit  potential.  Liquidity,  ITC  poten- 
tial. Three-year  depreciation,  90%  fi- 
nancing possible.  Leverage  deduc- 
tions for  1984.  Call  1-800-858-4112." 
Aha,  the  wise  guys  said.  There's 
trouble  in  River  City  when  U-Haul, 
the  move-it-yourself  market  leader, 
has  to  reach  out  for  public  money 


with  a  tax-shelter  scheme.  Not  so, 
says  the  Phoenix-based  trailer  renter. 
"We're  not  having  financial  difficulty. 
Our  credit  rating  is  the  best  in  the 
business,"  says  Doctor  Sam,  as  he's 
called  (because  he's  a  medical  doc- 
tor)— Samuel  Shoen,  president  of  U- 
Haul  International  and,  at  39,  the  el- 
dest of  the  12  children  of  U-Haul's 
founder  and  president,  the  legendary 
Leonard  Samuel  Shoen. 

"The  best  in  the  business,"  echoes 
Treasurer  Gary  Horton.  "We've  put 
$1.1  billion  in  assets  on  our  books  in 
ten  years,  borrowed  $300  million  to 


Samuel  Shoen,  Doctor  Sam,  president  of  U-Haul  International 
A  sledgehammer  will  catch  their  attention. 


do  it  and  are  leveraged  1.25-to-l." 

You  may  remember  how,  40  years 
ago  in  Portland,  Ore.,  L.S.  Shoen, 
who's  now  69,  still  the  U-Haul  chief 
executive  and  as  cantankerous  as 
ever,  took  $3,000  and  a  truck  and  in- 
vented the  move-it-yourself  industry, 
building  a  fortune  estimated  at  $300 
million. 

Actually,  U-Haul  International, 
which  is  a  subsidiary  of  Shoen's  par- 
ent company,  Amerco  Business  Con- 
sultants Inc.,  isn't  what  it  used  to  be. 
It's  more.  There  are  still  all  those 
trucks  and  trailers,  164,000  in  all 
($19.95  a  day  for  a  truck),  parked  at 
gas  stations  around  the  country.  But 
now  there  are  also  1,275  U-Haul  rent- 
al centers,  crammed  full  of  an  odd 
assortment:  garden  hoses,  Rototillers, 
punch  bowls,  VCRs,  cameras,  jet  skis, 
kayaks,  bikes  and — suddenly — 4,500 
motor  homes,  acquired  by  U-Haul  in 
December.  It  was  the  attempt  to  tap 
the  public  for  the  $140  million  financ- 
ing for  the  new  motor-home  business 
that  set  tongues  wagging  in  Phoenix 
about  U-Haul's  financial  health. 

That  and  other  things.  There  have 
been  4,000  layoffs  at  the  company 
since  June,  a  25%  slash.  L.S.  cut  out 
the  annual  $200  bonus  at  Christmas 
and  sliced  200  executive  salaries  by 
10%  (since  reinstated,  says  Doctor 
Sam).  L.S.  also  said  no  more  free 
coffee  and  Kleenex  for  employees. 
And  he  vowed  to  cut  ex- 
ecutive salaries  by  5% 
each  month  until  his 
"commanders"  (ex- 

Navy-man  L.S.'  word  for 
managers)  get  income 
above  expenses. 

Does  that  mean  trou- 
ble? No.  L.S.  explained 
in  his  Dec.  3  newsletter 
to  commanders:  "It's 
past  the  time  the  [you 
know  what)  should  hit 
the  fan."  Says  Doctor 
Sam,  "There  are  certain 
symbolic  things  that 
have  to  be  done  to  get 
people's  attention." 
Doctor  Sam  also  says 
most  of  the  4,000  laid  off 
were  summer  seasonals, 
but  admits  that  too 
many  were  hired.  Any- 
way, things  can't  be  too 
bad:  As  the  bonuses 
were  being  cut,  L.S.  took 
delivery  from  China  of 
several  ornately  carved 
statues  of  lions  and  drag- 
ons ($9,800  for  the 
bunch)  for  the  lawn  at 
company  headquarters. 
U-Haul  is  still  pretty 
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A  MAN  AND  HIS  CIGAR. 

The  man:  Alan  CGreenberg, 

President,  Bear,  Stearns  &  Co. 

The  cigar:  Don  Diego. 


The  efficient  way 
to  total 
fitness. 

Unlike  ordinary  stationary  bicycles, 
Schwinn's  Air-Dyne  has  unique  moving 
hand  levers  to  exercise  your  upper 
body  as  pedal  operation  exercises 
your  legs,  thighs  and  hips.  Precision 
instrumentation  lets  you  measure 
aerobic  exercise  for  cardiovascular 
fitness.  Maintain  total  fitness  in  just 
20  minutes  every  other  day. 

Backed  by  Schwinn's  famous 
"No-Time- Limit"  warranty,  the 
Air-Dyne  is  assembled  and  ready 
to  ride  at  your  Schwinn  full- 
service  dealer. 

FOR  THE  PARTICIPATING  SCHWINN  DEALER  NEAREST  YOU, 

CALL  TOLL-FREE:  1-800-228-2220. 

In  Nebraska   1-800-642-8788 


SCHWINN 
Air-Dyne 


The  ultimate  fitness  machine. 

Excelsior  Fitness  Equipment  Co.,  615  Landwehr  Rd.,  Northbrook,  1L  60062  A  Schwinn  Company 


You  can  take 

your  next  meeting 

and  ship  it 


Hold  a  3-7  day  meeting  aboard  one  of  our  30,000  ton,  U.S. 
Registered  ships  that  cruise  the  Hawaiian  Islands.  They  offer 
the  same  tax  benefits  for  meetings  as  land  based  facilities. 
And  a  package  price  that  covers  virtually  everything. 

For  complete  information,  ask  your  meeting  planner  or 
secretary  to  call  Karl  Wentzel, Director— Meeting  and  Incentive 
Sales,  at  (800)  633-MEET. 

American  Hawaii  Cruises  <$ 

We're  changing  the  way  you  look  at  meetings. 
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big.  Doctor  Sam  says  sales  in  the  year 
to  end  Mar.  31  will  run  $757  million, 
and  net  will  be  about  $42  million.  He 
says  debt  at  the  fiscal  year-end  will  be 
$479  million,  $80  million  above  the 
figure  the  year  before.  But  one  real 
problem  is  the  basic  truck  and  trailer 
leasing  business. 

Competitors  like  Ryder  System  Inc. 
and  Jartran  Inc.  (now  emerged  from 
Chapter  1 1 )  have  moved  in,  the  indus- 
try hasn't  been  growing  and  prices  are 
low.  Competitors  also  say  U-Haul's 
share  is  down  to  55%  of  the  move-it- 
yourself  market,  from  61%  four  years 
ago.  U-Haul  did  win  a  $40  million 
unfair  competition  suit  against  Jar- 
tran but  has  yet  to  collect,  pending 
appeals.  U-Haul  seems  to  be  trying  to 
change  with  the  times — renting  VCRs 
and  motor  homes. 


Forty  years  ago  L.S.  Shoen 
took  $3,000  and.  a  truck 
and  invented  the  move-it- 
yourself  business.  Now 
he's  cutting  pay  and 
locking  up  the  Kleenex  at 
giant  U-Haul.  "It's  past 
the  time  the  lyou  know 
what]  should  hit  the  fan," 
L.S.  says. 


U-Haul  got  into  rental  centers  by 
picking  up  old  Chrysler  showrooms 
during  the  automaker's  bad  days  in 
the  1970s.  It's  obviously  trying  to  fig- 
ure out  how  to  fill  them  up  and  make 
money.  Says  Gordon  Bingham,  a  vice 
president  for  competitor  Ryder: 
"They'll  have  to  rent  an  awful  lot  of 
video  players  to  cover  the  overhead  in 
their  rental  centers."  Motor  homes, 
though,  might  be  something  else. 

"I  have  three  kids,"  says  Doctor 
Sam.  "Two  years  ago  I  told  my  wife 
I'd  never  go  on  another  vacation  in  a 
car.  Why  put  yourself  through  the  ex- 
cruciating torture  when  you  can  pop 
the  kids  in  the  back  of  a  mobile  home 
with  a  toilet  and  refrigerator?" 

U-Haul  officials  explain  the  rental- 
leaseback  proposal  on  the  motor 
homes  as  clever  financing  and  a  way 
to  increase  profits  without  increasing 
debt.  Is  it  a  good  deal  for  investors 
who  would  buy  them  and  pay  U-Haul 
for  maintenance  and  repair?  Will  ea- 
ger vacationers  provide  rental  in- 
come? Will  there  be  anyone  to  buy  the 
motor  homes  after  they  have  been 
used  for  three  years  and  75,000  miles? 
Well,  let's  put  it  this  way:  It's  almost 
always  the  seller  of,  not  the  investor 
in,  tax  shelters  who  makes  a  fortune. 

L.S.  Shoen  has  $300  million.  How 
about  U?  ■ 
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ESCORT 


MA/Mfl  MUflNING  «WW 


PASSPORT 


Overwhelm^frur  Favorite  Driver 


The  perfect  gift  is  more  than  a  surprise;  it 
hits  the  mark.  If  there's  a  driver  on  your  list, 
you  can  give  ESCORT  or  PASSPORT  with 
absolute  confidence.  Here's  why: 

Head  Of  The  Class 

Car  and Drivermagazine  rated  ESCORT 
number  one  in  its  most  recent  test,  calling 
it  "...clearly  the  leader  in  value,  customer 
service  and  performance..." 

In  fact,  in  the  six  years  since  its  intro- 
duction, ESCORT  has  become  the  classic 
instrument  of  radar  detection. 

PASSPORT  is  brand  new.  For  the  person 
on  the  move,  switching  between  cars  or 
using  rentals  in  distant  cities,  it  provides 
ESCORT  performance  and  features  in  a  con- 
venient miniaturized  package.  You  can  carry 
it  in  your  pocket  like,  well,  a  passport. 

The  SMD  (Surface  Mounted  Device) 
circuitry  that  made  PASSPORT  possible  is 
simply  light  years  ahead. 


PASSPORT  is  only  W  tall  and  2W  wide. 


First  Class  Performance 

When  radar  is  out  there,  the  super- 
heterodyne circuitry  in  ESCORT  and 
PASSPORT  will  find  it:  over  hills,  around 
curves,  hidden  in  the  bushes,  anywhere.  But 
that's  just  half  the  story. 

Just  as  important  is  the  unique  way  they 
give  you  a  full,  easily  understood  report 
on  the  radar  they  find.  ESCORT  has  led  the 
way  with  its  variable  pulse  audio  warning, 


analog  meter  and  amber  alert  lamp.  These 
all  work  together  to  give  you  a  precise 
indication  of  radar  type  and  range.  In 
PASSPORT,  a  bar  graph  of  eight 
Hewlett-Packard  LEDs  replaces  the  meter.  This 
allows  the  same  thorough  radar  report  in  a 
pocket-size  package. 

Attention  To  Detail 

The  main  point  of  a  radar  warning 
device  is  performance,  but  the  perfect  gift 
brings  something  more:  pride  of  ownership. 
Both  ESCORT  and  PASSPORT  are  finely- 
crafted  instruments  that  look  right  at  home  in 
a  Porsche,  Mercedes,  or  any  car. 


ESCORT  and  PASSPORT  come  complete 
with  accessories. 

Apart  From  The  Crowd 

While  our  system  of  factory-direct  sales 
was  not  designed  specifically  for  gift  givers, 
it  does  offer  some  rather  special  benefits. 
For  example,  you  needn't  worry  about  buying 
a  discontinued  model  still  in  a  store's  stock. 
Your  gift  will  never  be  seen  marked  down 
in  the  discount  chains.  More  importantly 
giving  either  ESCORT  or  PASSPORT  shows 
you  were  concerned  enough  about  quality  to 
track  down  the  only  source.  And  there's 
one  more  advantage. 

Easy  Shopping 
ESCORT  and  PASSPORT  let  you  do  your 
Christmas  shopping  by  phone  and  avoid 


the  retail  hassle.  We're  only  a  toll-free  call 
and  a  parcel  delivery  away 

Most  important  of  all,  ESCORT  and 
PASSPORT  are  guaranteed  to  please.  Holidays 
or  anytime,  take  the  first  thirty  days  as  a 
trial.  If  you're  not  absolutely  satisfied,  return 
your  purchase  and  we'll  prompdy  refund 
your  money  and  your  mailing  costs.  We  also 
back  ESCORT  and  PASSPORT  with  a  full 
one-year  limited  warranty 

Car  and  Driver  called  us  the  "class 
act"  in  radar  detection.  So  order  now,  and 
let  ESCORT  or  PASSPORT  overwhelm  your 
favorite  driven 

Order  Today 

TOLL  FREE  800-543-1608 

IN  OHIO  800-582-2696 

( Phone  M-F  8-8,  Sat  9-5:30  EST) 


PASSPORT 

RADAR-RECEIVER 

$295  ($16.23  tax  in  OH) 
Pocket-Size  Radar  Protection 

ESCORT 

RADAR  WARNING  RECEIVER 

$245  ($13-48  tax  in  OH) 
The  Classic  of  Radar  Warning 


Cincinnati  Microwave 
Department  100-044-F07 
One  Microwave  Plaza 
Cincinnati,  Ohio  45296-0100 

©  198-1  Cincinnati  Microwave,  Inc. 


E>rl985, 

Mercedes-Benz 

introduces  something 

more  important 

than  a  new  model. 


THE  MERCEDES-BENZ  sedan 
speeds  straight  toward  a  patch  of 
test  track  slicked  down  with  a 
diabolical  mixture  of  soapsuds 
and  water. 

A  splash  as  the  tires  meet  wet 
pavement-and  then  the  driver 
slams  on  the  brakes. 

But  what  seems  bound  to 
happen  in  the  next  heart-stop- 
ping instant,  doesn't  happen. 
Violent  braking  action  on  that 
treacherous  surface  sets  off  no 
violent  counterreaction. 

That  Mercedes-Benz  sedan 
simply  snubs  down  to  a  quick, 
straight-line  stop.  Soapsuds  and 
water  and  all. 

THE  MERCEDES-BENZ 

ANTI-LOCK  BRAKING  SYSTEM 

COMES  TO  AMERICA 

That  Mercedes-Benz  sedan  has 
just  demonstrated  the  most  emo- 
tionally reassuring  advance  in 
passenger  car  braking  control 
since  the  disc  brake. 


It  is  the  Mercedes-Benz  Anti- 
lock  Braking  System,  or  ABS.  And 
having  pioneered  both  its  early 
development  and  its  subsequent 
use  in  production  automobiles, 
Mercedes-Benz  now  proudly  in- 
troduces this  significant  engineer- 
ing feature  to  America.  It  is  being 
fitted  as  standard  equipment  to 
every  1985  Mercedes-Benz 
500SEC  Coupe,  500 SEL  Sedan, 
380  SL  Coupe/Roadster,  380  SE 
Sedan  and  300  SD  Turbodiesel 
Sedan,  and  as  an  extra-cost 
option  to  the  190 E  2.3  and  190  D 
2.2  Sedans. 

Functioning  in  concert  with 
the  cars  four-wheel  disc  brakes, 
the  Mercedes-Benz  Anti-lock 
Braking  System  is  meant  to  first 
sense  the  impending  lockup  of 
one  or  more  of  the  cars  wheels 
in  a  sudden  braking  emergency 
-then  to  act,  with  lightning 
speed,  to  avert  it. 

The  benefits  are  clear.  By  mini- 
mizing the  risk  of  the  car's  wheels 


locking  up  in  hard  braking,  the 
system  can  also  minimize  the 
potential  consequences:  the  sud- 
den loss  of  tire  adhesion  that 
could  turn  a  steerable  vehicle 
into  a  sliding  object  no  longer 
under  the  driver's  full  control. 

More  reassuring  still,  the  sys 
tern  is  designed  for  braking 
emergencies  on  slippery-wet 
roads  as  on  dry  roads-indeed, 
to  maintain  optimum  braking 
performance  almost  regardless 
of  road  surface  conditions. 

SENSING  TROUBLE  BEFORE 
IT  BECOMES  TROUBLE 

The  decision-making  "brain"  of  I 
the  Mercedes-Benz  Anti-lock 
Braking  System  is  an  on-board  ! 
computer.  Electronic  sensors, 
placed  at  both  front  wheels  and 
the  drive  pinion  of  the  rear  axle, 
are  the  system's  vital  nerve  ends: 

In  a  moving  car  under  nor- 
mal driving  conditions,  those 
sensors  are  constantly  signaling  j 
the  rotational  speed  of  the  whee 
to  the  computer.  Registering  a 
millisecond-by-millisecond  elec 
tronic  bulletin  on  the  precise 
state  of  adhesion  between  the 
car's  tires  and  the  road  surface. 

Then  comes  that  sudden 
emergency.  The  driver  reacts  to 
danger  ahead  by  reflexively  hit- 
ting the  brake  pedal  hard;  hard 
enough,  in  a  conventional  brak- 
ing system,  to  risk  locking  up  or 
or  more  of  the  car's  wheels. 

But  those  electronic  senson 


i  -e  already  detected  the  onset  of 
[ieel  slip  and  alerted  the  com- 
pter. And  the  computer  starts 
hulating  fluid  pressure  in  the 
[ike  lines.  Modulating  and 
jiencing  brake  pressure,  via 
I  enoid  valves  in  the  brake  lines, 
[often  as  ten  times  per  second, 
untering  lockup  of  all  four 
keels  or  any  individual  wheel. 
And  thereby  allowing  the  car 
pe  swiftly  and  smoothly  de- 
terated.  Allowing  the  car  to  be 


precisely  steered  and  maneu- 
vered as  it  decelerates.  Helping 
the  driver  to  avoid  a  collision,  or 
simply  to  stay  on  the  road. 

6,000,000,000  MILES 

Mercedes-Benz  began  develop- 
ment work  on  the  principle  of  the 
anti-lock  braking  system  as  far 
back  as  1959,  first  fitted  a  working 
system  to  a  production  auto- 
mobile in  1978,  and  has  since 
seen  250,000  of  its  cars  roll  up 


over  six  billion  miles  of  experi- 
ence with  the  system  worldwide. 

Once  again  following  where 
Mercedes-Benz  has  shown  the 
way,  some  domestic  and  foreign 
makers  will  shortly  introduce 
similar  anti-lock  braking  systems 
to  America.  They  can  emulate  the 
idea.  They  cannot  emulate  this 
depth  of  experience. 

The  entire  system  is  designed 
to  be  electronically  self-checking, 
constantly  monitoring  itself  and 
primed  to  shut  down  instantly 
should  a  malfunction  ever  be  in- 
dicated. The  cars  separate  four- 
wheel  disc  brake  system  would, 
of  course,  remain  fully 
operational. 

In  terms  of  enhancing  control 
of  the  car  in  a  braking  emergency, 
the  Mercedes-Benz  Anti-lock 
Braking  System  may  be  the  best 
ally  a  driver  has  ever  had.  In 
terms  of  automotive  leadership, 
this  major  advance  underscores 
the  truth  of  the  motto  below:  for 
1985,  as  for  the  past  99  years,  the 
automobiles  of  Mercedes-Benz 
are  indeed  engineered  like  no 
other  cars  in  the  world. 


Engineered  like  no  other 
car  in  the  world 


SEE  YOUR  AUTHORIZED 
MERCEDES-BENZ  DEALER 


Medicare  is  on  the  critical  list.  Bankruptcy 
looms,  collapse  is  near.  Maybe  it's  time  to 
let  people  build  their  own  retirement  nest 
eggs  for  health  care. 

Why  not 
medical  IRAs? 


By  Susan  Lee 


It's  not  big  news  that 
Medicare  could  run 
out  of  funds  by  the 
early  1990s.  And  govern- 
ment solutions  are  no  rev- 
elation, either.  They  go 
from  price-fixing — cap- 
ping payments  at  the  hos- 
pital bed  or  at  the  stetho- 
scope— to  making  users 
pay  more  through  higher 
deductibles  or  larger  co- 
payments.  The  only  tired 
old  scheme  that  hasn't 
been  trotted  out — yet — is 
to  raise  payroll  tax  beyond 
the  increases  already 
scheduled. 

There  is  talk,  however, 
about  one  new  and  sensi- 
ble solution:  return  a  great 
portion  of  retirement 
medical  insurance  to  the 

private  sector.  This  majes-     

tic  idea  comes  from  a  team  gathered 
by  the  National  Center  for  Policy 
Analysis,  a  Dallas-based  think  tank. 
Its  benefits  are  many,  its  costs  slight, 
and  its  chances  not  as  bad  as  might  be 
imagined. 

Under  the  current  system,  Medi- 
care is  funded  by  a  payroll  tax  equally 
divided  between  employer  and  em- 
ployee. The  tax  now  totals  2.6%,  with 
workers  paying  1 .3%  on  income  up  to 
$37,800.  Rates  are  scheduled  to  rise  to 
2.9%  of  payroll  in  1986,  with  another 
bump  up  to  5.08%  by  1995. 

That's  a  considerable  tax  bite — rev- 
enues this  year  are  estimated  at  $5 1 .3 
billion — and  it's  not  nearly  enough. 
The  problem,  along  with  overgener- 
ous  benefits  and  the  waste  and  ineffi- 
ciency engendered  by  the  payments 
system,  is  that  Medicare  funding  bor- 
ders on  check-kiting. 


John  Goodman,  president  of  the  National 

Center  for  Policy  Analysis 

A  sensible  solution  to  the  Medicare  crisis. 


The  tax  revenues  go  into  a  trust 
fund,  sure,  but  most  of  the  money 
goes  right  back  out  again  to  pay  the 
bills  for  current  beneficiaries.  This 
pay-as-you-go  arrangement  makes  for 
a  peculiar  kind  of  trust  fund:  The 
money  doesn't  stay  put  long  enough 
to  earn  investment  returns.  What's 
more,  since  individuals  don't  accu- 
mulate their  own  discrete  piles,  they 
can't  pass  anything  to  their  heirs  if 
they  die  before  "their"  contributions 
are  used  up. 

The  National  Center  for  Policy 
Analysis  goes  right  to  the  heart  of  that 
funding  problem.  The  scheme,  brain- 
child of  economists  John  Goodman, 
Richard  Rahn,  George  Musgrave  and 
Peter  Ferrara,  calls  for  the  establish- 
ment of  individual  retirement  ac- 
counts to  cover  medical  expenses.  In 
short,  medical  IRAs.  Each  year  work- 


ers could  contribute  up  to  $500  tax- 
free.  Workers  with  no  taxable  income 
could  receive  a  refundable  tax  credit. 
The  money  would  constitute  an  actu- 
al trust  fund,  thus  throwing  off  invest- 
ment returns  that  would,  in  turn,  ac- 
cumulate tax-free.  And,  of  course, 
those  who  die  without  exhausting 
their  funds  could  assign  the  money  to 
their  heirs. 

Under  the  NCPA  plan,  people 
would  have  two  options  upon  retire- 
ment: use  their  funds  to  purchase  in- 
surance from  a  private  company  or 
withdraw  the  money  to  pay  for  medi- 
cal expenses  as  they  arise.  How  much 
would  a  typical  worker  have  on  retire- 
ment? The  NCPA  team  calculates 
that  a  worker  entering  the  labor  force 
at  age  20  would  have  just  under  half  a 
million  at  age  65  and  over  $500,000  by 
age  67.  That's  assuming 
an  initial  contribution  of 
$464.10,  with  contribu- 
tions thereafter  (see  chart, 
p.  72)  rising  apace  with 
wages  at  5%  a  year  (the 
postwar  historical  rate) 
and  9%  investment  re- 
turns. The  initial  contri- 
bution of  $464.10  is  what 
workers  now  pay  to  Medi- 
care on  average. 

The  NCPA  plan  does 
leave  room  for  the  govern- 
ment to  play  a  role,  how- 
ever, a  most  important 
one.  A  payroll  tax  would 
be  retained  to  do  what  it 
should  do  now  and 
doesn't:  provide  coverage 
for  catastrophic,  or  high- 
cost,  illness.  The  govern- 
ment also  would  provide 
vouchers  on  retirement 
for  workers  electing  to  re- 
main in  the  Medicare  sys- 
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tern.  Even  with  this  government  role, 
the  NCPA  figures  that  Medicare  ex- 
penditures would  decrease  and  that 
the  payroll  tax  could  be  lowered 
gradually. 

There  is,  of  course,  a  cost  to  this 
scheme.  According  to  Peter  Ferrara,  if 
medical  IRAs  were  used  at  twice  the 
rate  of  regular  IRAs,  the  tax  revenue 
loss  would  be  $12.5  billion  in  1985. 
But  that  revenue  drain,  Ferrara  says, 
would  be  gradually  offset  by  lower 
Medicare  bills  as  workers  relied  less 
on  the  Medicare  system. 

Now  for  the  benefits.  Privatization 
of  retirement  health  insurance  would 
create  powerful  incentives  to  hold 
down  costs.  Currently,  a  third  party — 
the  government — pays  most  of  the 
bills.  Thus,  users  have  little  reason  to 
scrutinize,  let  alone  constrain,  their 
bills.  Moreover,  absent  patients  pay- 
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SCOTLAND'S 
$2.3  TRILLION 

MARKET. 


The  European  Common 
Market.  Get  in  on  the 
action  with  the  help  of 
The  Great  Scots. 

Driven  by  an  endless  demand  for  technol- 
ogy, the  European  Economic  Community 
now  represents  over  $2.3  trillion  a  year  in 
tariff-free  trade. 

In  fact,  the  EEC  houses  what's  become 
two  of  the  world's  largest  ( and  healthiest) 
markets  —  Europe  and  the  United 
Kingdom. 

Scotland— part  of  both  the  UK  and  the 
EEC— can  help  your  firm  take  advantage 
of  this  soaring  need  for  goods  and 
services. 


Come  to  Scotland.  And  expand  your  market 
immediately  by  71%. 

■  In  the  company  of  giants.  The  Scots 
have  been  in  the  business  of  technology 
since  1765,  when  James  Watt  perfected 
the  steam  engine. 

Today,  Scotland  is  a  major  European 
base  for  such  leading  growth  companies 


as  IBM,  Haliburton,  Hughes,  Motorola, 
James  River,  and  Levi  Strauss. 

Whether  you're  producing  technology 
or  using  it,  new  opportunities  are  being 
generated  every  day  as  part  of  this  great 
and  growing  structure. 

■  Where  innovation  is  second  nature. 

Scotland  has  the  most  plentiful  supply  of 
talent  in  all  Europe.  The  most  highly 
skilled,  too. 

In  a  new  independent  survey  —  which 
we'll  gladly  send  you  upon  request  — 
Scottish  labor  scored  an  overwhelming 
endorsement  from  U.S.  corporations. 
Consider: 

□  Only  .09%  of  total  working  days  were 
lost  to  industrial  disputes. 

□  70%  of  the  U.S.  companies  rate  worker 
productivity  as  high,  while  87%  see  it  ris- 
ing even  higher. 

□  95%  of  all  high-tech  plants  gave  posi- 
tive ratings  on  employees'  flexibility,  co- 
operation, and  acceptance. 

■  Substantial  tax  savings,  too.  Some- 
thing quite  interesting  has  just  happened 
to  corporate  taxes  in  Scotland:  they've 
been  rolled  back  33%  over  the  next  three 
years. 

Another  example  of  the  Scottish  attitude 
toward  business. 

m  You  have  Scottish  friends  in  high 
places.  The  Scottish  Development  Agen- 
cy—created by  the  British  Government- 
has  offices  in  San  Francisco,  Houston, 
Chicago,  and  Stamford.  The  nearest  one 
will  tell  you  all  about  sizeable  financial 
incentives  that  will  help  you  join  the  ranks 
of  Europe's  most  profitable  companies. 

They'll  even  clue  you  in  to  pre-built  fac- 
tory space,  and  a  wealth  of  top-notch 
individual  sites. 


The  Great  Scots.  Major  players  in  the  world's 
largest  trading  area:  the  EEC. 

The  time  to  act  is  now.  Because  there 's 
no  better  way  to  get  in  on  the  $2.3  trillion 
market  than  with  the  help  of  The  Great 
Scots. 

Call  toll-free,  or  write  for  more  convinc- 
ing information. 

1  (800)  THE-SCOT 

Scottish  Development  Agency  M 

THE  GREAT  SCOTS. 

PURVEYORS  OF  FINE  TECHNOLOGY  SINCE  1765. 


S><  Call  toll-free:  1  -800-  THE-SCOT.  Or  send 
this  coupon  to:  SDA,  PO  Box  5022,  Clifton, 
NJ  07015-5022 

□  Please  rush  me  a  complimentary  infor- 
mation package  on  Scotland  and  the  EEC, 
including  the  European  Site  Selection 
Checklist. 

□  Please  rush  me  the  new  independent 
Labor  Study  summarizing  the  experience 
of  over  140  American  corporations  in 
Scotland.  2R400 

Name 

Title 

Corporation 

Industry 

Street 

City State 

Zip Phone 


i    Copyright  1984,  The  Scottish  Development  Agency 
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Do-it-yourself  Medicare 


The  bottom  line  represents  yearly  contributions,  starting  with  an  initial 
hit  of  $464. 10  and  rising  5  %  each  year.  The  top  line  shows  the  magic  of  tax- 
free  funding — with  returns  of  9%,  the  initial  pop  grows  to  over  $500,000 
in  45  years.  That  should  cover  most  "golden  years"  hospital  bills. 


$1,000,000 


logarithmic  scale 


$100,000 


$10,000 


$1,000 


$100 


Total  accumulated 


20  25  30 

Years  invested 


ing  attention  to  costs,  doctors  and 
hospitals  have  no  check  on  how  many 
services  they  provide,  or  even  on  how 
necessary  those  services  are.  With 
both  users  and  providers  spending 
other  people's  money,  waste  and  inef- 
ficiency are  practically  guaranteed. 

Now  consider  the  two  options  peo- 
ple would  have  on  retirement  with 
the  NCPA's  medical  IRA  plan.  Under 
the  self-insurance  option,  the  incen- 
tives to  avoid  unnecessary  surgery 
and  seek  low-cost  treatment  are 
straightforward.  The  money  comes 
out  of  one's  own  pocket.  Says  NCPA 
President  John  Goodman:  "This  is  a 
wild  guess,  but  if  people  had  the  op- 
tion of  taking  the  money  or  undergo- 
ing the  operation,  you  would  see  the 
number  of  medical  procedures  cut  in 
half." 

Under  the  purchased  insurance  op- 
tion, people  would  surely  search  for 
the  insurance  company  offering  the 
best  deal.  Since  the  best  deals  can  be 
offered  only  by  companies  that  are 
cost-effective,  you  can  bet  that  insur- 
ance companies  would  be  policing  the 
providers  of  health  care. 

There  are  also  more  intangible 
benefits  to  the  medical  IRA  idea.  Peo- 
ple would  have  control  over  their 
money.  They  could  tailor  the  r  insur- 
ance coverage  to  fit  their  insurance 
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needs.  Substituting  IRA  funding  for 
Medicare  funding  also  would  boost 
savings. 

Sounds  good,  but  does  it  sound  like- 
ly? Well,  the  American  Medical  Asso- 
ciation, for  one,  is  interested.  While  it 
doesn't  want  to  see  Medicare  phased 
out  entirely — why  sever  the  hand  that 
feeds? — it  looks  at  the  NCPA  idea  as  a 
"promising  long-term  alternative." 
At  its  December  1984  meeting,  the 
AMA  House  of  Delegates  called  for  a 
continuing  evaluation  of  the  proposal. 

Other  powerful  groups,  such  as  the 
Conference  Board,  Business  Roundta- 
ble  and  Health  Insurance  Association 
of  America,  have  yet  to  be  heard  from. 
But  Willis  Goldbeck  of  the  Washing- 
ton Business  Group  on  Health  says, 
"We've  supported  medical  IRAs  pri- 
vately and  publicly,  to  no  avail.  None- 
theless, it's  an  idea  that's  going  to 
grow." 

And  that  brings  us  back  to  Wash- 
ington. Goodman  reports  that  the 
members  of  Congress  he  has  talked 
with  admit  the  proposal  makes  sense. 
But,  he  says,  "The  initiative  will  have 
to  come  from  outside  of  Washington. 
When  politicians  see  this  idea  men- 
tioned in  a  publication  like  Forbes, 
they'll  say,  'My  God,  it  must  be  im- 
portant.' Congress  does  not  lead.  It 
follows."  ■ 


An  IBM  System/38 
helps  feed  a  growing 
business. 

By  handling  order  entry 
on-line  with  an  IBM 
System/38,  Mikasa 
reduced  time-consuming 
clerical  tasks  while 
doubling  the  orders 
processed  daily. 

The  System/38  is  just 
one  of  a  number  of  easy- 
to-use  Business  Computer 
Systems  from  IBM. 

Whatever  size  your 
business,  they'll  help  you 
do  what  you  do,  better. 

They  can  be  used  as 
stand-alone  computers  or 
as  part  of  a  network. 

You  see,  there  are  as 
many  ways  to  use  IBM 
Business  Computer 
Systems  as  there  are 
businesses. 

To  learn  more,  call 
IBM  Direct.  Or  send  in 
the  coupon  below. 


Write  to  IBM, 

DRM;  Dept.  3Y/7,  ■(  " 

4(X)  Parsons  Pond  Drive, 
Franklin  Lakes,  New  Jersey  07417 

Please  send  me  more  information  on 
I     IBM  Business  Computer  Systems.  I 


Company 


Business  Phone- 


1  800 IBM-2468,  ext.  7. 


An  importer  of  fine  tableware,  Mikasa  uses  an 

IBM  System/38  for  order  entry  and  inventory  control  to 

make  sure  its  customers  get  sterling  service.  Whatever  business 

you're  in,  an  IBM  Business  Computer  System  is  an  invaluable  tool. 


Ronald  Reagan  wants  to  abolish  the  Small 
Business  Administration.  Except  for  a  few 
friends  in  Washington  and  on  Wall  Street, 
few  people  will  miss  it. 


Rest  in  peace? 


By  Gary  Slutsker 


save 


NOT  ALL  GOVERNMENT  AGENCIES 
live  forever.  The  forthcoming 
bare-bones  Reagan  budget  will 
surely  recommend  a  quick  death  for 
the  Small  Business  Administration. 
David  Stockman  figures  he'll 
$1.6  billion  by  closing  its 
4,000-employee  agency 
and  selling  its  portfolio. 
By  Washington  standards, 
$1.6  billion  is  small  pota- 
toes. And  SBA  Adminis- 
trator fames  Sanders,  a 
former  insurance  execu- 
tive, is  hardly  a  heavy  hit- 
ter. Even  the  SBA's  sup- 
porters are  quick  to  cite 
its  problems. 

The  irony  is  that  even 
though  the  SBA  has  lots  of 
friends,  few  are  small 
businessmen.  Ask  David 
Weatherup,  for  example, 
if  he  would  miss  the  agen- 
cy, and  you  get  a  flat  no. 
He  built  Syracuse,  N.Y.- 
based  Central  Fence  of 
cny,  Inc.,  which  has  annu- 
al revenues  of  $2  million,  without 
going  to  the  government  for  help. 
Sure,  he  needs  credit,  but  Weatherup 
borrows  from  the  bank,  not  from 
Washington.  "The  SBA  is  a  last  re- 
sort," he  says. 

Weatherup's  experience  isn't  atypi- 
cal. When  the  National  Federation  of 
Independent  Business   polled 


million,  and  issued  $2.5  billion  in 
loan  guarantees.  Congress  calculates 
that  up  to  a  quarter  of  all  SBA  compa- 
nies default.  No  wonder  critics  call 
the  agency's  customers  "the  cream  of 
the  crap." 

The   SBA,   which  was   created  in 
1953  to  aid  and  assist  small  compa- 


mem- 
bers  last  June,  nearly  70%  had  never 
even  contacted  the  SBA,  and  80%  said 
the  agency  had  a  neutral  or  negative 
effect  on  their  businesses. 

SBA  funds  are  generally  available  to 
any  business  with  500  or  fewer  em- 
ployees and  that  has  been  denied  cred- 
it by  two  banks.  In  1984  the  agency 
made  1,676  direct  loans,  worth  $104 


SBA's  Jim  Scolders  and  bis  boss  in  happier  days 

The  clientele  has  been  called  "the  cream  of  the  crap,"  and 

the  need  for  cheerleading  is  greatly  reduced. 


nies,  does  more  than  simply  lend 
money.  Supporters  say  its  most  effec- 
tive component  may  be  the  Office  of 
Advocacy,  charged  with  lobbying  for 
small  business  within  the  govern- 
ment. The  office  also  helps  small 
companies  get  government  contracts. 
But  critics  snipe  at  many  other  SBA 
activities.  The  agency's  disaster  relief 
function  could  easily  be  administered 
elsewhere.  Also,  the  SBA  already  lets 
a  few  so-called  preferred  banks  hand 
out  government  loan  guarantees — 
eliminating  a  function  handled  large- 
ly by  the  agency's  own  lending  offi- 
cers. Why  not  privatize  this  whole 
process?  Since  bankers  usually  are  lia- 
ble for  10%  of  the  value  of  all  guaran- 


teed loans,  they  aren't  likely  to  lavish 
funds  on  bad  risks. 

Small  Business  Investment  Compa- 
nies— venture  capital  firms  the  agen- 
cy regulates  and  makes  loans  to — 
could  also  easily  be  privatized.  For 
example,  one  proposal  recommends 
creating  a  semipublic  company  to 
raise  money  and  act  as  a  bank  for 
SBICs.  Its  role  would  be  similar  to 
Fannie  Mae's  participation  in  the 
mortgage  market.  Loans  to  SBICs 
amounted  to  $160  million  annually  in 
each  of  the  past  three  years  and  may 
well  rise  to  $265  million  in  the  year 
ending  Sept.  30.  That's  still  a  minus- 
cule amount  when  compared  with  the 
total  $3.1  billion  of  venture  capital 
raised  by  private  partnerships  in  1984. 
Many  of  the  SBA's  training  and 
management  assistance  programs, 
moreover,  duplicate  services  provided 
by  private  groups.  Typical  are  grants 
to  universities  that  try  to  help  small 
companies.  Not  a  great  idea,  says  John 
Sloan,  NFIB's  executive  director,  who 
favors  massive  cuts  while  keeping  the 
agency  alive:  "Local  businessmen 
don't  want  to  go  to  academics  for 
management  advice." 

Despite  such  criti- 
cisms, the  SBA  still  has 
powerful  friends.  Where? 
Look  first  on  Capitol  Hill. 
Without  an  SBA  to  over- 
see, the  Senate  Small 
Business  Committee,  run 
by  Senators  Lowell 
Weicker  (R-Conn.)  and 
Dale  Bumpers  (D-Ark.), 
would  lose  power  and 
prestige.  The  same  goes 
for  the  House  committee. 
Then  there  are  the 
banks  that  use  SBA  guar- 
antees to  make  loans  and 
the  Wall  Street  firms  that 
trade  the  guaranteed  por- 
tion of  the  loans.  The  to- 
tal market  value  in  SBA 

guarantees  is  about  $600 

million  per  year. 

The  fundamental  issue  at  stake  is 
that  lots  of  things  have  changed  in  the 
30  years  since  the  SBA  was  created. 
With  so  much  interest  today  in  ven- 
ture capital  and  the  entrepreneurial 
spirit,  the  need  for  cheerleading  from 
the  SBA  is  greatly  reduced.  The  agen- 
cy has  earned  an  unfortunate  reputa- 
tion around  many  successful  small 
businesses  for  being  a  sucker  for  a 
hard-luck  story.  Better,  says  Weath- 
erup of  Central  Fence,  if  government 
looked  at  the  big  picture.  "There 
should  be  more  assistance  to  the  com- 
panies that  are  succeeding  than  the 
ones  that  are  losers,"  he  concludes. 
Not  a  bad  idea.  ■ 
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wlrbu  collect  a  gift  every  time  you 
make  an  Amsterdam  Connection?" 


"Ides.  And  this  time  it's  aVfolvo!" 


k  up  your  Win»OivThe-Way  sweepstakes  entry  and  rules  at 
/  KLM  check-in  counter  to  see  what  prize  or  gift  you  can  get. 
claim  your  prize,  or  gift,  all  you  have  to  do  is  fly  Royal  Class 
Business  Class  on  KLM  to  Amsterdam  and  make  a  same-day 
inection  at  Schiphol  Airport. 


>  Amsterdam  Connection  means 
,  easy  connections  to  over  100 
s  in  Europe,  the  Middle  East,  Far 
t  and  Africa 

KLM  also  offers  AvAdvantage® 
^s  to  Amsterdam  plus  a  bonus  of 
le  mileage  beyond: 
And  now,  every  time  you  make  a 
nection  you  collect  a  pn:e  or  gift 
rtesy  of  the  Holland  Promotion 
ndation  with  KLM's  Win-On-The 
y  Sweepstakes 

i  may  win  one  of  these  prizes: 
uxunous,  fully-equipped  Volvo  760 


GLE's  valued  at  $23,350  each. 

•  5  holidays  for  two—fly  KLM  Royal 
Class  for  a  luxurious  week  in 
Holland,  value  $6,920  each. 

Or  get  one  of  these  gifts: 

•  50  dazzling  diamonds  from  Gassan 
Diamond— $330  value  each. 

•  50  Philips  pocket  dictating  machines 
—$275  value  each. 

•  25  Avis  Car  Rentals  for  a  week -$250 
value  each 

•Gift  certificates  worth  approx.  $5.00 
at  Schiphol  Airport 
duty-free  shops 


When  you  pick  up  your  Sweep- 
stakes entry,  which  includes  official 
rules,  you'll  know  immediately  what 
prize  or  gift  you  can  get.  There's 
something  for  everyone!  To  collect,  fly 
KLM  Royal  Class  or  Business  Class 
from  New  York,  Chicago,  Atlanta, 
Houston,  Los  Angeles  or  Anchorage. 
Call  your  travel  agent  or  KLM  today. 

AAdvantage*  is  a  registered  service  mark  of 
American  Airlines,  Inc.  Triple  mileage  bonus  effectiv 
November  1,  1984  through  March  31,  1985. 
To  Play:  No  purchase  necess'ary  You  must  make 
an  Amsterdam  Connection  to  chum  prize  or  gift 
Void  where  prohibited  Sweepstakes  starts 
October  28,  1984  and  gifts  or  prizes  must  be 
claimed  by  March  23,  1983  For  free  Sweepstakes 
entry  ticket  .ind  rules  send  stamped,  self 
addressed  envelope  to  KLM  Win-On  The  Way 
Game  Piece,  P.O.  Box  3901 ,  Syos^et 
New  York  11775  Residents  of  Wash 
ington  State  need  not  affix  postage 
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Partnership  with  Digital  Switch  Corporation.  Seated  from  right  foreground:  Jim  Donald.  President  and  Chief  Executive  Officer  of  Digital  Switch;  Dan  Olson,  Chase  Corporate  Ban 
Larry  Leighton,  Chase  Capita)  Markets.  Standing  from  left:  Dave  McQueston,  Chase  Electronics  Technical  Director  and  Bernie  Jacob,  Chase  Capital  Markets. 

lobal  Network        Investment  Banking        Industry  Knowledj 


Chase  Partnership. 

It's  what  makes  us  a 
leader  in  mergers 

and  acquisitions  for  the 
electronics  industry. 

By  working  closely  with  Digital  Switch,  Chase 
mergers  and  acquisitions  professionals — backed  by 
electronics  industry  bankers  and  technical  specialists 
—  helped  Digital  Switch  negotiate  one  of  the 
largest  mergers  in  the  electronics  industry.  This  $340 
million  transaction  is  another  example  of  the  Chase 
Partnership  in  action. 

It  is  collaboration  among  our  investment 
bankers,  commercial  bankers,  and  technical 
specialists  that  makes  Chase  the  lead  bank  to  the 
electronics  industry  worldwide  with  unparalleled 
expertise  in  mergers  and  acquisitions. 

Chase  Partnership 

il^  CHASE 

o 

Customer  Finance        Treasury  Expertise         People 


"A  palace  rises  on  the  Grand  Canal. 

A  heartbeat  from  San  Marco. .  .and  in  the  hearts 

of  the  world  s  most  fortunate  travelers." 


Illustration  from  Cigahotels  archives. 


HOTEL 

GRITTI  PALACE 

VENICE 


/    CIGA    \ 
HOTELS 


Classic  tradition.  Modern  efficiency. 


Jfenices:, .Hotel  Griiti  Palace,  Hotel  Danieli,  Hotel  Europa  &  Regina.  Residence  Palazzo  del  Gifjlio  Venice  Lido:  Hotel  Excelsior, 

Hotel  DesBaihs,  Residence  Excelsior  — Rome:  Le  Grand  Hotel,  Hotel  Excelsior  —  Milan:  Hotel  Principe  di  Savoia,  Hotel  Palace,  Hotel 

Diica  di  Milatio,  Hotel  Diana  !>laje;stic  ^—  Florence:  Hotel  Excelsior  —  Naples:  Hotel  Excelsior  —  Siena:  Park  Hotel  — Pisa:  Hotel  Cavalier 

Cortina  IVAmpezzo:  Hote;!  Cristallo  —  Trieste:  Hotel  Duchi  d'Aosta  —  Asolo  (Treviso):  Hotel  Villa  Cipriani 
Stresa  (Lake  Ma^poie):  Hotel  Des  lies  Borromeei  —  Genoa:  Hotel  Colombia  —  Miami:  Grand  Bav  Hotel  —  Paris:  Hotel  Royal  Monceau. 


Contact  your 


A^  tit  or  CIGAHOTELS,  715  Fifth  Avenue,  New  York,  N.Y.  10151.  Tel.  212-935-9510,  1-800-221-2340 


A  smart  fellow  at  Jefferson  Smurfit  Corp.  is 
making  good  money  renovating  hand-me- 
down  paper  packaging  firms  in  the  U.S. 


Paper  shuffler 


By  Lisa  Gubernick 


T|akeover  artists  aren't  much 
in  favor  these  days,  but  an  ex- 
ception should  be  made  for  Mi- 
chael Smurfit,  a  48-year-old  high 
school  dropout  from  Dublin  who 
takes  over  ailing  packaging  plants  in 
the  U.S.  and  makes  them  profitable. 
His  vehicle  is  Jefferson  Smurfit  Corp., 
the  American  subsidiary  of  $1  billion 
(estimated  1984  revenues)  Jefferson 
Smurfit  Group  Ltd.,  Ireland's  largest 
industrial  corporation.  The  American 
Jefferson  Smurfit  has  bolted  from  no- 
where to  show  about  $25  million  in 
net  income  last  year  on  sales  of  about 
$680  million. 

Michael  Smurfit  learned  manage- 
ment not  in  an  M.B.A.  class  but  from 
his  late  father,  Jefferson  Smurfit, 
founder  of  the  Irish  parent  (which 
owns  78%  of  the  over-the-counter 
traded  shares  of  the  American  com- 
pany). When  Michael  was  16  his  fa- 
ther pulled  him  out  of  Clongowes 
Wood,  the  prep  school  James  Joyce 
made  famous,  and  put  him  to  work  on 
the  factory  floor.  This  multinational 
is  still  very  much  a  family  company; 
Michael  Smurfit  has  three  brothers  on 
the  board,  and  he  wants  his  two  sons 
to  join  the  company  someday. 

Michael  Smurfit  took  over  the  day- 
to-day  business  in  1967,  when  sales 
were  $3  million,  and  began  an  acquisi- 
tion binge  that  hasn't  stopped.  In  1974 
he  tiptoed  into  the  U.S.  market  with 
the  purchase  of  a  partial  interest  in 
Time  Industries,  a  small  packager 
now  fully  owned  by  Jefferson  Smurfit 
Corp.  Next  was  the  gradual  purchase 
over  2Vi  years  of  the  Alton  (111.)  Box 
Board  Co.,  a  sleepy  producer  of  corru- 
gated boxes.  Total  cost:  $52  million,  a 
35%  discount  from  book  value.  With- 
in a  year  of  Smurfit 's  taking  charge  in 
1979,  Alton  Box  went  from  pretax  in- 


come of  $3.2  million  to  $21.8  million. 
Manufacturing  efficiencies,  not  fi- 
nancial stratagems,  explain  the  suc- 
cess of  the  Smurfit  empire.  "Michael 
turned  it  [the  American  operation) 
into  a  company  that  was  line-man- 
aged, not  staff-managed,"  says  Ray 
Duffy,  corporate  vice  president  of 
planning,  one  of  two  executives  who 
came  from  Ireland  to  direct  the 
American  operation.  To  put  it  mildly. 
The  Irishmen  cut  corporate  and  divi- 
sional staff  by  95  and  eliminated  two 


Michael  Smurfit  of  Jefferson  Smurfit 
"Opportunity  doesn't  pause." 


corporate  jets.  Total  savings:  $5  mil- 
lion a  year. 

But  Smurfit  didn't  stint  on  capital 
spending  at  Alton  Box'  47-year-old 
linerboard  mill  in  Jacksonville,  Fla. 
(Two  pieces  of  linerboard  with  some 
rumpled  paper  sandwiched  between 
make  corrugated  cardboard.)  The 
plant  was  running  at  a  loss  because  it 
burned  expensive  fuel  oil.  By  1983 
Smurfit  had  spent  $58  million  for  a 
coal  and  wood-waste  power  plant, 
with  centralized  controls  that  elimi- 
nated 16  plant  jobs.  Productivity 
climbed  68%,  from  3.2  manhours  per 
ton  in  1979  to  1.9  m  1984. 

A  deal  with  Sir  James  Goldsmith 
brought    Smurfit    the    second    large 


piece  of  his  operation.  In  1982  he 
spent  $84  million,  24%  below  book, 
to  buy  the  packaging  operations  of 
Diamond  International  from  the  Brit- 
ish takeover  titan.  "He  said,  'I'm  go- 
ing to  make  you  a  lot  of  money,'  " 
recalls  Smurfit. 

Says  Goldsmith  now:  "I  think  I 
have."  In  anticipation  of  the  sale,  140 
staffers  were  laid  off.  As  for  the  line 
operations:  Among  other  things,  the 
Diamond  plants  make  boxboard — the 
kind  of  cardboard  used  in  cereal 
boxes,  for  example — and  turn  this 
into  printed  cartons  at  separate  "con- 
verting" plants.  One  of  the  two  box- 
board  mills  has  increased  its  output 
23%  with  virtually  no  capital  expen- 
ditures or  increase  in  staff.  That  mill 
went  from  an  operating  loss  of  $3.5 
million  the  year  before  Smurfit's  pur- 
chase to  an  operating  profit  last  year 
of  some  $6.5  million. 

The  Irish  parent  reorganized  its 
American  holding  company  in  1983 
and  sold  2. 1  million  shares  to  the  pub- 
lic at  $24  apiece,  the  proceeds  going  to 
pay  off  the  subsidiary's  debt  to  its 
parent.  Debt  remains  a  high  53%  of 
capital  at  the  subsidiary,  but  it's  com- 
ing down.  Last  year  the  company  used 
60%  of  its  $60  million  cash  flow  from 
operations  to  repay  debt. 

The  balance  sheet  will  get  a  lot 
stronger  this  year,  if  linerboard  prices, 
currently  about  $350  a  ton,  go  up. 
That  is  far  from  certain,  since  Great 
Northern  Nekoosa  recently  cut  its 
list  price  by  $30,  and  one  other  pro- 
ducer reluctantly  matched  the  cut. 
Smurfit,  meanwhile,  wants  to  make 
the  company  more  immune  to  such 
price  swings  by  moving  further  into 
consumer  packaging.  Just  as  Federal 
Paper  Board  recently  picked  up  Nabis- 
co's  consumer  packaging  operation, 
so  Smurfit  discussed  buying  Dart  &. 
Kraft's  converting  plants. 

Would  that  wipe  out  the  gains  the 
company  has  made  on  debt  reduc- 
tion? Not  necessarily.  The  debt-to- 
capital  ratio  at  the  parent,  Jefferson 
Smurfit  Group,  is  less  than  20% .  The 
parent  might  buy  the  next  acquisition 
and  have  the  American  subsidiary  run 
it  for  a  fee  and  eventually  purchase  it 
when  cash  permits.  That  arrangement 
was  being  considered  for  Southwest 
Forest  Industries,  a  $636  million 
( 1 983  re  venues )  lumber  and  paper  pro- 
ducer in  which  Smurfit  Group  owns 
9%.  Southwest's  antitakeover  moves 
have  put  this  deal  on  hold. 

Whether  Smurfit  ends  up  buying 
Southwest  or  not,  it's  certain  that 
more  acquisitions  will  come.  Michael 
Smurfit  is  fond  of  quoting  his  father's 
favorite  aphorism:  "Opportunity 
comes  to  pass,  not  to  pause."  ■ 
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Light  through  glass. 

In  the  Middle  Ages  they  used  it  to  tell  stories. 

The  message  is  still  clear. 
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Light  through  glass. 

Today  Northern  Telecom  uses  it  to  transmit 

images,  voices,  and  data  simultaneously. 


instructing  a  population  that  was  mainly  illiterate.  The  life  of  Christ,  the  deeds  of 
the  saints,  and  the  adventures  of  kings  were  all  told  vividly  and  wordlessly 

Today  we're  still  pouring  light  through  glass  to  communicate.  We're  sending 
voices  and  data,  digitally  coded  in  tiny  pulses  of  light,  through  fiber  optic  cable. 

In  Saskatchewan,  Northern  Telecom  is  building  the  longest  digital  fiber  optic 
network  in  the  world.  When  it's  completed,  it  will  offer  a  rural  population,  scattered 
over  100,000  square  miles,  facilities  for  transmitting  voice,  data,  video,  and 
facsimiles  of  documents  and  photographs. 

N(  >rthern  Telecom  is  both  a  major  manuf ac-  ^_ 

tuner  of  fiber  optic  products  and  a  world  leader 
in  digital  telecommunications  technology 

We  already  have  thousands  of  digital  switch- 
Tg"  systems  in  service  or  on  order,  serving  the 
jquivalent  of  over  16  million  telephone  lines  -  For  further  infonnation write: 

r  ii  i-L       M   „*.u   A™~~C^>.,  Soivicni  lclcami  Inc..  I  ublic  Relation*  I) 

far  more  than  any  othei  North  American     _  259  Cumberland  Bed.  Nashville,  twit. 

manufacturer.  A  long  time  ago,  we  saw  the  light.       Orcaii<6i5i256-5&oa  Ext.  4264. 
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Nuclear 
Follies 


By  James  Cook 


.  .  .  and,  in  little  more  than  a  decade,  transformed 

continued         what  elsewhere  in  the  world  is  a  low-cost,  reli- 

from  able,  environmentally  impeccable  form  of  energy 

cover  into  a  power  source  that  is  not  only  high  in  cost 

and  unreliable,  but  perhaps  not  even  safe. 

The  scale  of  the  U.S.  nuclear  power  program's 
collapse  is  appalling:  75  plants  canceled  since 
1978,  including  28  already  under  construction, 
with  another  half-dozen  or  so  cancelations  in 
prospect.  Even  in  its  death  throes,  the  U.S.  nucle- 
ar program  looks  ambitious:  16  new  stations  put 
into  commercial  operation  since  1979,  another  3 
this  past  year,  and  40  more  units  by  the  end  of  the 
decade.  By  that  time  nuclear  power  will  account 
for  something  like  20%  of  the  U.S.'  total  generat- 
ing capacity,  up  from  14%  today.  Altogether, 
these  stations  will  be  producing  129,725 
megawatts,  more  than  the  nuclear  capacity  of 
France,  West  Germany,  Japan  and  the  Soviet 
Union  put  together.  But  that's  it.  Once  these 
plants  are  completed,  the  U.S.  nuclear  power  pro- 
gram is  at  an  end. 

Elsewhere  in  the  world,  some  148  nuclear  pow- 
er plants  are  under  construction,  9  more  are  on 
order  and  157  are  in  the  planning  stage.  By  1990 
the  Japanese  should  be  getting  close  to  20%  of 
their  electricity  production  from  nuclear  power, 
the  Taiwanese  30%,  the  Belgians  40%,  the  French 
55%.  That's  low-cost  energy,  all  of  it,  and,  accord- 
ing to  one  study,  30%  to  50%  lower  in  cost  than 
coal.  The  newest  French  nuclear  plant,  at  Cruas 
in  the  south  of  the  country,  produces  power  for 
under  4  cents  a  kilowatt-hour,  and  that's  cheap  by 
almost  any  standard. 

In  the  U.S.,  however,  nuclear  power  makes  less 


and  less  economic  sense.  Production  costs  of  ex- 
isting coal  and  nuclear  plants  run  neck  and  neck, 
but  as  the  new  nuclear  plants  go  into  service,  coal 
should  gain  ground  decisively.  In  upstate  New 
York,  New  York  State  Electric  &  Gas'  newest 
coal-fired  station  at  Somerset  began  producing 
power  last  August  at  a  cost  of  7.5  cents  per  kwh.  A 
hundred  miles  away,  Niagara  Mohawk's  $5.1  bil- 
lion Nine  Mile  Point  nuclear  plant  will  produce 
power  two  years  from  now  for  18  cents  per  kwh. 

At  such  levels,  nuclear  power  can't  compete 
with  oil,  much  less  with  coal.  That's  why,  for  the 
U.S.,  nuclear  power  is  dead — dead  in  the  near 
term  as  a  hedge  against  rising  oil  prices  and  dead 
in  the  long  run  as  a  source  of  future  energy. 
Nobody  really  disputes  that.  Not  the  Nuclear 
Regulatory  Commission  (NRC)  or  the  Office  of 
Technology  Assessment.  Not  even  the  Atomic 
Industrial  Forum  (AIF),  the  trade  organization 
that  represents  the  nuclear  power  industry.  And 
certainly  not  the  200  or  so  executives  who  head 
the  U.S.'  investor-owned  electric  companies.  Nu- 
clear power  is  an  option  nobody  in  his  right  mind 
would  now  seriously  consider.  "The  costs  and 
risks  of  nuclear  development,"  an  Edison  Electric 
Institute  study  concluded  last  month,  "have  be- 
come unacceptably  high." 

What  destroyed  the  nuclear  option  in  the  U.S.? 
How  could  U.S.  nuclear  power  costs  run  so  outra- 
geously out  of  control?  And  why  didn't  the  NRC 
or  the  state  regulators,  never  mind  the  utility 
managements,  do  something  about  them?  Most 
important  of  all,  why  did  the  U.S.  fail  where  the 
French,  Germans  and  Japanese  succeeded?  The 
answers  to  such  questions  are  important,  and 
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ley  suggest  a  good  deal  about  where  the  U.S.  is 
oing  to  go — or  perhaps  ought  to  go — in  the  fu- 
ue.  Without  an  understanding  of  what  caused 
le  nuclear  debacle,  the  U.S.  will  lack  any  clear 
;nse  of  what  it  must  do  not  only  to  restore 
uclear  energy  as  a  viable  energy  option  but  also 
)  assure  that  history  does  not  repeat  itself. 


I 


The 

incredible 

price 


:  wasn't  technology  that  doomed  nuclear  power 
1  the  U.S.  As  experience  everywhere  demon- 
trates,  the  technology  is  as  sound  and  productive 
s  its  promoters  always  have  claimed  it  would  be. 

Nor  was  it  the  dedicated  and  imaginative  ob- 
tructionist  tactics  of  the  antinuclear  forces,  ef- 
ictive  though  they  were.  The  opponents  of  nu- 
lear  power  have  hampered  and  harassed  it,  inflat- 
d  its  costs  and  stretched  out  construction  times 
3  unconscionable  lengths,  but  they  could  not, 
inassisted  by  events,  have  prevailed. 

The  truth  is  that  nuclear  power  was  killed,  not 
y  its  enemies,  but  by  its  friends: 

•  The  federal  government  and  the  Nuclear  Reg- 
ilatory  Commission,  which  not  only  botched  the 
ay-to-day  management  of  the  program  but  also 
ailed  to  consider  the  economic  cost  of  the  regula- 
ions  it  imposed. 

•  The  equipment  manufacturers,  who  main- 
ained  that  nuclear  power  was  just  another  way  of 
oiling  water. 

•  The  contractors  and  subcontractors,  the  de- 

iigners,  engineers  and  construction  managers 
/ho,  insulated  by  their  own  cost-plus  contracts, 
lad  little  incentive  to  question  the  cost-effective- 
less  of  the  NRC's  dictates. 

•  The  utility  executives,  who  believed  that  no 
natter  what  happened  to  cost  and  construction 
chedules,  the  rate  commissions  would  somehow 
>rovide  the  revenues  to  bail  them  out. 

•  And  the  state  regulatory  commissions  them- 
elves,  whose  grossly  inadequate  oversight  of  the 
chemes,  ambitions  and  monstrous  expenditures 
or  nuclear  projects  made  it  easier  for  all  of  the 
lbove  to  betray  consumers  and  investors  alike. 

These  collective  failures  are  reflected  in  the 
iccompanying  table  (seep.  85).  It  lists  35  nuclear 
sower  projects  that  had  not  yet  gone  into  com- 
nercial  operation  at  the  beginning  of  1984.  These 
lew  plants  cost  six  to  eight  times  more  than 
originally  projected,  three  to  four  times  more  on 
iverage  than  nuclear  plants  already  operating.  As 
i  result,  more  than  half  the  plants  on  the  list  are 
10  longer  competitive  with  coal  nor,  some  of 
:hem,  even  with  oil. 

These  plants,  some  conceived  as  early  as  the 
ate  Sixties,  were  subjected  to  all  the  problems 
that  afflicted  the  industry  over  the  past  decade. 
All  suffered  the  delays  and  cost  overruns  that 
doubled  the  average  construction  time  from  6  to 
12  years.  Yet  for  all  their  common  technical, 
social  and  political  environment,  the  costs  of 
these  plants  differ  widely,  ranging  from  a  com- 
mendable  $932   a   kilowatt   for  Duke   Power's 
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McGuire  2  station  to  a  grotesque  $5,192  a  kilo- 
watt for  Long  Island  Lighting's  Shoreham  plant. 

The  pressures  of  regulation  and  antinuclear  in- 
terveners created  more  problems  for  some  plants 
than  for  others,  but  they  are  not  enough  to  explain 
so  wide  a  range  of  differences.  Labor  costs  are  not 
appreciably  lower  in  Chicago  than  they  are  in 
New  York.  Opposition  to  nuclear  power  is  no 
more  intense  on  Long  Island  than  it  is  in  northern 
California. 

The  disparities  in  cost  are  so  great  as  to  make  a 
prima  facie  case  for  mismanagement  in  the  first 
degree.  At  least  a  dozen  projects  still  going  for- 
ward— more  than  one  in  four — are  problem  plants 
by  any  measure,  suffering  from  quality,  construc- 
tion and  design  problems  as  well  as  cost  overruns. 

The  mismanagement  extends  beyond  design 
and  construction  to  financial  management.  At 
least  half  a  dozen  utilities  have  abandoned  plants 
already  well  on  their  way  to  completion — Marble 
Hill  and  Midland  among  them — because  they 
simply  did  not  have  the  financial  resources  to 
complete  them.  Other  projects  still  alive — Shore- 
ham,  Seabrook  and  second  units  everywhere — are 
similarly  imperiled.  The  financial  pressures  have 
been  so  extreme  that  at  least  six  major  utilities — 
including  Lilco,  Public  Service  of  New  Hamp- 
shire, Consumers  Power  in  Michigan,  Public  Ser- 
vice of  Indiana — are  in  serious  danger  of  going 
into  bankruptcy. 

But  for  legal  reasons — never  mind  pride — man- 
agements can  admit  no  wrong.  Any  admission  of 
mismanagement  is  tantamount  to  an  admission 
of  "imprudence,"  and  some  state  regulatory  com- 
missions, growing  increasingly  worried  about  the 
effect  these  plants  will  have  on  the  cost  of  elec- 
tricity, have  begun  disallowing  at  least  part  of 
their  costs  on  just  such  ground.  The  staff  of  the 
New  York  State  Public  Service  Commission  has 
proposed  disallowing  close  to  $1.5  billion  in  Lil- 
co's  nuclear  expenditures  as  imprudent.  Such  a 
sum,  Lilco  Chairman  William  Catacosinos  read- 
ily concedes,  would  be  enough  to  bankrupt  the 
company. 

Bankruptcy  would  not  put  the  companies  out  of 
business.  They  are  certain  to  survive  as  operating, 
if  not  corporate,  entities.  But  a  price  will  have  to 
be  paid — indeed,  already  is  being  paid — in  the 
form  of  higher  rates. 

The  failure  of  the  U.S.  nuclear  power  program 
is  changing  the  economic  geography  of  the  U.S., 
encouraging  business  to  exchange  high-cost  pow- 
er for  low,  weakening  areas  in  the  East,  the  Mid- 
west and  the  Northwest,  strengthening  the  al- 
ready resurgent  South.  Lukens,  Inc.  in  Coates- 
ville,  Pa.  already  has  tried  (unsuccessfully,  thus 
far)  to  escape  Philadelphia  Electric  and  its  high- 
cost  Limerick  power  in  favor  of  Pennsylvania 
Power  &  Light,  just  as  U.S.  Steel's  Gary  Works 
tried  unsuccessfully  to  shift  from  Illinois  Power 
to  Commonwealth  Edison.  To  avoid  the  large  rate 
increases  in  prospect  with  the  completion  of 
Middle  South  Utilities'  Grand  Gulf  nuclear  plant, 
the  governor  of  Arkansas,  anxious  to  keep  his 
state  competitive,  has  threatened  to  take  Arkan- 
sas Power  &  Light  out  of  the  Middle  South  system 
altogether. 

What  is  so  heartbreaking  is  that  if  things  had 
been  different — if  the  times  were  not  what  they 
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were,  if  the  regulators  had  been  more  responsible, 
if  the  utility  managements  and  nuclear  contrac- 
tors had  been  more  competent,  and,  of  course,  if 
the  antinuclear  obstructionists  had  not  been  so 
imaginative  and  successful — none  of  it  need  have 
happened.  But  it  did.  And  the  U.S.  will  pay  the 
price  tor  decades  to  come. 


The  setup 


The  electric  utilities  burst  into  the  nuclear  age 
with  an  enormous  and  far  from  unjustified  confi- 
dence in  their  own  technical  abilities  and  those  of 
the  experts  they  committed  their  fortunes  to,  an 
unshakable  optimism  about  their  growth  pros- 
pects and  a  conviction  that  they  and  the  commis- 
sions that  regulated  them  had  a  community  of 
interest.  They  would  soon  learn  otherwise. 

The  first  commercial  reactors  in  the  U.S.  were 
turnkey  plants,  built  at  fixed  prices  and  turned 
over,  ready  to  go,  to  their  owners.  In  the  Fifties 
and  Sixties,  General  Electric  and  Westinghouse 
built  21  of  them.  The  first  plants  cost  more  than 
their  sponsors  intended — as  much  as  $800  mil- 
lion, according  to  one  estimate — but  they  did 
their  job  well  enough  to  persuade  the  utilities 
that  nuclear  power  would  be  cost-effective.  Nu- 
clear power  was  not  an  unmixed  blessing.  It  in- 
volved capital  costs  higher  than  for  oil  or  coal,  but 
its  fuel  costs  were  low,  so  low  that  promoters 
claimed  it  could  practically  be  given  away. 

Impelled  by  evangelism,  optimism  and  seem- 
ingly irresistible  economics,  the  nuclear  band- 
wagon began  to  roll,  and  in  the  late  Sixties  and 
again  in  the  early  Seventies  the  orders  began 
flooding  in.  But  the  suppliers  had  learned  their 
lesson.  The  new  generation  of  plants  would  be 
built  under  reimbursable-cost-plus-fixed-fee  con- 
tracts. Without  that,  the  nuclear  power  program 
would  probably  have  sputtered  out  in  the  mid- 
Seventies,  when  costs  lurched  out  of  control. 

At  the  time,  these  new  plants  seemed  priced 
reasonably  enough,  costing  maybe  $200  million 
to  $300  million  apiece,  a  sizable  but  hardly  insup- 
portable commitment  for  a  utility  to  take  on.  And 
the  technology  seemed  not  all  that  exotic.  As 
reactor  manufacturers  explained  it,  a  power  plant 
was  a  power  plant,  and  nuclear  fission  was  just 
another  way  of  heating  water. 

Well,  even  in  the  late  Sixties  it  should  have 
been  clear  that  heating  water  with  nuclear  fuel 
was  infinitely  more  complex  and  sophisticated 
than  doing  it  with  coal,  and  complexity  meant 
cost.  Perhaps  the  clearest  signal  was  that  coal 
remained  competitive,  so  competitive  that,  as  the 
nuclear  program  gathered  momentum,  most  of 
the  new  plants  had  to  be  scaled  up — to  maybe  1.2 
million  kilowatts — to  retain  their  cost  advantage. 
In  scaling  up,  however,  the  utilities  were  moving 
into  unexplored  territory.  Nobody  knew  what  the 
design  problems  were  or,  worse,  what  they  were 
going  to  become.  Says  J.  Christopher  Young,  se- 
nior vice  president  of  Donaldson,  Lufkin  &  fen- 
rette,  "The  assumption  was  you  had  a  mature 


technology  when  in  fact  it  was  still  evolving." 

The  new  nuclear  plants,  according  to  Atomic 
Industrial  Forum  estimates,  embody  50%  to  85% 
more  design  work,  more  hours  of  craft  labor  and 
more  materials  than  the  earlier  generation  of  nu- 
clear plants — 5  million  to  6  million  feet  of  cable, 
30,000  pipe  hangers,  300,000  cubic  feet  of  con- 
crete, millions  of  parts  altogether.  "In  a  big  coal 
plant,"  says  Duke  Power  Executive  Vice  Presi- 
dent Warren  H.  Owen,  "you  would  have  no  more 
than  200  critical  pipe  hangers.  In  a  nuclear  plant, 
you  need  30,000.  In  a  coal  plant,  you  used  a  half- 
hour  of  engineering  time  and  2  hours  perhaps  to 
put  those  hangers  up.  In  a  nuclear  plant,  you 
spend  15  hours  on  the  hanger  design,  75  to  150 
hours  to  put  them  up.  So  you've  got  more  than 
100  hours  per  hanger  and  30,000  to  put  up." 

The  industry,  however,  had  little  doubt  about 
its  ability  to  meet  any  challenge  presented  to  it. 
As  the  Sixties  ended,  after  all,  electric  utilities 
had  closed  out  the  most  prosperous  decade  in 
their  100-year  history.  Year  after  year,  the  scale 
economies  of  power  production  enabled  them  to 
reduce  the  costs  of  producing  power,  and  those 
economies  were  so  accessible  that  even  mediocre 
managements  could  partially  achieve  them. 

Thanks  to  their  declining  costs,  the  utilities 
came  to  be  thought  of  as  a  growth  business, 
showing  a  return  on  equity,  despite  regulation, 
pretty  much  in  line  with  the  rest  of  U.S.  industry. 
And  with  consumers  getting  the  benefit  of  stead- 
ily declining  power  costs,  most  utilities  succeed- 
ed in  establishing  a  long-term  community  of  in- 
terest with  the  politically  sensitive  state  commis- 
sions that  regulated  them.  Until  the  late  Sixties  at 
least,  the  commissions  had  little  to  do  other  than 
step  in  from  time  to  time  and  order  a  rate  reduc- 
tion when  returns  got  unconscionably  high. 

As  these  cost  reductions  began  to  tail  off  and 
reverse  themselves  in  the  late  Sixties,  the 
utilities  and  the  commissions  were  able  to  work 
out  a  series  of  accounting  accommodations — de- 
ferred-tax and  flow-through  accounting,  for  ex- 
ample— that  enabled  the  utilities  to  keep  their 
rates  low  (taking  the  political  heat  off  the  com- 
missions) and  their  reported  earnings  high  (pro- 
tecting the  utilities  in  the  stock  market).  Later 
on,  in  the  early  Seventies,  when  energy  costs  first 
began  rising  rapidly,  the  commissions  turned 
more  and  more  to  fuel  adjustment  clauses  to 
enable  higher  fuel  costs  to  be  quickly  passed 
along  in  higher  rates.  Later  still,  when  rising 
construction  costs  began  posing  financial  prob- 
lems, a  number  of  commissions  even  permitted 
the  utilities  to  include  a  portion  of  their  construc- 
tion work  in  progress — CWIP,  as  it  became 
known — in  the  rate  base,  on  which  they  could 
earn  a  cash  return.  Consumerist  pressures  to  hold 
rates  down  were  rising,  but  the  community  of 
interest  between  the  utilities  and  the  commis- 
sions endured. 

This  genial  climate  was  to  play  a  considerable 
part  in  the  miscalculations  that  followed.  Thus, 
when  demand  slackened  in  the  middle  Seventies 
and  the  utilities'  financial  problems  threatened  to 
become  acute,  many  companies  did  not  hesitate 
to  stretch  out  their  nuclear  programs.  "They  had 
every  confidence  that  the  old  system  would 
work,"  AIF  President  Carl  Walske  says,  "and  that 
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.  .  .  and,  in  little  more  than  a  decade,  transformed 
what  elsewhere  in  the  world  is  a  low-cost,  reli- 
able, environmentally  impeccable  form  of  energy 
into  a  power  source  that  is  not  only  high  in  cost 
and  unreliable,  but  perhaps  not  even  safe. 

The  scale  of  the  U.S.  nuclear  power  program's 
collapse  is  appalling:  75  plants  canceled  since 
1978,  including  28  already  under  construction, 
with  another  half-dozen  or  so  cancelations  in 
prospect.  Even  in  its  death  throes,  the  U.S.  nucle- 
ar program  looks  ambitious:  16  new  stations  put 
into  commercial  operation  since  1979,  another  3 
this  past  year,  and  40  more  units  by  the  end  of  the 
decade.  By  that  time  nuclear  power  will  account 
for  something  like  20%  of  the  U.S.'  total  generat- 
ing capacity,  up  from  14%  today.  Altogether, 
these  stations  will  be  producing  129,725 
megawatts,  more  than  the  nuclear  capacity  of 
France,  West  Germany,  Japan  and  the  Soviet 
Union  put  together.  But  that's  it.  Once  these 
plants  are  completed,  the  U.S.  nuclear  power  pro- 
gram is  at  an  end. 

Elsewhere  in  the  world,  some  148  nuclear  pow- 
er plants  are  under  construction,  9  more  are  on 
order  and  157  are  in  the  planning  stage.  By  1990 
the  Japanese  should  be  getting  close  to  20%  of 
their  electricity  production  from  nuclear  power, 
the  Taiwanese  30%,  the  Belgians  40%,  the  French 
55%.  That's  low-cost  energy,  all  of  it,  and,  accord- 
ing to  one  study,  30%  to  50%  lower  in  cost  than 
coal.  The  newest  French  nuclear  plant,  at  Cruas 
in  the  south  of  the  country,  produces  power  for 
under  4  cents  a  kilowatt-hour,  and  that's  cheap  by 
almost  any  standard. 

In  the  U.S.,  however,  nuclear  power  makes  less 


and  less  economic  sense.  Production  costs  of  ex- 
isting coal  and  nuclear  plants  run  neck  and  neck, 
but  as  the  new  nuclear  plants  go  into  service,  coal 
should  gain  ground  decisively.  In  upstate  New 
York,  New  York  State  Electric  &  Gas'  newest 
coal-fired  station  at  Somerset  began  producing 
power  last  August  at  a  cost  of  7.5  cents  per  kwh.  A 
hundred  miles  away,  Niagara  Mohawk's  $5.1  bil- 
lion Nine  Mile  Point  nuclear  plant  will  produce 
power  two  years  from  now  for  18  cents  per  kwh. 

At  such  levels,  nuclear  power  can't  compete 
with  oil,  much  less  with  coal.  That's  why,  for  the 
U.S.,  nuclear  power  is  dead — dead  in  the  near 
term  as  a  hedge  against  rising  oil  prices  and  dead 
in  the  long  run  as  a  source  of  future  energy. 
Nobody  really  disputes  that.  Not  the  Nuclear 
Regulatory  Commission  (NRC)  or  the  Office  of 
Technology  Assessment.  Not  even  the  Atomic 
Industrial  Forum  (AIF),  the  trade  organization 
that  represents  the  nuclear  power  industry.  And 
certainly  not  the  200  or  s,o  executives  who  head 
the  U.S.'  investor-owned  electric  companies.  Nu- 
clear power  is  an  option  nobody  in  his  right  mind 
would  now  seriously  consider.  "The  costs  and 
risks  of  nuclear  development,"  an  Edison  Electric 
Institute  study  concluded  last  month,  "have  be- 
come unacceptably  high." 

What  destroyed  the  nuclear  option  in  the  U.S.? 
How  could  U.S.  nuclear  power  costs  run  so  outra- 
geously out  of  control?  And  why  didn't  the  NRC 
or  the  state  regulators,  never  mind  the  utility 
managements,  do  something  about  them?  Most 
important  of  all,  why  did  the  U.S.  fail  where  the 
French,  Germans  and  Japanese  succeeded?  The 
answers  to  such  questions  are  important,  and 


82 


C™°"      "°""A°V 


m 


CU 


9  <"■"  c 

O  ;>  33  ■  r!  -13  _ 

J3  CJ  u  to  s  <->  n 

— i  c  cj  ">  2 


_    O    tO 

**  cu  c 
3 


CJ 
o_=:  to 


O    O 


2  Z  «^S-gJ=  & 

£.3  >^-S'c\-d  2  " 
C  *->  u.ti  5*^.3  •- 


-£  S 


J* 
«  <2 

on—  .5 
«*  &x; 

g  ^  to 


0.£« 

c  u  S 

>  3  w  co 
'3  3  -t3  co 
•tS.3  <u  cj 

CJ    0"S    CO 


So?  3 
3 


3  cu  ws£  fl,3  J? 


« 3 


O  „  «  to  3  50  £  „, 

o  «s  o  *«  y  52 

•'3«"3_J  ^—j^m^ 


rtM_,.3  *»  «  rt  «n  ■«-» 

*§  S  S  £"5  g  3  S 

5  O  0^3  eS  <u  <u  » 

<  en  ot!w  a>  « 


£-g  2tj  2  to 
H  3  «  2;5  O 

2  2-a  a_-S 
S2"J^  § 

>  O  o  OJ=ij2 

■fl8ttJS'S8 

3  cu  cu      ~_e 
cj  co  2«  —<  ,« ■J-1 

^43  cu-rH  cu  3 


-r> 

CO 

C 

3 

cd 

O 

CO 

CT3 

C 

.> 

C 

1> 

-3 

tu 

-^ 

J= 

n 

*"' 

0 

SJ   ^ 


§■3 

.   ..  <U 
-3 

3  cu 

f -S 

to  to 

ll 

_-o 

II 


CU    CU 

^  cu  2.Q  C^ 

&-S   ~  >h43^ 
0   cU  <->T3 


cU*u 

CU 

;~3 


rt 


CO. 


1  (3 

-4-»      W 

CU    CJ 

>  3 

ic 

—    CJ 

<u  0 

11 

"   CJ 

-3  cu 
H-3 


Cfl      OJ      V 

own 


c"S-s  °"3  S 

O  cu  °33   S'" 

>~£  "m  2*2 

3-3  3  cu  U_3 

60  Eb  >-  *i  3  • - 

3  3  SS& 


«  co  u— 1-5  3^ 
to  22-3  c  >  2 

22  «  §  3  ~ 

D..3  ?yHu 


§2 

<    « 


O  . — 
"S  — 1    s 

=  -  — 


o  2  3 


tu    v 


is  e 


—  .S 


u  o 
©  o 


■*      .Si 


5<  «  ° 

^  &73  o  OU 

2  a  —  m>  2'= 
S»  -.£  S8« 

to  «    M_2  JiJi 
>>°    S'S  SW 


5   »   O 

Z  *J  -1  -J  oi  ii 


3  u 


c  » 
cu  n 
(JO 


■w 

a 
e 

PU 

I 
I 


a>  «  tj'S  ■o 
c  o  a  a  «  « 
"U  3  JS.S   o 


gsS.2 


3   M!  js   ^j^   "3 

Q3  O  US  H 


« 


*  z 

fa  o 

2  * 

«  6? 


\0  H    M 


5  n 

z^< 


32 


JJ  o 

•a" 

3^ 


^1       r.       —       — 


e  a 

t«t        e 

II  .SB 


2-i 

.5   w—  « 

*-     3   rt   T1. 


■S  -  * 


1 


*  E  -  ss 


■§2'S3  S3  5|  g  §-&-S 
£  e  3S  SS  Zt£  u  uj  Q 


s.2 

la: 


JS 

-J 

u 

i  ° 

d 

Si 

II 

s 

0 

au 

•2^ 

Ew 

0 

u 

3  0 

«  S 

"33 

00 


OO  Q 


§ 
J 


U  G    d 
cu  o    — 


«U    S  o 

3  cB  3°  1- 

22  B  S  .8 
SS  -sis  s 

gsc3^| 


BO 

h 

> 
M 


F 

J 

1= 

■ 
II 

CM                          _.                                                          1 

8   1    1 

=  lll 

00           ^    00    CM    CO 

§     1 

CM        1 
C-l        1 

1 

a    i  "s    i 

®           1 
CM            1 

CM 

CM          ■« 

M5          "»             1 

I 

o 

00 

M5 

00 

ex 

00 

ex 

rv 

00  oo 

—  s° 

in                                                 1  in 

x                        Klg     ■  oo 
2                                 |S 

00 
ON 

rv" 

in 

00 

in 

00 

in 

00                         I 

c 

CO 
rv 

CO 

rv 

rv 

CM 

00 

o 

rv 

CO 
rv 

Ol 

rv 

CO 

rv 

CO 

rv                   '■ 

t 

CM 

Ol 

co 

in 
ol 

CO 

o 

CO 

o 
in 

CO 

1 

rv 

CM 

SO 

rv 

CO 

CM 

CO 

IT; 

cc 

n 

CO 
co 

ve 

CM 

CO 

in 

o 

CO 

co" 

CO 

rv 

CN 

ro" 

e 
pi 

co- 

s> 
©^ 
co" 

00 

©^ 

co" 

in 
©_^ 
co" 

o 
o 
o_ 

co" 

(N 

rv_ 

cm" 

o 

CM 
Ol 

Ol 

O 
O 

© 

2 

e 
in 

ox 

O 
O 
IN 
cm" 

in 

o 

CM^ 

o 

CN 

cm" 

o 

Q 

© 
o 

o 
© 
in 
cm" 

o 
in 

o 
in 

e 
in 

00 

o 

00 
co 

CO 

CM 

rv 

CO 

© 

CO 

CO 

in 
rv 

<* 

CO 

© 

CO 

os                  ! 
oi 

U 

M 
J 

u 

3 

I 

S 

11 

3 

e 

M 

a 

(A 

01 

s 

e 

i 

(A 

6 

y 

u 
oi 

w 
"co 

M 

B 
Ol 

o 

(A 

3 
O 
-S 
St 

B 
e» 

'C 
u 

u 

e 
U 

V 

en 
3 
O 
J3 

oc 
B 

(A 

u 

u 

c 

£ 

a) 

u 
"n 

V 

c 

o 

u 

ao 

3 
O 

DC 
B 

3 

01 

H 

"« 

V 

c 

01 

O 

01 

J- 
3 
O 

oc 
_c 

(li 
01 

Ol                          » 
3                               ! 

oo                   ! 
.5    ' 

Ui 
01 

J 

I 

1 

g 

a 

8 

(A 
JB 

a* 

a 

u 

B 
O 

oo 

V) 

o> 

.5  « 

*'i 

2  S 
"io  "2 

CQ  < 

3 

5 

5 

s 

Q 

xl 
u 
u 

pa 

c 
u 

v> 
n 

•a 
H 

u 

S3 

c 

'S 
« 

Q 

a 

—                1 fc 

01                       [  ; 

'3                : 

a 

Q                 ' 

o 
u 

09 

CO 

H 

h 
01 

i/) 
XI 

o> 

o> 

B 

O 

oo 

>■- 

■o 

B 
3 
-J 

a 

01 

M> 

n 

00 

(A 
W 

M 

at 
<r> 

d 

t_  — 
u    at 

3    u 
00  B0 

c 
o 

e 

3 

-i 
«i 

B 
01 
M 

n 
1/5 

5 

u 

o 

OS 

«i 

B 
H 
3 
BQ 

"oJ 
u 

X 
u 
o> 

OS 

T3 

Jo 
u 
u 
00 

>. 

13 
B 
3 

vj.4 

"3  3               1 

efloo               i 

in       «N       «±       »»       tf)       N       e 

CM    O    00 

00     — 1 

xO    ©           CO           ~ 
^    CO           CM 

-«       oo  t  in 

CO           CO    CM    ^N 

co        rv 

00           — 

co  rv 

00    -» 

O 
© 

-n        oo        in        so 
po        rJ        cm        -h 

s       o 

o 
o 

rv       rv           ! 

*     *        ! 

o 

0 

8 

V 

a. 

£  s:s^ 

»  =   B   " 

■  4  3*^ 

"-    W      _.    C    M 

"?    «    *    K    1) 

g  >   {j  *-  % 
U&  Z  ujCl. 

01 

o      is 

-     I .     ,9     .s  E  8      1 

is  *5  s£,ll",4 

IIMJslliHe! 

23  Zfi  SS  3=5  a  o  US  O 

Q. 
O 

(j  w    <n 
u    £  '5 

|!a§ 

.2    ><  o*  ^ 

3    00    >  0. 

co 

u         as 

a.    g-o    a  >■  S 

«  Su  .e-H 

"S>  -  S  •-  2  ° 

S  -2  s  S  -  £■ 

.a           us 

£   O     o           **    .P 
uO    [J     p-   -B    eu 

^  IcZ.   o  -Sf  2 
«  B    S  .£  ^    S 
•W2    <k  -a    u    « 
C  n  ^  u    C  j» 

J3.S  u    o    S   >- 

"   B     m  "O     3     2 
^^   .5     o     3     g 

U=  O  H  Q  ft, 

IglJ 

I5    -1 

-  ~-    >  o 

ft,  o  5»ft< 

o    _ 

U    v 

=  g 

.2  ■"  o 

•QUO 

■5   »£■ 

£  i;  o. 
£  =>  2- 

o  S5 

s 

X!    >• 
3<« 
0-  >- 

b"5. 

O    D. 

a 

IE  S 

01 
M>         -Si 

a       > 

tSfllla] 

g<£  5-Z  S3  6- 
S*4  U"5  u*5  O 

'a. 
S 
-      '3  £ 
*5      .    % 
3      '55  5 
o      .2e* 

D    01    «    U 

2=3   s  £ 

S3  s  uj 

01 

£ 

01 

M 

B 

e 

"3 

3 

14 
01 

o 
2  o  5"  o      ;. 

tr,  .^      in    t-          , , 

i«  fi    m-Sr       - 
B   £     B  -J         .<■ 

coj;   co   . 

itf  UJ    it  4    I  j  | 

■ 
f 

Si 

■ 

M 

i 
3 

§ 

a 

•9 

3 

01 

M 

e 
> 

E 

en 

B 
» 

s 
g 

* 

Ol 

8 

E 
» 

Ol 

CO 

— 

as 

a 
o 

a 

M 

Ol 

PM 

1 
M 

8 

H 
9 

§ 

(0 

J3 
P4 

3 

s 

la 

J3 

>» 

ed 

1 

r 

"1 

i!      ;    "3 

so       cs 

SO           CM 

1 

1 

1 

°i        1 

iv 

IV 

1 

1 

o 

o 

^  i      i 

i       i 

00 

1            1 

i 

i 

in         1 

"» 

00 

1/)          00 

t 

1 

1 

1 

CM             1 

1 

t 

i      i 

1       1 

1       1 

1 

1 

CM           1 

£  p  ^ 

11  u-    ti 

tv 

in 

00 

^00 

°o  _ 

2? 

in 

00 

es 

00 

os 

in" 

00  ^ 

=~00 

as 

m 

00 

o 

00 

in" 

2" 

in" 

2?S 

oo 
Ox 

00 
Os 

00 
OX 

4 ):  gross  rat 
sents  com  o 
operating  li 

tt>:  Forties 

co 

o 

00 

o 

o< 

CM 

CM 

o 

o 

Os 

2  S  l.       5 

00 

iv 

IV 

SO 

IV 

rv 

IV 

rv 

IV 

IV 

Iv 

Iv 

SO 

01  a  S       a 

os 

es 

Cs 

Cs 

ev 

c- 

e> 

C> 

S> 

ON 

OS 

Os 

"  i  S       S 

I 

C    ^            siS 

rv 

o 

o 

c> 

ro 

in 

•* 

CO 

Tf 

CM 

CO 

2Pu       ? 

3    ^    V 

co 

** 

CO 

^ 

M 

-T 

m 

CM 

CO 

CM 

CM 

CO 

"=3  -   g        p 
4  o^      1 

^ 

t 

in 

in 

^O 

in 

<n 

M5 

CM 

SO 

O 

CM 

CO 

es 

Tt 

CO 

es 

>* 

o 

ro 

o 

S> 

Iv 

>» 

CM 

T» 

ii 

CO 

CO 

0» 

00 

lv^ 

NO 

O. 

Tt 

CO 

cm" 

CM 

cm" 

cm" 

ill    a 

•c  %  3       S 

e 

1- 

o 

o 

o 

o 

e 

o 

Tt 

o 

00 

© 

1||J 

SO 

in 

e 

t 

•* 

Ov 

o 

in 

o 

Iv 

00 

00^ 

SO__ 

cm" 

o 

« 

CM 

cm" 

c-l" 

cm" 

CO 

cm" 

CO 

cm" 

o 

CO 

«-«-s  g  | 

8  I  "S  «  1 

: 

co 

IV 

CM 

to 

CM 

^- 

o 

°i 

e> 

CO 

i  led  Stat 
83  <iper 
ense:  lo 
mnierci 
Atomic 

) 

e< 

in 

CM 

CM 

*t 

Tt 

CO 

CO 

CO 

vi 

*H 

*H 

5  o  o   o   ._- 

S    v  -.«    g 

S^  S?  ?•  .J  %3 

X 
o 
u 

I 

01 

OI 

OJ 

01 

V 

u 

01 

01 

V 

■a  x  .=   g  5 

k-  «  S  o.  e 

S  8  ^"-^  § 

=t  E  §  8  j5 

c  M 

u 

Ol 

E   M> 

3 

7) 

3 

3 

3 

VJ 

3 

3 

01 

01 

VI 

3 

•2.5 

4 

UJ 

II 

O 

X! 

C 
X 

O 
X! 

o 

X 

O 
X 

O 
X 

UJ 

O 
X 

i> 

2  5 

5  i* 

u 

"n 

7)   M 
4   -u 

00 

00 

a 

60 

00 

e 

00 
_B 

oo 
_B 

"n 

00 
B 

E-a 

*  e 
Uu 

o 
u 

XI 
ed 

oa 

o> 
E 

oi 

o 

if 

Uu 

V3 

'■Xi 
OI 

7S 
OI 

VI 

OI 

VI 
Ol 

5^ 

VI 

01 
B 
01 

o 

73 

Ol 

soi  a.SS 

5  u  o  3  -S 

.Su=^  s8§ 

£  >  =  "2  ii 

Si  « •=  s  « 

xj  ~  3  «  g 

o 

g  S  n  13  S 

o 

- 

oa  3  -S  v3  ^ 

4 

B 

US  nf   S    S 

£ 

3 

pa 

5 

"3 

u 

Ol 

oa 

5 

5 

>. 

5 

>- 

5 

B 

o 

CO 

T3 

'S 

n 

Q 

5 

>s 

5 

^  j  5  o 

m  u   o  c 

00  -C    «  C 

os   u   3j  -r 

83"  gs 
"O  ^i'  rsi  ~ 

>- 

-a 

>. 

T3 

T3 

B-g-*! 

B 

0 

e 

3 

3 

3 

r 

*0> 

te 

x; 

u 

B 
OI 

00 

c 
u 

2* 

5^ 

X 

V) 

XI 
XI 

s>- 

01 

_i 

B 
OI 
00 
1- 

;►. 

g  W5  ;H  TJ 
C  -S  I    3 

-Slip 

5 

pa 

5 

01 

pa 

OI 

pa 

n 
on 

on 

5 

*c3 

5 

O 

n 
on 

5 

3   =0    ~   , 2 

c  ^i  =8  .£ 

0  7  —    ft 

i     >-u«:    C 

> 

> 

Os         o 
CM          ii 

sO          O 

CO 

n 

so 

o 
o 

O         O 

in 
iv 

O 
CM 

rA 

CJ 

o 

o 

o 

o 

in  so       o 
cm  m       ^h 

in        in 

IV           CM 

00 
00 

o        t 

CM 

o 
o 

IV            CO 
SO          CO 

o 
o 

o 
o 

•u  US-   =.   X 

t;    11    £    ^ 

c   '=    O    0 

estment  only.  'The  following  pla: 
ley  have  been  canceled  or  indefir 
2,  Washington  Nuclear  1  &  3,  Yel 
tilities  was  calculated  according  t 

- 

i 

lj 
1 

5 

0     01 

3 '5 

7  u 

Is 

Arizona  Public 
Service 
El  Paso 
Electric  Co 

Southern 
California  Edison 
Public  Service 
of  New  Mexico 

U 

oi 

'o 
eu 
i- 
oi 
> 

s 

on 

o 

Cu    i- 
7)0. 

a 

> 

ai  £■ 

ai  o 
ex: 

t>   3 

Pennsylvania  Power 
&  Light  Co 
Allegheny 
Electric  Coop 

B 
O 
vi 

•3 

UJ 

rl 
i| 

onU 

n  o 
OU 

oo  E 
onij 

| 

X 
n 

c 

< 

"o 

o» 

72 

7) 

0> 

> 

s 

"3 
>. 

3 

B 

e 
</) 

•S 
a 

Xj 
01 

B 
O 

E 
S 

o 
U 

c 
o 

7) 

■3 

MJ 

Xj 

o> 

S 

c 
o 

E 

E 

0 

U 

Duke  Power 
North  Carolina  Electric 
Membership  Corp 
Saluda  River 
Electric  Coop 

No  Carolina  Municipal 
Power  Agency  #1 
Piedmont  Municipal 
Power  Agency 

VI 

01 

—  o 

•su 

Ha 

Texas  Municipal 
Power  Authority 
Brazos  Electric 
Power  Coop 

.2, 
a  « 

ra  o 

«  2 

Qj     O 

oi 
oi  £> 

7)  .i 

CA    C 

01   o 

South  Carolina 
Electric  &  Gas 
South  Carolina 
Public  Service 

B 

o 

71 

■3 

UJ 
Xj 

"■5 

OI 

8 
O 

o 

u 

o> 

o 

0, 
01 

3 

a 

>  •»  W    3 

01 

•s  S"S  5 

M 

09 

*« 

1 

01 

ei 

es 
a 

00 

<M 

es 
eu 

01 

s  ponion  of 
the  table  be 
Bend  2,  Gra 

>r  investor  o 

& 

0 

1 

a 

e 
S 
o 

a 

(0 

04 

•o 

wt 

en 

o> 

h 

M 

JJ 

Ol 

08 

o 

E 
5 

> 

es 

0 
9 

a 

*3 

u 
oa 

es 

J8 

g 

a 

es 

es 
« 

S 

fa 

a 

01 

4) 

3 

u 

•M 

9 

•For  licensee' 
not  appear  on 
Perry  2,  River 
rate  impaa  fc 

S 
es 

5 

e 

i 

09 

« 
9 
(0 

s 

>» 

oa 

es 
es 

es 

§ 

a 

8 
(ft 

(A 

es 

s 

A 


Utility  ex- 
ecutives did 
not  think 
about  cost  the 
way  execu- 
tives in  other 
industries 
did. 


when  the  plant  was  finished,  and  it  was  time  to 
get  it  in  the  rate  base,  the  regulators  would  put  it 
into  the  rate  base." 

The  utilities,  after  all,  were  a  cost-recovery 
industry,  whose  executives  did  not  think  about 
cost  the  way  executives  in  other  industries  did. 
When  accused  of  committing  $50  million  of 
stockholders'  money  to  a  nuclear  project  the  gov- 
ernment was  prepared  to  finance,  the  chairman  of 
Consolidated  Edison  once  shrugged  and  said, 
"Hell,  it's  only  $50  million."  And  what  was  $50 
million  to  a  $3  billion  company?  But  shrug  often 
enough,  and  the  cost  begins  to  add  up. 

But  why  worry  even  then?  Few  utility  manag- 
ers thought  demand  growth  would  stay  low.  Elec- 
trical demand  had  been  growing  at  7%  a  year  for 
over  40  years,  and  despite  some  fits  and  starts  in 
the  early  Seventies,  there  was  no  reason  to  think 
that  anything  fundamental  had  changed.  The  en- 
ergy crisis,  in  fact,  made  nuclear  power  more  vital 
than  ever.  The  Nixon  Administration's  1974  Proj- 
ect Independence  counted  on  nuclear  power  to 
provide  40%  of  U.S.  electricity  by  1990,  50%  by 
2000.  "You  were  dealing  with  a  mind-set  that  had 
no  idea  of  what  was  down  the  road,"  says  Salo- 
mon Brothers  analyst  Neal  Kurzner.  "If  you  said, 
'Maybe  you're  a  bit  off,'  they  didn't  care.  They 
went  ahead  with  their  construction  program." 


In  a  program  geared  to  a  7%  annual  growth 
pattern,  however,  the  mathematics  of  miscalcu- 
lating the  market  was  awesome.  At  7%  annual 
growth,  you  needed  to  double  your  capacity  every 
10  years.  At  3%,  every  24  years.  At  1%,  every  70 
years.  After  the  second  runup  in  oil  prices,  in 
1978,  utility  executives  had  to  accept  the  fact  that 
something  basic  might  be  happening  to  demand, 
that  all  the  nuclear  capacity  they  were  planning 
might  not  be  needed  until  a  decade  or  more  later 
than  they  thought.  The  Tennessee  Valley  Author- 
ity canceled  8  out  of  17  nuclear  projects,  Public 
Service  Electric  &  Gas  5  out  of  8,  Duke  Power  6 
out  of  13,  Detroit  Edison  3  out  of  4.  The  cancela- 
tions continue. 

Of  all  the  woes  that  descended  on  the  U.S. 
nuclear  industry  beginning  in  1978 — high  in- 
flation, high  interest  rates,  slackening  demand — 
none  was  to  prove  more  traumatic  than  the  acci- 
dent at  Three  Mile  Island  on  Mar.  28,  1979.  On 
that  day,  a  stuck  valve  and  inadequately  trained 
operating  personnel  caused  the  nuclear  reactor  to 
overheat  dangerously.  Though  the  reactor  core 
was  damaged,  no  one  was  hurt  or  even  seriously 
endangered,  but  the  accident  demonstrated  the 
fallibility  of  the  utilities,  the  NRC  and  the  manu- 
facturers, and  produced  a  public  relations  disaster 
from  which  nuclear  power  has  not  yet  recovered. 


Something  rotten  in  Suffolk? 


If  it  ever  gets  into  operation,  Long  Island  Lighting 
Co.'s  $4.2  billion  Shoreham  nuclear  power  station 
will  probably  produce  the  highest-cost  commercial 
nuclear  power  in  the  world — 21  cents  per  kwh.  The  staff 
of  the  New  York  Public  Service  Commission  regards 
Shoreham  as  the  nuclear  power  industry's  ultimate  hor- 
ror story.  But  William  Catacosinos,  Lilco's  new  chair- 
man, says  that  if  anything  did  go  wrong — and  he  doesn't 
concede  that — there  was  nothing  that  Lilco  could  have 
done  about  it. 

The  Shoreham  plant  made  considerable  economic 
sense.  Long  Island  is  the  only  geographic  enclave  in  the 
U.S.  totally  dependent  on  foreign  oil  for  generating  elec- 
tricity. In  the  late  1960s — commendable  foresight! — 
Lilco  set  out  to  break  that  dependence  with  a  540,000-kw 
nuclear  station  at  Shoreham  in  Suffolk  County,  later 
enlarged  to  809,000  kw  to  improve  its  economics. 

By  the  time  Lilco  got  its  construction  permit — after 
year-long  NRC  hearings  that  Lilco  describes  as  "the  most 
contested  hearings  in  the  history  of  nuclear  power" — the 
plant  was  already  three  years  behind  schedule.  Lilco 
blames  that  delay  for  most  of  the  problems  that  followed. 
But  the  argument  doesn't  really  jell.  Even  Lilco  has 
conceded  that,  because  of  safety-related  modifications  to 
its  reactor  containment  structure,  it  wouldn't  have  been 
able  to  get  the  plant  into  operation  before  1982. 

At  a  milestone  meeting  at  Hyannis,  Mass.  in  Novem- 
ber 1973,  Lilco  and  Stone  &.  Webster,  the  outside  firm 
that  served  as  architect/engineer  and  construction  man- 
ager, set  up  an  elaborate  work  schedule  postulated  on  a 
two-shift  operation.  No  matter  that  for  three  years  there- 
after the  boilermakers'  union  refused  to  work  two  shifts; 
Lilco  and  Stone  &  Webster  nonetheless  stuck  to  the 
Hyannis  schedule  and  fell  further  and  further  behind. 

The  PSC  staff  charged  that  Lilco  didn't  monitor  Stone 


&  Webster's  engineering  properly  or  supervise  its  design 
changes  or  manage  procurement  adequately.  And  when 
Lilco  did  interfere,  the  staff  charged,  it  only  made  things 
worse  by  undermining  S&W's  authority.  At  the  same 
time,  the  staff  claimed  S&W  wasn't  adequately  staffed  to 
support  a  tight  schedule  and  that  engineering  design 
lagged  behind  construction  and  threw  off  the  schedule. 

Shoreham  became  notorious  for  the  excessive  amount 
of  overtime  Lilco  was  willing  to  pay,  the  amount  of  theft 
on  the  job  and  the  amount  of  shoddy  work  that  had  to  be 
redone.  The  staff  conservatively  estimated  the  cost  of 
bad  work  practices  alone  at  the  Shoreham  site — workers 
starting  late  and  quitting  early,  extended  coffee  breaks, 
drinking  and  taking  drugs — at  $35,000  a  day. 

Progress  was  so  unsatisfactory  that  in  1977  Lilco  final- 
ly "lost  confidence"  in  S&W  as  construction  manager 
and  formed  a  unit  to  handle  the  construction  manage- 
ment itself.  If  the  decision  to  switch  contractors  was 
good,  the  PSC  staff  nevertheless  concluded  that  the  deci- 
sion to  do  the  job  itself  was  bad:  "Lilco  did  not  have 
personnel  with  the  background  and  experience  to  func- 
tion as  construction  manager  of  a  nuclear  plant." 

The  "telling  culmination  of  the  management  inad- 
equacies represented  throughout,"  in  the  staff's  judg- 
ment, was  the  series  of  problems  Lilco  had  with  its  three 
Transamerica  Delaval  backup  diesel  generators.  In  1975, 
before  the  equipment  was  delivered,  S&W  complained 
that  the  diesels  hadn't  been  tested  in  accordance  with  the 
purchase  specifications  and  so  conceivably  might  be 
faulty.  But  somehow  S&W  never  got  the  data  to  establish 
the  integrity  of  the  diesels  and  somehow  failed  to  im- 
press Lilco  with  its  concern  over  their  quality. 

Though  Delaval  delivered  the  generators  in  1976,  Lilco 
didn't  get  around  to  putting  them  into  service  until 
August  1983.  Then,  during  preoperational  testing,  the 
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After  Three  Mile  Island — TMI,  as  everyone  in 
the  industry  antiseptically  calls  it — safety  be- 
came an  obsession.  The  NRC  promulgated  hun- 
dreds of  new  safety  regulations  between  1978  and 
1983  to  cope  with  contingencies  ranging  from 
earthquakes  to  missile  strikes.  Says  engineering 
consultant  James  O.  Love:  "An  implicit  'perfec- 
tion standard'  was  emerging  as  the  NRC's  expec- 
tation and  measuring  stick."  The  utilities  had  no 
choice  but  to  adjust,  in  some  instances  tearing 
apart  nearly  completed  plants  to  conform  to  the 
changes,  or  redesigning  plants  just  under  way. 
The  process  seemed  unending.  "At  the  McGuire 
plant,"  says  Bob  Dick,  Duke  Power's  construc- 
tion vice  president,  "we  were  really  putting  in 
with  one  hand  and  taking  out  with  the  other." 

Some  utilities  had  risked  starting  construction 
with  designs  only  20%  complete,  rather  than  the 
40%  considered  minimal,  only  to  discover,  with 
the  NRC  changes,  that  they  were  not  even  that  far 
along.  Florida  Power  &.  Light's  much  admired  St. 
Lucie  2,  which  started  out  with  a  design  70% 
complete,  wound  up  with  a  design  only  30% 
complete.  The  logistical  and  morale  problems 
were  overwhelming.  "These  plants  are  so  con- 
gested you  can't  be  sure  all  the  pipes  are  going  to 
go  where  they're  designed,"  says  Bob  Dick.  "You 
design,  you  attempt  to  erect,  you  change,  you 


analyze,  and  it  may  recycle  two  or  three  times." 
"The  work  force  becomes  inefficient  as  a  result 
of  the  delays,"  says  Stone  &  Webster  Senior  Vice 
President  John  Landis.  "You  lose  workers,  usually 
the  very  best  workers,  and  when  you  restart,  the 
workers  that  remain  make  mistakes.  The  delays 
are,  in  my  opinion,  the  most  costly  factor  in  the 
nuclear  power  economic  picture." 

There  was  another  cost  consequence  of  TMI, 
more  subtle  than  delays  as  such  but  scarcely  less 
profound.  "After  TMI,"  as  AIF's  Carl  Walske 
sums  it  up,  "the  balance  of  decision-making  pow- 
er shifted  sharply  from  the  utilities  to  the  regula- 
tors." The  NRC  itself  didn't  worry  about  the  cost 
impact  of  the  regulations  it  imposed;  it  wasn't 
supposed  to.  And  under  cost-plus  contracts,  of 
course,  suppliers  and  contractors  had  virtually  no 
incentive  to  be  efficient;  they  were  reimbursed  for 
the  costs  of  retrofitting  NRC-dictated  changes  as 
they  were  for  any  others.  The  industry  itself  was 
on  the  ropes,  and  most  companies  were  prepared 
to  do  whatever  was  asked  of  them,  never  mind  the 
cost.  When  the  PSC  charged  Detroit  Edison  with 
wasting  money  out  of  a  "near-paranoid  concern 
for  environment  and  safety,"  utility  Chairman 
Walter  J.  McCarthy  readily  conceded:  "This  is  a 
charge  to  which  we  gladly  plead  guilty." 
Many  utilities  were  totally  unprepared  for  proj- 


TheNRC 
didn't  worry 
about  the 
cost  impact  of 
the  regula- 
tions it  pro- 
posed; it 
wasn't  sup- 
posed to. 
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Entry  gate  at  lilco's  Shoreham  nuclear  plant 

crankshaft  on  one  of  the  three  diesels  failed,  two  others 
developed  cracks,  and  Lilco  found  itself  with  millions  of 
dollars'  worth  of  defective  equipment  on  its  hands.  It 
thought  it  had  a  warranty  for  one  year  after  the  equip- 
ment went  into  operation,  but  Delaval  said  the  warranty 
was  good  for  one  year  after  the  plant  was  originally 
scheduled  to  go  into  operation  in  September  1977. 

So  Lilco  laid  out  $91  million  for  three  new  generators 
from  Colt  Industries  and  a  building  to  house  them.  But 
with  new  crankshafts  the  Delavals  proved  usable  after 
all.  Lilco  had  spent  a  needless  $91  million  and  ended  up 
with  three  to  four  times  as  much  backup  power  as  it 
needed.  The  PSC  staff  also  claimed  that  the  delay  in- 
volved in  getting  the  defective  diesels  into  service  had 
increased  the  plant's  capital  cost  by  $539  million. 


The  PSC,  obviously  having  begun  to  think  there  was 
something  rotten  in  Suffolk,  began  prudency  hearings  in 
October  1981  to  find  out  what  had  gone  wrong.  By 
stacking  Shoreham  up  against  both  the  industry  as  a 
whole  and  a  similar  nuclear  plant — Pennsylvania  Power 
&  Light  Co.'s  Susquehanna  1 — the  PSC  staff  concluded 
that  Lilco's  management  was  seriously  deficient.  In  addi- 
tion to  its  scheduling  and  diesel  problems,  Lilco's  engi- 
neering and  construction  man-hours  were  so  excessive, 
the  staff  argued,  that  only  $2.3  billion  of  Shoreham's  $4.2 
billion  cost  could  justifiably  be  included  in  the  rate  base. 

Lilco  scoffed  that  the  staff  seemed  to  think  all  nuclear 
plants  were  alike,  but  they  obviously  were  not.  Lilco 
claimed  it  had  conducted  its  nuclear  program  more  or 
less  as  every  other  utility  had,  and  if  it  hadn't  done  as 
well,  the  reason  was  that  Lilco  wasn't  like  other  utilities. 
Lilco  didn't  have  the  climate,  the  labor,  the  previous 
nuclear  experience,  the  work  rules,  the  work  ethic  or  the 
environment  other,  more  successful  nuclear  utilities  en- 
joyed. You  couldn't  help  wonder,  in  fact,  whether  condi- 
tions on  Long  Island  weren't  so  unfavorable  to  the  con- 
struction of  a  nuclear  plant  that  any  prudent  manage- 
ment would  have  sought  some  other  solution. 

Meanwhile,  power  consumption  in  Lilco's  Long  Island 
territory  continues  to  grow  so  briskly  that  sometime 
later  this  year  Lilco  will  fall  below  the  reserve  require- 
ments mandated  by  the  New  York  State  Power  Pool. 
That  may  be  management's  strongest  argument  for  get- 
ting Shoreham  into  operation,  and  as  quickly  as  possible. 

"This  is  a  finished  plant,"  says  Bill  Catacosinos.  "If  the 
Shoreham  situation  is  resolved,  Lilco  will  be  on  its  way 
to  financial  health."  That  depends,  of  course,  on  just  how 
much  of  Shoreham's  cost  the  PSC  will  accept.  If  the  PSC 
staff  proposal  wins  out,  Bill  Catacosinos  concedes,  Lilco 
is  bankrupt. — J.C. 
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The  nuclear 
program  is 
falling  apart, 
not  on  nuclear 
technology. 
It's  falling 
apart  on 
conventional 
construction. 


The  inepti- 
tude had  no 
pattern,  and 
virtually  any- 
thing could 
go  wrong, 
and  did. 


ects  requiring  management  skills  of  such  a  high 
order.  The  NRC  shut  down  Marble  Hill  and  South 
Texas  for  over  a  year  because  construction  man- 
agers there  had  problems  pouring  concrete  cor- 
rectly. Contractors  had  difficulties  welding  metal 
almost  everywhere — Marble  Hill,  Zimmer, 
Shoreham,  Clinton,  Byron,  Limerick,  Nine  Mile 
Point,  take  your  pick.  They  couldn't  always  in- 
stall electrical  equipment  properly,  either,  or  fol- 
low the  specifications  for  steel.  At  Common- 
wealth Edison's  Byron  plant,  the  NRC  chewed 
out  the  contractors  who  did  the  electrical,  piping 
and  duct  work,  and  even  banned  one  from  supply- 
ing safety-related  components  to  the  industry.  At 
Nine  Mile  Point,  rejection  rates  in  final  welding 
and  mechanical  aspects  for  poor  workmanship 
ran  around  38%.  Poor  craftsmanship,  an  NRC 
study  concluded,  "was  an  effect,  not  the  cause. 
The  principal  underlying  cause  .  .  .  was  found  to 
be  poor  utility  and  project  management." 

"We  developed  the  whole  nuclear  technology 
in  the  U.S.,"  laments  New  York  consulting  engi- 
neer Gerard  C.  Gambs,  "and  now  the  nuclear 
program  is  falling  apart.  Not  on  nuclear  technolo- 
gy. It's  falling  apart  on  conventional  construction, 
which  I  think  is  absolutely  incredible." 

Many  companies  even  failed  to  comply  with 
the  NRC's  requirements  for  documenting  that  a 
plant  had  met  the  proper  quality  standards. 
Granted,  those  requirements  were  exceptionally 
onerous,  resulting  in  paperwork  by  the  carload, 
microfilmed  records  by  the  millions.  But  the  duty 
was  clear.  The  penalty  for  failure  to  comply  was 
severe — lacking  that  documentation,  the  NRC 
refused  to  accept  the  quality  of  the  plant.  Paper- 
work failure,  nevertheless,  was  endemic — at  Illi- 
nois Power's  Clinton  plant  as  at  Duke  Power's 
Catawba,  at  Texas  Utilities'  Comanche  Peak  as  at 
Gulf  States'  River  Bend,  at  Kansas  Gas  &  Elec- 
tee's Wolf  Creek  as  at  MSU's  Grand  Gulf. 

The  utility  business  may  not  have  attracted  the 
most  talented  managers  in  U.S.  business,  but 
most  of  them  recognized  that  they  didn't  have  the 
skills  to  handle  the  job  and  hired  what  they 
thought  were  the  best  in  the  business  to  do  it  for 
them — big  guns  like  Stone  &  Webster,  Bechtel, 
Ebasco,  Sargent  &  Lundy,  GE,  Westinghouse, 
Combustion  Engineering,  Babcock  &  Wilcox. 

But  the  presence  of  any  one  of  them  on  the  job 
was  no  guarantee  of  efficient  performance.  Too 
many  hands  play  a  part  in  a  nuclear  project  for  any 
one  of  them  to  be  decisive — as  many  as  a  dozen 
contractors  and  subcontractors  in  most  projects, 
ranging  from  the  architect/engineer  who  oversees 
the  design  and  engineering  of  the  project  to  the 
construction  manager  who  implements  the  de- 
sign, presiding  over  everything  from  procurement 
and  the  pouring  of  concrete  to  the  installation  of 
the  mechanical  and  electrical  systems. 

Thus,  both  Cincinnati  Gas  &  Electric  and  Pub- 
lic Service  of  Indiana  hired  Sargent  &  Lundy,  the 
architect/engineers  of  Commonwealth  Edison's 
highly  successful  nuclear  program,  to  duplicate 
that  success  at  the  Zimmer  and  Marble  Hill 
plants.  But  it  was  Edison's  role  as  construction 
manager  that  made  the  big  difference.  PSI  acted  as 
its  own  construction  manager  at  Marble  Hill, 
while  CG&E  hired  the  Henry  J.  Kaiser  Co.,  which 
had  no  previous  commercial  nuclear  experience, 


to  build  Zimmer.  Both  plants  were  abandoned, 
Zimmer  because  its  safety  and  quality  could  not 
be  established,  Marble  Hill,  after  some  quality 
problems,  because  it  ran  out  of  money. 

Houston  Lighting  &.  Power  turned  to  Texas' 
own  Brown  &  Root,  which  offered  "full  responsi- 
bility" contracts  to  engineer  and  construct  nucle- 
ar plants.  But  B&R's  engineering  couldn't  keep  up 
with  construction,  or  so  HL&T  complained  in  its 
suit  against  the  company.  The  project  was  halted 
for  two  years  while  B&R  corrected  faulty  concrete 
and  welding  work,  and  the  NRC  complained  con- 
stantly about  the  quality  of  its  work.  HL&P  com- 
plained that,  after  nine  years,  B&R  had  completed 
less  than  half  the  engineering  and  one-third  of  the 
construction.  An  outside  consultant  found  fail- 
ures of  the  most  basic  kind:  defective  systems 
integration  and  overview  function  in  the  design 
process,  lack  of  a  well-thought-out,  consistent 
basis  for  the  work,  failure  to  see  that  subcontrac- 
tors had  met  design  specifications,  failure  to  doc- 
ument the  work  done. 

It  might  be  noted,  in  fairly  assessing  the  dismal 
record,  that  Brown  &  Root  had  never  built  a 
nuclear  plant  on  its  own  before.  Neither  had  Kaiser. 
But  what  is  to  be  said  for  Stone  &  Webster,  which 
took  credit  for  some  of  the  most  successful  nuclear 
projects  in  the  Sixties  and  early  Seventies,  yet  went 
on  to  preside  over  three  of  the  most  costly  and 
troubled  plant  projects  still  under  construction — 
Lilco's  Shoreham,  NM's  Nine  Mile  Point  and 
Duquesne  Light's  Beaver  Valley? 

The  staff  of  the  New  York  Public  Service  Com- 
mission chewed  out  Stone  &.  Webster  for  major 
deficiencies  in  its  role  at  Shoreham,  while  the 
NRC  complained  about  quality  control  deficien- 
cies at  Nine  Mile  Point.  Shoreham  had  plenty  of 
problems  (see  box,  p.  88),  but  S&W's  John  Landis 
suggests  that  they  were  pretty  much  par  for  the 
course.  "We  didn't  have  the  same  magnitude  of 
problems  elsewhere  that  we  did  at  Shoreham,  but 
there  were  similar  problems:  a  lot  of  intervention, 
a  lot  of  starts  and  stops.  Some  lack  of  communica- 
tion among  the  parties  involved.  High  labor  costs 
and,  of  course,  construction  in  a  period  when  the 
effects  of  TMI  were  particularly  harmful." 

The  bungling  the  industry  was  capable  of  bog- 
gles the  mind.  In  the  Zimmer  control  room,  ac- 
cording to  a  study  for  the  Ohio  PUC,  the  control 
panel  would  catch  fire  when  the  alarm  nodule 
lights  went  on  close  together,  so  that  in  an  emer- 
gency the  panel  would  have  knocked  itself  out 
and  the  staff  would  have  been  unable  to  control 
the  plant.  But  nobody  worried  about  that.  Many 
of  the  lights  had  burned  out,  and  the  staff  had 
unplugged  others  to  decrease  the  risk  of  fire. 

The  ineptitude  had  no  pattern,  and  virtually 
anything  could  go  wrong,  and  did.  How  could  an 
experienced  contractor  like  Bechtel  have  prepared 
the  Midland  plant  site  so  poorly  that  the  diesel 
generator  building  began  settling  excessively? 
How  could  Bechtel  have  installed  the  reactor 
backwards  at  San  Onofre?  How  could  Brown  & 
Root  have  got  the  reactor  supports  45  degrees  out 
of  whack  at  Comanche  Peak?  How  could  experi- 
enced operators  pour  defective  concrete  at  Marble 
Hill  and  the  South  Texas  project?  How  could  the 
NRC  itself  approve  designs  for  the  Mark  II  reactor 
when  what  Grand  Gulf  was  building  was  a  Mark 
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Troubleshooter 


William  Derrickson  is  the  superman  of  the  nu- 
clear utility  industry  these  days.  As  general 
manager,  he  brought  in  Florida  Power  &  Light's 
St.  Lucie  2  plant  close  to  cost  ($1,795  a  kilowatt)  and  on 
schedule  (six  years).  Since  it  went  on  line  in  1983,  the 
plant  has  operated  at  92%  of  capacity,  well  above  the 
industry's  58%  average. 

Derrickson  is  now  at  Public  Service  of  New  Hamp- 
shire, as  vice  president  for  nuclear  power,  to  oversee 
completion  of  that  company's  financially  troubled  Sea- 
brook  nuclear  plant.  Budgeted  originally  at  $970  mil- 
lion, the  two-unit,  2.3-million-kw  plant  promised  to 
cost  over  $9  billion  com- 
plete when  it  was  shut 
down  last  spring  for  lack 
of  money.  Construction 
resumed  at  a  $4  million-a- 
week  level  last  July,  but 
PSNH  is  having  so  much 
trouble  finding  the  money 
to  finish  unit  1,  it's  al- 
most certain  unit  2  will  be 
canceled. 

Seabrook  1  is  already 
83%  completed,  with 
99%  of  the  materials  on 
site,  rusting,  awaiting 
more  money.  When  and  if 
that  appears — the  financ- 
ing is  agonizingly  slow — 
it  will  take  $830  million 
and  maybe  18  months  to 
get  the  plant  into  produc- 
tion. Derrickson  has  no 
doubt  that  he  can  bring 
the  project  in  under  its 
current  $4.5  billion  bud- 
get, unless  the  financing 
falls  through  again,  but 
the  shutdown  and  slow- 
down have  already  added 
another  $400  million  to 
the  cost  of  the  project. 

In  taking  over  for  PSNH, 
Derrickson  drastically  re- 
vamped the  way  United 
Engineers  managed  Sea- 
brook.  United  had  hired 

subcontractors  like  Fisch-     

bach  &  Moore  and  Johnson  Controls,  and  they  in  turn 
hired  the  craftsmen  to  do  the  job.  But  Derrickson  wanted 
greater  control,  and  United  now  employs  those  crafts- 
men directly.  "We're  setting  up  things  we  know  worked 
in  the  past  because  we  believe  they  will  work  in  the 
future.  They're  working  already. 

"The  trick  is  to  be  sure,  first  of  all,  that  the  job  is 
planned  and  scheduled — that  we  know  what  we  want 
to  do  when.  Our  operating  and  startup  people  tell  us 
what  is  the  sequence  of  things  to  be  done.  What  are  the 
first  systems,  the  second,  right  on  through,  and  we  put 
in  the  construction  duration  and  the  engineering,  the 
materials  delivery  requirements — pumps,  pipes,  instru- 
ments, cubic  yards  of  concrete.  But  we  start  from  the 


end  of  the  job  backwards,  working  toward  the  operating 
objectives.  On  the  basis  of  industry  and  local  experi- 
ence, we  know  how  many  man-hours  per  foot  of  cable  it 
should  take,  how  many  man-hours  per  foot  of  weld,  and 
so  forth,  and  we  staff  accordingly." 

Given  the  pressure  of  compounding  interest  charges, 
Derrickson  explains,  making  the  schedule  is  every- 
thing. If  you  don't  make  it,  you're  not  going  to  control 
your  costs.  To  ensure  that  they  stay  on  schedule,  Der- 
rickson's  craftsmen  work  in  two  shifts,  five  days  a 
week,  eight  hours  a  day.  No  overtime.  Derrickson  saves 
Saturday  for  contingencies— an  NRC-dictated  change, 

say — and  has  allotted 
$170  million  to  pay  for 
them. 

"What  we've  done,"  he 
says,  "is  develop  a  system 
that  gives  us  the  flexibil- 
ity to  absorb  changes  and 
not  impact  the  schedule." 
At  St.  Lucie,  for  instance, 
TMI  changes  boosted  the 
cable  required,  from  3 
million  feet  to  4.5  million 
feet.  Derrickson  was  able 
to  stay  on  schedule  by 
working  Saturdays  and 
enlarging  the  second  shift. 
"There  haven't  been  any 
regulations  affecting  Sea- 
brook  coming  out  of  the 
NRC  since  the  summer  of 
1983,  so  if  there 


are  no 


Seabrook 's  Bill  Derrickson 


more,  our  contingency 
system  will  cover  any- 
thing we  didn't  pick  up." 
Derrickson  has  never 
been  one  for  blindly 
adopting  everything  the 
NRC  happens  to  order. 
FP&.L  maintained  an  of- 
fice right  across  the  street 
from  the  NRC  in  Bethes- 
da,  Md.  and  PSNH  has 
now  taken  it  over,  so  he  is 
always  alert  to  what  the 
NRC  has  in  mind.  "If  we 
had  a  problem  with  a  reg- 

ulation,  we  sat  down  with 

the  NRC  and  said,  'Do  we  really  have  to  do  this  one,  or 
can  we  do  it  this  way  instead?'  The  plant  might  not 
accept  what's  been  proposed.  But  the  regulations  are 
what  they  are,  and  we  will  comply  with  them  one  way 
or  another." 

Maybe  the  trick  is  in  knowing  when  to  say  to  hell 
with  the  schedule.  At  St.  Lucie,  when  the  pipefitters' 
union  began  dropping  oil  and  paint  on  the  quality 
control  inspectors  as  part  of  a  drive  to  organize  them, 
Derrickson  promptly  shut  down  the  whole  project.  "We 
just  told  them,  'No  more!  We  can't  justify  paying  until 
everybody  can  come  back  and  put  in  an  eight-hour  day 
doing  the  job.'  It  took  about  three  weeks  for  them  to 
come  around." — J.C. 
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Lacking 
knowhow, 
utilities 
hired  experts 
to  manage 
nuclear  proj- 
ects. But  the 
experts  them- 
selves all  too 
often  bungled 
the job. 


A 


III?  How  could  design  control  have  been  so  lax 
that  PG&E  used  the  wrong  drawings  in  calculat- 
ing seismic  response  for  the  steel  in  the  Diablo 
Canyon  containment  building? 

The  NRC  has  a  partial  answer.  "In  some  cases," 
an  NRC  study  concluded,  "no  one  was  managing 
the  project,  the  project  had  inertia,  but  no  guid- 
ance and  direction."  The  NRC's  diagnosis  may 
seem  self-serving,  but  an  Office  of  Technology 
Assessment  study  last  spring  came  to  the  same 
conclusion:  "Inadequate  management  has  been 
one  of  the  major  causes  of  construction  cost  over- 
runs and  erratic  operation." 

In  the  end,  things  sometimes  got  so  bad  the 
utility  managers  themselves  were  forced  to  inter- 
vene. Lilco  took  over  from  Stone  &  Webster  as 
construction  manager  at  Shoreham.  Houston 
Lighting  dumped  Brown  &  Root  for  Bechtel  and 
Ebasco.  Public  Service  of  New  Hampshire  moved 
in  on  United  Engineers.  CG&E  replaced  Kaiser 
with  Bechtel.  PG&E  even  hired  Bechtel  to  com- 
plete the  job  PG&E  itself  had  bungled. 

Even  the  most  carefully  managed  projects  ran 
into  trouble.  At  Georgia  Power's  Vogtle  plant,  for 
example,  12,000  socket  welds  had  to  be  reworked 
and  reinspected.  Duke  Power,  the  most  success- 
ful of  the  lot,  has  had  problems  with  quality 
control  like  everyone  else. 

And  so  have  some  of  the  industry's  most  re- 
spected suppliers — most  notably  the  General 
Electric  Co.  Seven  utilities  committed  them- 
selves to  GE's  Mark  II  containment  system,  only 
to  discover,  back  in  the  mid-Seventies,  that  the 
reactor  containment  structure  was  defective.  In 
the  interest  of  safety,  the  containment  had  to  be 
redesigned  to  contain  the  violent  forces  that 
could  be  generated  in  the  event  of  an  accident, 
and  that  took  time  and  money.  How  much  money 
the  utilities  decline  to  say,  but  the  modified  de- 
sign was  not  approved  by  the  NRC  until  1981. 
And  the  changes  were  certainly  costly.  A  study 
done  for  the  Ohio  PUC  urged  that  Cincinnati  Gas 
&  Electric  sue  GE  for  the  $360  million  the  Mark  II 
modifications  eventually  cost  the  company. 

Most  disheartening  of  all,  perhaps,  are  the  in- 
stances of  mendacity  and  worse  in  U.S.  nuclear 
projects.  A  number  of  major  contractors  allegedly 
rigged  bids  at  the  Washington  Nuclear,  Diablo 
Canyon  and  Marble  Hill  projects,  and  some  have 
gone  to  jail  for  it.  Quality  control  inspectors  have 
been  intimidated,  documents  have  been  forged, 
operator  training  records  have  been  falsified.  Met- 
ropolitan Edison  pleaded  guilty  to  using  faulty 
test  procedures  at  TMI.  Wolf  Creek  even  managed 
to  document  as  inspected  a  weld  that  didn't  exist. 

One  conclusion  seems  inescapable:  Any  utility 
that  failed  to  involve  itself  directly  in  every  as- 
pect of  the  project  was  likely  to  end  up  with  a 
mismanaged  project.  And  as  Lilco  and  PSI  made 
clear,  even  that  may  not  be  enough.  Look  at  the 
nuclear  tabic  on  page  85:  On  five  of  the  eight 
projects  likely  to  come  in  for  less  than  $2,000  per 
kilowatt,  the  utilities  involved  handled  their  own 
engineering  and  construction.  So  it's  a  catch  22 
dilemma.  Lacking  knowhow,  utilities  hired  ex- 
perts to  manage  nuclear  projects.  But  the  experts 
themselves  all  too  often  bungled  the  job. 

Apologists  argue  that  most  of  the  nuclear  in- 
dustry's troubles  were  simply  bevond  the  indus- 


try's control.  Can't  keep  your  costs  under  con- 
trol? Can't  meet  your  construction  schedules? 
Blame  the  NRC,  blame  the  antinuclear  forces, 
blame  inflation,  blame  interest  costs.  Don't 
blame  the  fact  that  you  haven't  the  slightest  idea 
of  how  to  control  costs  or  schedule  production. 
"  'Regulatory  problems'  is  a  kind  of  a  catchall  for 
all  the  cost  overruns,"  says  one  consultant  who 
understandably  wishes  not  to  be  named.  "They 
made  mistakes  and  could  have  done  a  better  job. 
The  construction  mentality  is  to  build  the  plant 
and  don't  let  paperwork  slow  you  up." 

But  the  NRC's  requirements,  while  burden- 
some and  sometimes  outrageous,  were  not 
insupportable,  and  some  utilities  and  construc- 
tion firms  had  considerable  success  in  coping 
with  them.  Arizona  Public  Service  even  anticipat- 
ed many  of  the  design  changes  the  NRC  imposed 
after  TMI — simply  because  it  had  committed  it- 
self to  building  the  best  plant  it  could.  And  Duke 
Power  has  consistently  brought  in  the  lowest-cost 
and  most  efficient  plants  in  the  industry. 

The  project  that  serves  as  a  model — and  a  re- 
proach— to  almost  everyone  is  Florida  Power  & 
Light's  St.  Lucie  2  project.  Despite  post-TMI  de- 
sign changes  and  a  brutal  hurricane,  St.  Lucie  2 
was  built  in  six  years  at  a  cost  of  only  $1,795  per 
kw.  FP&L  had  nuclear  experience,  and  much  of 
the  design  was  complete  when  construction  be- 
gan. But  management  made  the  difference.  "They 
expected  the  NRC  to  respond  to  the  schedule," 
says  Russell  J.  Christesen,  president  of  Ebasco 
Services,  the  engineering  firm  that  designed  and 
built  the  plant,  "and  whatever  the  NRC  had  to  do, 
the  company  made  happen.  Current  regulatory 
procedures  need  not  necessarily  preclude  meeting 
construction  schedules  and  budgets." 


3 


Points  of 
no  return 


What  the  utilities,  the  contractors  and  the  suppli- 
ers began,  the  state  regulatory  commissions  fin- 
ished. High  inflation  and  higher  interest  rates 
exploded  the  costs  of  the  nuclear  program  and 
ultimately  dissolved  the  community  of  interest 
between  the  regulators  and  the  utilities. 

Even  before  TMI,  the  costs  of  the  industry's 
nuclear  program  had  been  rising  faster  than  prices 
in  the  economy  at  large,  faster  even  than  costs  in 
the  construction  industry  as  a  whole.  The  effect 
of  everything  that  went  wrong  after  TMI — every 
schedule  that  was  missed,  every  design  that  was 
reworked,  every  pipe  hanger  that  had  to  be  ripped 
out  and  reinstalled,  every  quality  problem,  every 
stretch-out,  every  postponement,  every  legal  or 
antinuclear  delay — served  to  double  and  triple 
these  costs.  Cincinnati  Gas  &.  Electric's  Zimmer 
plant,  for  instance,  started  out  in  1969  costing 
$240  million,  was  budgeted  at  $500  million  by 
1975,  $1  billion  by  1980  and  $1.7  billion  in  1982, 
with  an  additional  $1.4  billion  yet  to  be  spent 
when  construction  was  abandoned  in  1984. 

NRC  regulation  was  responsible  for  at  least 
part  of  these  cost  increases.  But  the  accounting 
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The  best 


If  any  utility  was  equipped  to  cope  with  the  chal- 
lenge of  the  nuclear  age,  that  utility  was  North 
Carolina's  Duke  Power  Co.  Dominated  by  engi- 
neers for  all  of  its  80  years'  existence,  Duke  has  an 
engineer's  conviction  that  the  best-engineered  plant 
inevitably  also  will  be  the  most  efficient,  lowest-cost, 
most  reliable  and,  in  the  end,  most  profitable.  Things 
have  pretty  much  worked  out  that  way. 

Duke  has  put  five  nuclear  units  into  operation  so  far, 
the  latest  of  which,  McGuire  2,  went  commercial  last 
March  at  a  cost  of  a  mere  $932  a  kilowatt,  less  than  one- 
third  the  cost  of  the  average  new  U.S.  nuclear  plant, 
roughly  60%  of  what  the  Canadians  spend,  and  pretty 
close  to  what  the  French  plants  cost. 

Duke's  geographic  location  doesn't  hurt  any,  of 
course.  Its  labor  costs  (mostly  nonunion)  are  consider- 
ably lower  than  those  in  such  places  as  New  Jersey  or 
New  York.  Nor  has  Duke  been  subject  to  as  much 
environmentalist  opposition  as  some  utilities  have 
been,  partly  because  the 
company  has  made  an 
effort  to  avoid  it. 

But  what  really  makes 
its  commitment  to  ex- 
cellence pay  off  is  that 
Duke  Power  is  not  just 
an  electric  utility.  It's 
also  an  engineering  and 
construction  firm.  It 
doesn't  subcontract 

even  its  biggest  jobs;  it 
does  those  jobs  itself,  in- 
cluding the  engineering 
and  construction  work. 
The  engineering  and 
construction  staff  is  on 
the  Duke  Power  payroll, 
receiving  the  same  wage 
scale  and  fringe  benefits 
as  the  rest  of  its  employees.  Although  Duke's  way  may 
cost  somewhat  more,  it  provides  a  skilled,  experienced 
and  permanent  work  force  that  has  moved  from  plant  to 
plant  for  nearly  20  years  now  as  the  company's  nuclear 
program  has  progressed,  first  from  Oconee,  completed 
in  1974,  to  McGuire,  1984,  then  to  Catawba,  scheduled 
for  1986. 

"The  fact  that  we  design,  build,  test,  start  up,  operate, 
maintain  with  essentially  the  same  people  is  very  bene- 
ficial from  a  cost  standpoint,"  says  Bob  Dick,  the  engi- 
neer who  oversees  Duke's  nuclear  construction  pro- 
gram. "I  feel  sorry  for  people  who  have  15  contractors 
they  have  to  interface  with.  Everybody  here  knows  the 
way  we  do  things. 

"We  measure  productivity  at  the  beginning  and  the 
end  of  the  day,  before  lunch  and  after  lunch,  always 
looking  for  small  things  to  make  corrections  on.  We 
don't  perform  any  work  without  written  procedures 
and  instructions.  We  originally  assumed  that,  given  an 
experienced  crew  with  experienced  supervision,  certain 
tasks  were  just  part  of  the  skill  of  the  craft.  But  you 
can't  depend  on  that.  We  have  an  intense  pride  in  being 
the  best.  It's  the  tradition,  the  culture." 

Duke  also  has  run  a  wholesale  electrical  distribution 


Duke  Power's  Catawba  plant  at  Lake  Wylie,  S.C. 


business  for  years.  As  a  result,  as  the  nuclear  program 
got  under  way,  the  company  already  had  the  skills  it 
needed  for  handling  procurement.  This  has  enabled 
Duke  to  buy  more  cheaply  than  it  would  have  through 
middlemen,  and  it  has  given  it  greater  control  and 
knowledge  of  its  costs  than  it  would  have  had  other- 
wise. Thus,  in  design,  construction  and  procurement, 
Duke  does  virtually  everything  itself.  "If  anything  goes 
wrong,"  one  executive  points  out,  "we  know  who's 
responsible.  It's  us." 

Like  everyone  else  in  the  business,  Dick  complains 
about  NRC  regulation.  The  agency,  he  says,  sometimes 
seems  more  interested  in  documentation  than  in  qual- 
ity. "We  have  actually  cut  perfectly  good  welds  out  of 
pipes  because  a  piece  of  paper  in  the  inspection  record 
was  misplaced  four  years  ago."  But  those  are  the  rules  of 
the  game,  he  says,  and  you  try  to  play  by  them. 

Duke's  nuclear  program  was  one  of  the  first  to  run 
into  financial  problems,  back  in  the  mid-Seventies,  so 

that  it  learned  early  to 
cut  its  ambitions  to  suit 
its  resources.  It  slashed 
$700  million  out  of  its 
construction  program  at 
that  time  and  succeeded 
in  peddling  a  75%  inter- 
est in  the  new  Catawba 
plant  to  a  group  of  mu- 
nicipal and  cooperative 
electric  companies  that 
could  finance  their  in- 
vestment with  low-cost, 
tax-exempt  bonds.  Later, 
when  demand  began  to 
fall  off,  Duke  was  rea- 
sonably quick  to  curtail 
and  then  cancel  its  Per- 
kins and  Cherokee  proj- 
ects. Perkins  was  sched- 
uled to  come  into  production  in  the  early  Eighties, 
Cherokee  in  the  Nineties. 

So  you  do  the  job  right  and  you  do  it  within  your 
means,  or  you  don't  do  it.  And  it  works.  The  three 
Oconee  units  cost  $194  per  kw,  the  two  at  McGuire 
$849,  and  the  two  at  Catawba  $1,703,  with  capitalized 
interest  accounting  for  over  one-third  of  the  difference 
between  McGuire  and  Catawba.  But  for  all  its  success, 
Duke  no  longer  considers  nuclear  power  a  choice.  "We 
would  not  have  gone  into  the  nuclear  business  if  we  had 
realized  the  instability  of  the  licensing  process,"  says 
William  Grigg,  Duke's  treasurer.  "A  nuclear  plant  with 
all  the  regulatory  uncertainties,  all  the  investor  con- 
cern, the  environmental  concerns,  I  just  don't  think 
would  be  a  viable  option  for  us." 

As  it  happens,  Duke  is  unlikely  to  need  any  new 
power  for  a  decade.  When  Catawba  is  complete,  Duke 
will  have  49%  of  its  capacity  in  nuclear,  and  a  comfort- 
able 31%  reserve  capacity.  Its  next  big  venture  is  the 
Bad  Creek  pumped  storage  project  scheduled  for  1991. 
Where  Duke's  power  will  come  from,  the  next  time  it 
goes  looking  for  some,  may  depend  on  how  successful 
the  U.S.  has  been  in  learning  from  the  mistakes  of  the 
past.— J.C. 
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If  many 
companies 
were  dere- 
lict in  moni- 
toring their 
contractors, 
many  rate 
commissions 
were  equally 
derelict  in 
failing  to 
monitor  the 
utilities. 


practices  prescribed  by  the  state  regulatory  com- 
missions were  responsible  for  even  more. 

If  an  industrial  company  builds  a  plant,  the 
interest  cost  of  any  debt  it  incurs  generally  goes 
into  the  profit-and-loss  statement  as  a  charge 
against  income.  Not  in  utility  accounting.  To- 
day's customers,  the  regulators'  argument  runs, 
shouldn't  be  required  to  pay  even  the  interest  cost 
of  tomorrow's  power.  A  power  plant  usually  has 
to  be  "used  and  usable"  before  the  investment 
can  go  into  the  rate  base  and  earn  a  return. 

Instead  of  charging  off  interest  costs,  the  utility 
imputes  an  interest  charge  to  the  money  it  has 
invested  in  a  project  based  on  its  average  cost  of 
capital,  capitalizes  the  amount  (that  is,  adds  it  to 
the  total  investment)  and  reports  it  as  a  noncash 
credit  in  its  income  statement.  The  credit  is 
called  AFUDC,  Allowance  for  Funds  Used  During 
Construction.  AFUDC  increases  reported  net  in- 
come, but  it  also  increases  the  cost  of  the  project. 
Impute  a  10%  or  15%  return  to  a  $2  billion 
investment  and  then  capitalize  it,  and  the  cost 
increases  by  $200  million,  $300  million  a  year. 
Worse,  the  capitalized  amount  is  then  imputed  a 
return  of  its  own.  And  so  the  costs  of  an  unfin- 
ished plant  expand  and  compound,  and  the  longer 
a  project  takes,  the  more  the  cost  compounds. 

Take  FP&L's  St.  Lucie  2  plant.  "The  interest 
costs  were  $300  million,"  says  project  manager 
William  Derrickson  (see  box,  p.  91)  "If  we  had 
taken  two  or  three  years  more  to  build  it,  even  if 
the  bricks  and  mortar  were  the  same,  we  would 
probably  have  incurred  up  to  a  billion  dollars 
more." 

As  construction  dragged  on,  AFUDC  came  to 
provide  a  major  part  of  utility  earnings — close  to 
100%  for  outfits  like  Lilco,  113%  for  Kansas  Gas 
&  Electric,  and  126%  for  Public  Service  of  New 
Hampshire.  But,  though  the  companies  looked 
healthy,  there  was  no  cash  behind  these  paper 
earnings.  Utilities  in  such  a  bind  had  to  finance 
their  construction  programs  out  of  the  cash  their 
operating  properties  were  generating,  and  when 
that  wasn't  enough,  borrow  money,  sell  more 
common  or  preferred  or  even  cancel  the  dividend. 
When  inflation,  high  interest  rates  and  delay  push 
the  cost  of  a  project  into  the  billions,  that  often 
gets  pretty  difficult. 

The  Wall  Street  firm  of  Donaldson,  Lufkin  &. 
Jenrette  calculates  that  current  investment  in 
ongoing  nuclear  projects  accounts  for  78%  of  to- 
tal net  plant  for  PSNH,  75%  for  El  Paso  Electric, 
64%  for  Louisiana  Power  &  Light/New  Orleans 
Public  Service,  50%  for  Kansas  City  Power  & 
Light  and  for  Union  Electric,  49%  for  Toledo 
Edison.  "If  you  only  have  half  of  your  capital 
generating  cash,"  says  DLJ's  Christopher  Young, 
"you're  not  really  solvent." 

For  many  companies  in  many  states  the  cash 
flow  problem  has  been  eased  a  little  by  partial 
CWIP — construction  work  in  progress — provid- 
ing at  least  some  return  on  a  small  portion  of 
construction  cost  allowed  in  the  rate  base.  But  on 
an  investment  of  several  billions,  even  20%  is  far 
from  enough  and  not  much  more  relief  from  that 
quarter  can  be  expected.  Regulators  saw  what  was 
coming.  As  costs  began  to  rise  into  the  billions 
and  the  utilities  began  arguing  for  more  generous 
CWIP,  the  state  commissions  became  increasing- 


ly   unsympathetic.    Washington    State,    for    in- 
stance, recently  banned  CWIP  by  law. 

In  such  circumstances,  poor  management  is  not 
simply  failing  to  develop  a  construction  project 
properly.  It  is  also  failing  to  recognize  that  you 
lack  the  financial  resources  to  fund  a  project  or, 
having  recognized  it  only  belatedly,  failing  to 
shut  the  project  down.  Some  utility  managers 
accepted  their  financial  limitations  and  acted  ac- 
cordingly— Boston  Edison  and  Dominion  Re- 
sources, for  example.  Many  more  did  not.  "In 
terms  of  its  financial  viability,  Public  Service  of 
New  Hampshire  should  never  have  built  Sea- 
brook,"  DLJ  Vice  President  Mariel  Clemensen 
says  bluntly  about  one  case  in  point.  "It  simply 
could  not  support  close  to  80%  of  its  capital  in  a 
construction  project.  We  can't  blame  regulatory 
reluctance  for  the  problems  the  companies  got 
themselves  into." 

The  chairman  of  Michigan's  PSC,  Eric 
Schneidewind,  couldn't  agree  more:  "We 
don't  manage  the  utilities.  We  manage  ultimately 
the  amount  of  money  they  can  collect,  but  we 
don't  tell  them  you  must  or  must  not  use  it  in 
certain  ways.  That's  the  reason  they  get  paid." 

Perhaps  so.  Yet  the  commissions  do  manage  to 
a  degree,  and  so  they  are  not  completely  off  the 
hook.  Many  commissions,  after  all,  can  approve 
or  disapprove  the  financing  for  utility  construc- 
tion programs,  fust  as  a  good  many  companies 
were  derelict  in  failing  to  monitor  what  their 
contractors  were  doing,  a  good  many  commis- 
sions were  equally  derelict  in  failing  to  monitor 
what  the  utilities  were  up  to.  If  completion  of  a 
project  was  in  the  best  interest  of  the  ratepayers, 
even  the  normally  difficult  Massachusetts  com- 
mission has  had  to  concede,  a  utility  was  entitled 
to  expect  regulatory  support.  But  all  too  often,  it 
failed  to  get  it. 

The  commissions  are  now  in  a  box  no  matter 
what  they  do.  With  interest  capitalized  rather 
than  written  off,  rates  have  to  rise  sharply  when  a 
new  and  very  much  higher-cost  plant  represent- 
ing a  major  proportion  of  assets  enters  the  rate 
base.  It's  not  the  cost  of  the  plant  as  such  that 
makes  the  difference,  but  the  cost  of  the  plant  in 
relation  to  the  rate  base.  Thus  Niagara  Mohawk 
may  need  only  a  19%  rate  increase  to  account  for 
its  $5.1  billion  Nine  Mile  Point  plant,  whereas 
Union  Electric  may  need  42%  and  more  to  offset 
Callaway,  which  cost  only  half  as  much.  Big 
companies  like  PG&E  or  Duquesne  Light  can 
absorb  such  increases  with  ease.  But  for  smaller 
companies,  the  projected  impact  is  chilling. 

To  mitigate  the  rate  shock  of  these  new  plants, 
some  commissions  have  been  turning  to  various 
schemes  for  "phasing  in"  higher  costs  over  a 
period  of  years.  Rather  than  posting  a  single  large 
rate  increase,  Kansas  Gas  &  Electric  will  probably 
bring  in  Wolf  Creek  in  stages— 39.4%,  11.5%, 
10.8%,  8.2%,  4.6%.  Lilco  has  a  similar  plan,  and 
Connecticut  utilities  are  considering  a  similar 
phase-in  for  Millstone  3  and  Seabrook  1. 

For  the  utilities  and  the  commissions,  the  hon- 
eymoon is  over  at  last.  "This  is  supposedly  a  cost- 
recovery  industry,"  says  Edison  Electric  Institute 
Vice  President  Richard  Braatz.  "Yet  the  commis- 
sions practice  cost  deferral.  They've  deferred  so 
much  by  now  that  the  pigeons  are  coming  home 
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Who's  holding  the  bag? 


Back  in  1978,  when  oil  prices  were  soaring,  the  24 
rural  electric  cooperatives  of  the  Wabash  Valley 
Power  Association  decided  to  take  up  a  17% 
interest  in  Public  Service  of  Indiana's  new  Marble  Hill 
nuclear  plant.  Seven  years  have  passed,  and  Wabash 
Valley  still  doesn't  have  its  nuclear  plant,  but  it  does 
owe  the  Federal  Financing  Bank  the  $478.8  million  it 
borrowed  for  Marble  Hill,  which  it  can't  afford  to  pay. 
Public  Service  of  Indiana  formally  abandoned  Marble 
Hill  last  November  and  Wabash  Valley  already  has 
defaulted  on  two  quarterly  interest  payments.  And, 
according  to  Jack  Van  Mark,  deputy  administrator  of 
the  Rural  Electrification  Administration,  which  guar- 
anteed Wabash  Valley's  federal  loan,  "Foreclosure  is  a 
very  serious  possibility." 

How  did  WVPA  get  into  this  mess?  "In  the  mid- 
Seventies,"  explains  General  Manager  Edward  Martin, 
"during  the  energy  crisis,  we  looked  at  Marble  Hill  as  a 
long-term  cost-control- 
ling adventure — or  ven- 
ture, rather."  He  was 
right  the  first  time.  Un- 
til then  Wabash  Valley 
had  always  bought  pow- 
er wholesale  from  inves- 
tor-owned utilities  and 
sold  it  to  distribution 
cooperatives  in  northern 
Indiana's  rural  areas. 
WVPA  already  pur- 
chased half  its  power 
from  PSI.  With  prices 
rising  and  energy  in- 
creasingly short,  it  rea- 
soned, investing  in  Mar- 
ble Hill  would  enable 
Wabash  to  get  the  same 
power  for  maybe  2.2% 
less  than  it  would  pay 
wholesale.  That  seem- 
ingly small  difference' 
amounts  to  $128  million 
over  13  years. 

Marble  Hill  was  PSI's  first  nuclear  project,  but  it 
looked  plausible  enough.  The  plant  was  a  replica  of  the 
Byron  plant  being  built  by  Commonwealth  Edison,  and 
Edison  had  been  as  successful  with  nuclear  power  as 
anyone.  Besides,  WVPA  officials  told  themselves,  there 
was  no  other  prospect  for  low-cost  power. 

And  so,  in  1978,  WVPA  arranged  for  a  $361  million 
low-cost  credit  line  from  the  Federal  Financing  Bank 
and  turned  over  a  first  payment  of  $34  million  to  PSI, 
which  would  have  full  management  of  the  project. 
WVPA  felt  it  had  to  keep  faith  in  the  project  even  after 
the  Three  Mile  Island  accident,  which  occurred  in 
March  1979.  "Three  Mile  Island  scared  us  all  to  death," 
Ed  Martin  explains,  "but  what  do  you  do?  It's  not  like 
someone  in  the  stock  market.  You  can't  just  take  your 
money  and  go.  This  was  a  major  commitment  with 
literally  thousands  of  jobs  at  stake." 

Marble  Hill's  troubles  began  almost  immediately 
thereafter.  The  concrete  for  the  plant  was  defective, 
honeycombed  with  voids.  In  August  1979  the  Nuclear 


Transmission  towers  in  electrical  co-op  country 


Regulatory  Commission  imposed  a  stop-work  order  on 
all  safety-related  construction.  The  order  was  not  fully 
lifted  for  30  months.  But  WVPA  doggedly  stuck  to  its 
investment.  Cost  estimates  for  the  plant  rose  from  the 
original  $1.8  billion  to  $3.4  billion  in  1980,  $4.3  billion 
in  1981  and  $5.1  billion  in  1982,  while  commercial 
operation  of  the  two-unit  plant  was  delayed  four  years, 
to  1986  and  1988.  To  cover  its  share  of  the  escalating 
cost,  WVPA  received  another  $588  million  credit  line 
from  the  Federal  Financing  Bank,  guaranteed  by  the 
REA,  in  1980.  Even  at  $5.1  billion,  WVPA  expected  to 
save  $198  million  compared  with  buying  power  from 
other  sources.  In  any  case,  WVPA  thought  that  staying 
in  was  better  than  forfeiting  its  share  of  the  plant's 
output  and  still  having  to  pay  off  the  money  it  bor- 
rowed. Which  in  the  end  is  what  happened. 

In  early  1983  Marble  Hill  was  in  trouble  again.  PSI 
suspended  work  on  the  plant's  electrical,  heating,  ven- 
tilating and  air-condi- 
tioning systems,  faced 
further  delays  from  a  re- 
vision in  the  structural 
steel  requirements,  and 
finally  in  October  an- 
nounced costs  had  risen 
to  $7  billion  and  com- 
mercial operation  would 
be  delayed  until  1988 
and  1990.  Only  months 
later,  it  suspended  con- 
struction entirely.  In 
November  1984,  after 
having  laid  out  $2.3  bil- 
lion, PSI  formally  can- 
celed the  project. 

Which  left  Wabash 
Valley  holding  a  large 
bag.  WVPA  has  already 
defaulted  twice  on  re- 
payments on  its  $478.8 
million  debt.  Both  times 
the  REA  has  bailed  it 
out.  But  what  happens  if 
the  REA  lets  Wabash  Valley  go  bankrupt?  Unlike  inves- 
tor-owned utilities,  a  Rural  Electric  Membership  Co- 
operative has  no  shareholders  to  bear  the  loss.  Ed  Mar- 
tin has  said  the  REA  will  have  to  shoulder  WVPA's  loss. 
The  federal  government  encouraged  nuclear  projects  in 
the  mid-Seventies,  after  all,  and  the  REA  went  along  in 
guaranteeing  the  loans. 

"Poppycock!"  snorts  REA's  Jack  Van  Mark.  "Wabash 
entered  into  the  investment  free  of  any  coercion."  Van 
Mark  insists  that  WVPA  is  just  going  to  have  to  pay  for 
the  loss  through  the  rate  structure.  The  REA  could 
allow  WVPA  to  stretch  out  its  loan  repayments,  but  it 
couldn't  afford  to  set  a  precedent  for  bailing  out  co-ops 
with  financial  troubles.  Raising  rates  to  meet  that  obli- 
gation would  be  a  shocker.  Wabash  has  estimated  that 
putting  $450  million  into  the  co-op's  rate  base  would 
mean  a  48%  increase  in  wholesale  rates. 

Whatever  the  outcome,  WVPA's  members  will  be 
paying  one  way  or  another  for  their  nuclear  foresight  for 
years  to  come. — Catherine  Yang 
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to  roost.  What  you're  seeing  is  a  realization  that 
management  has  no  assurance  they  can  recover 
their  costs.  As  a  result,  you  are  going  to  see  an 
eroding  in  the  commitment  to  service." 

For  some  utilities  it  already  may  be  too  late  for 
improvisations  like  phase-ins.  Once  they  passed 
the  one-third  or  halfway  point  in  the  project — the 
point  of  no  return — these  utilities  could  not  af- 
ford to  write  off  an  unfinished  plant.  So  they 
pushed  ahead,  hoping  to  finish  the  plant  as  quick- 
ly as  possible,  get  it  into  the  rate  base  and  begin 
recovering  their  money.  In  several  states — Ohio, 
Oregon,  Missouri  among  them — they  had  no 
choice  at  all,  because  by  law  they  could  not  recov- 
er the  cost  of  "unused"  properties  under  any 
circumstances. 

All  too  often,  as  the  utilities  raced  for  comple- 
tion, construction  schedules  kept  lengthening 
and  costs  went  on  rising  with  no  end  in  sight.  But 
even  when  they  did  get  the  plant  completed,  the 
utilities  were  beginning  to  discover  that  the  com- 
missions were  no  longer  the  rubber  stamps  they 
once  were.  You  could  not  put  a  plant  into  the  rate 
base  unless  it  was  "usable" — that  is,  built  to  serve 
an  existing  demand.  And  so,  last  August,  for  ex- 
ample, the  Pennsylvania  Public  Utility  Commis- 
sion in  effect  disallowed  $287  million  of  the  cost 
of  PP&L's  Susquehanna  1  on  the  grounds  that  the 
plant  provided  excess  capacity,  and  it  may  look 
no  more  favorably  on  Unit  2,  which  recently  went 
into  operation.  The  Texas  PUC  disallowed  $166 
million  of  the  cost  of  Houston  Lighting's  aban- 
doned Allen  Creek  project,  claiming  the  company 
should  have  canceled  the  project  two  years  earli- 
er, and  then  cut  HL&P's  allowed  rate  of  return  as 
a  penalty  for  poor  management.  In  New  York,  as 
noted,  the  PSC  staff  wants  to  disallow  $1.5  billion 
of  Lilco's  Shoreham  costs  on  the  grounds  that 
they  were  imprudently  incurred.  In  California  the 
$2.5  billion  overruns  in  PG&E's  Diablo  Canyon 
costs  over  the  past  eight  years  may  never  find 
their  way  into  the  rate  base. 

And  that  was  hardly  the  worst.  A  number  of 
companies  lost  the  gamble  and  ran  out  of  cash 
before  they  could  finish  their  construction  pro- 
grams— Consumers  Power,  Lilco,  Public  Service 
of  Indiana,  Public  Service  of  New  Hampshire. 
"The  markets  tended  to  close,"  says  DLJ's  Young. 
"The  only  way  you  can  fund  it  yourself  is  to  stop 
paying  your  common  dividend.  Rate  relief  doesn't 
do  it  because  it  takes  too  long  to  recover  those 
dollars.  And  once  you  cut  the  dividend,  the  mar- 
ket really  closes.  You  can't  sell  common  or  pre- 
ferred, and  you  can  only  marginally  sell  bonds.  So 
now  you  can't  fund  the  completion  of  the  project, 
and  you  have  to  abandon  it.  But  if  the  PSC  doesn't 
accept  its  value,  you  have  to  write  off  the  rest,  and 
the  writeoff  can  be  so  substantial  you're  brought 
to  the  brink  of  bankruptcy." 

But  in  the  end  some  companies  had  no  choice. 
Over  the  past  three  years,  the  Washington  Public 
Power  Supply  System  stopped  work  on  two  units 
it  had  under  construction,  canceled  two  others 
and  defaulted  on  $2.2  billion  in  bonds.  A  year  ago, 
CG&E  and  its  partners  in  the  Zimmer  project 
gave  up  and  decided  to  convert  the  site  to  coal. 
Public  Service  of  Indiana  first  suspended  and 
then,  last  year,  canceled  Marble  Hill,  50%  com- 
plete. In  June  Consumers  Power  halted  Midland 
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2,  85%  complete.  Except  for  Zimmer,  which  was 
halted  because  it  could  not  meet  the  NRC's  qual- 
ity standards,  all  these  plants  were  canceled,  be- 
cause their  owners  could  not  raise  the  money  to 
finance  them. 

Those  are  extreme  cases,  all  of  them,  but  they 
embody  the  problem  companies  everywhere  face. 
Utility  analysts  expect  that  most  of  the  second 
units  still  nominally  under  construction  will  be 
canceled  as  well — Grand  Gulf  2,  Limerick  2,  Per- 
ry 2,  Seabrook  2,  WPPSS  3.  Clinton,  Grand  Gulf  1, 
Waterford  and  River  Bend,  among  others,  still 
suffer  recurring  cash  shortages.  Lilco  appears  to 
have  solved  its  financing  problems  at  the  mo- 
ment, but  whether  its  Shoreham  station,  now 
virtually  complete,  will  ever  go  into  commercial 
operation  is  anybody's  guess  (see  box,  p.  88). 

And  so  for  the  first  time  the  threat  of  bankrupt- 
cy has  become  a  reality  for  at  least  a  handful  of 
major  electric  companies.  A  bankrupt  utility  is 
obviously  not  going  to  suspend  operations,  but 
established  procedures  for  utility  bankruptcies, 
unlike  the  railroad  industry,  don't  exist.  Nobody 
is  eager  to  deal  with  such  questions  as  who — a 
utility  regulator  or  a  bankruptcy  court — has  pri- 
mary jurisdiction  over  utility  property,  who  has 
the  authority  to  dispose  of  assets,  repudiate  power 
or  fuel  contracts  or  even,  conceivably,  set  rates. 

Nobody  knows  either  what  will  happen  to  a 
utility's  costs  in  bankruptcy.  "While  the 
lights  may  stay  on  in  bankruptcy,"  according  to 
Jay  Worenklein  and  Glenn  Gerstell,  utility  and 
bankruptcy  experts  at  Milbank  Tweed,  the  New 
York  law  firm,  "the  costs  may  be  higher,  the 
service  less  reliable  and  the  economic  environ- 
ment less  attractive  to  new  business."  With  inor- 
dinately high-cost  plants  such  as  Shoreham  and 
Seabrook,  it's  not  inconceivable  that  in  the  short 
run  the  consumer  would  be  better  off  if  bankrupt- 
cy forced  a  drastic  scaling  down  of  all  the  compa- 
nies' debts.  Their  debt  burdens  aside,  after  all, 
both  Lilco  and  PSNH  are  demonstrably  viable 
companies. 

Nobody  wants  to  see  the  utilities  go  bankrupt. 
The  states  would  lose  tax  revenue  and  probably 
jobs.  A  Consumers  Power  bankruptcy  would  even 
jeopardize  the  $108  million  in  pension  fund  mon- 
ey that  the  state  of  Michigan  has  invested  in  CP 
bonds.  Even  the  tough-minded  New  York  PSC 
ordered  a  rate  increase  to  keep  Lilco  from  bank- 
ruptcy. Large  industrial  customers  have  been  pay- 
ing their  utility  bills  early.  Suppliers  have  been 
letting  utilities  pay  their  bills  late.  And  last  De- 
cember a  group  of  industrial  customers  even  sup- 
ported Consumers  Power's  petition  for  a  rate  in- 
crease to  avert  bankruptcy.  So  chances  are  the 
utilities  in  trouble  will  somehow  be  kept  afloat. 

The  repercussions  of  even  a  single  bankruptcy 
could  be  fairly  widespread,  undermining  the  in- 
tegrity of  utilities  everywhere  and  demonstrating 
that  the  unthinkable  needed  to  be  thought  about 
after  all.  "If  New  Hampshire  were  to  fail,"  asks 
DLJ's  Chris  Young,  "and  the  capital  market  were 
really  to  come  to  grips  with  the  fact  that  a  utility 
can  fail,  could  Gulf  States  finish  the  financing 
required  for  the  River  Bend  project?  Or  Middle 
South  that  needed  for  Grand  Gulf  or  Waterford?" 

There  is  one  other  avenue  left  the  utilities.  If 
they  can't  recover  their  costs  through  the  rate 
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if  all  group 
dental  plans  are 
beginning  to 
look  alike... 


discover  the  Delta  difference! 


No  other  system  has  so  many  built-in  checks  and  balances. 


With  over  15  million  people  covered,  Delta  is  the 
largest  dental  plan  system  in  the  United  States. 

We're  also  the  oldest. 

We  wrote  the  first  group  dental  care  programs  in 
the  country.  Then  we  pioneered  a  system  of  qual- 
ity assurance  and  cost  containment  that  is  still 
unmatched  by  any  other  plan. 

No  other  system  has  so  many  built-in  checks  and 
balances. 

Participating  dentists  file  their  fees  with  us  and 
guarantee  they'll  charge  no  more.  In  cases  where 
extensive  dental  work  is  required,  they  submit 
treatment  plans  in  advance  to  determine  how 
much  the  program  will  cover  and  how  much  the 
patient  will  have  to  pay. 


Patients  are  only  responsible  for  applicable  co- 
payments  and  deductibles. 

Everything  is  all  spelled  out.  No  surprises,  no  com- 
plaints, no  problems.  Just  predictable  fees  and 
affordable  rates. 

Employer,  employee,  benefits  manager,  dentists 
—  everyone  knows  where  they  stand  with  a  Delta 
Dental  Plan. 

If  you  can't  say  the  same  for  your  present  group 
dental  coverage,  then  it's  time  to  compare  your 
plan  with  ours. 

For  a  free  copy  of  Delta's  10-point  Dental  Plan 
Comparison  Chart,  call  our  National  Accounts 
office  at  312-337-4707. 


You  know  where  you  stand  with  a 
Delta  Dental  Plan. 


A 


Delta  Dental  Plans  Association 

211  East  Chicago  Avenue,  Dept.  A 
Chicago,  Illinois  60611 


The  China 
Syndrome  is, 
like  the  mov- 
ie that  popu- 
larized the 
phrase,  just 
a  Action 
after  all. 
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structure,  some  state  commissions  have  argued, 
they  conceivably  could  recover  them  through  the 
courts.  That's  why  everybody  in  the  industry 
these  days  lives  under  the  threat  of  litigation. 
Dow  Chemical  is  suing  Consumers  for  the  $60 
million  Dow  says  it  wasted  on  cogeneration 
equipment  for  the  aborted  Midland  1  plant.  Con- 
sumers, in  turn,  is  countersuing  for  the  $460 
million  Dow  was  obligated  to  provide  as  its  share 
of  the  cogeneration  deal.  Houston  Lighting  & 
Power  is  suing  Brown  &  Root  for  its  alleged 
mismanagement  of  the  South  Texas  project,  and 
the  city  of  Austin  is  suing  HL&.P  for  misrepre- 
senting B&R's  competence  as  a  manager.  B&R  is 
suing  HL&.P  in  return.  Wabash  Valley  is  suing  PSI 
to  recover  its  $466  million  investment  in  Marble 
Hill  (see  box,  p.  95). 

"A  lot  of  these  companies  could  sue  some  of 
their  big  contractors,  but  they're  not  going  to," 
one  consultant  explains.  "Termination  payments 
for  some  of  these  canceled  plants  will  have  to  be 
made,  and  the  utilities  would  like  to  defer  them, 
to  work  out  an  accommodation." 

One  way  or  another,  then,  the  utilities  are 
likely  to  come  through.  Indeed,  once  the  current 
construction  program  is  at  an  end,  they  should 
recover  their  traditional  earning  power,  if  not 
necessarily  their  traditional  growth.  In  the  very 
long  run — how's  this  for  irony? — their  biggest 
problem  may  turn  out  to  be  finding  an  outlet  for 
their  rising  cash  flow  (Forbes,  Jem.  28,  p.  31)- 

But  there  still  will  be  a  price  to  be  paid  for  the 
nuclear  industry's  miscalculations,  inefficiencies 
and  mismanagement  over  the  years.  When  the 
last  nuclear  plants  go  into  operation,  by  one  au- 
thoritative reckoning,  power  costs  in  the  U.S.  will 
be  5%  higher  on  average  than  they  might  have 
been  otherwise.  That's  hardly  any  burden  in  it- 
self, perhaps,  but  in  many  parts  of  the  country  the 
price  increases  should  be  powerful  enough  to  re- 
shape the  economic  patterns  of  the  region,  weak- 
ening regions  where  power  costs  will  go  sharply 
higher  and  strengthening  those  where  they  will 
not.  Lilco  worries  that  high-cost  nuclear  power 
will  drive  industry  away  from  Long  Island,  while 
Commonwealth  Edison  is  counting  on  low-cost 
nuclear  power  to  make  northern  Illinois  increas- 
ingly attractive  to  industry.  And  there  you  have 
it:  both  the  penalty  and  the  promise  of  the  U.S. 
nuclear  program.  The  penalties  will  remain.  The 
promise  expires  with  the  program  itself. 
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Tomorrow 


Can  the  U.S.  afford  to  let  the  nuclear  option  die? 
Sooner  or  later — in  the  mid-Nineties,  in  the 
late  Eighties  even — the  U.S.  will  almost  certainly 
need  to  begin  planning  large  central  power  sta- 
tions again.  As  the  Atomic  Industrial  Forum 
points  out,  assuming  a  3%  annual  growth  in 
electrical  demand,  the  U.S.  will  need  300,000 
megawatts  of  additional  capacity  by  2000.  Only 
100,000  megawatts — implying  a  1%  annual 
growth  expectation — is  currently  being  planned. 


Given  the  long  lead  times  involved  in  building 
new  capacity,  someone  must  get  moving  in  a 
timely  way.  If  no  one  does,  as  Harvard  utility 
expert  Peter  Navarro  points  out,  "A  shortage  of 
electricity  generation  could  become  the  binding 
restraint  on  GNP  growth." 

There  are  ways  to  temporize,  of  course,  be- 
tween now  and  the  end  of  the  century  even  if 
demand  does  grow  by  as  much  as  3%  annually. 
Since  any  shortages  are  likely  to  be  regional,  the 
utilities  could  strengthen  their  interconnections 
with  companies  and  regions  with  surpluses. 
Then,  too,  there's  plenty  of  excess  power  in  Cana- 
da. And  the  utilities  could  even  use  their  existing 
capacity  more  efficiently  through  various  load 
management  schemes.  Finally,  various  small 
power  sources — small  dams,  geothermal  or  solar 
energy — may  prove  more  effective  in  providing 
capacity  than  most  utility  men  expect. 

But  there's  little  likelihood  of  much  of  this 
happening,  as  matters  now  stand.  Protective  of 
their  own  territories,  many  utilities  are  reluctant 
to  wheel  power  from  one  interconnection  to  an- 
other, while  the  U.S.  itself  may  be  reluctant  to 
become  overdependent  on  Canadian  power  sup- 
plies, even  if  the  Canadians  are  willing  to  sell 
their  surplus  at  reasonable  prices. 

So,  after  the  temporizing,  what  kind  of  genera- 
tion will  we  choose?  Hardly  anyone  believes 
oil  and  gas  prices  will  be  low  enough  or  supplies 
abundant  and  secure  enough  for  oil  to  be  a  real 
possibility.  There's  coal,  of  course,  but  nobody 
willingly  uses  coal  unless  there  is  no  alternative. 
And  conceivably  the  acid  rain  problem  could  one 
day  limit  coal  usage  considerably.  But  if  not  coal, 
and  if  not  oil  and  gas,  then  what? 

Everywhere  else  in  the  world  the  answer  is 
nuclear.  Could  it  not  be  so  for  the  U.S.  if  only  its 
cost,  regulatory  and  management  problems  could 
be  solved?  As  Commonwealth  Edison's  Chair- 
man James  O'Connor  points  out,  "American  en- 
gineering, American  equipment,  American  con- 
structors are  building  plants  all  over  the  world 
and  bringing  them  in  at  roughly  one-quarter  to 
one-third  the  cost  of  plants  in  the  U.S.  We  can  do 
it  technically.  We  have  to  learn  to  do  it  institu- 
tionally, rationalizing  the  process  to  eliminate 
the  adversarial  system  that  we  have  presently. 
And  if  we  learn  how  to  do  it  institutionally,  I 
think  the  nuclear  option  is  very  much  alive." 

The  federal — NRC — regulatory  problem  that 
has  produced  open-ended  costs,  rework  and  delay 
may  be  on  the  way  to  solving  itself.  The  torrent  of 
NRC  regulations  since  TMI  suggests  that  the 
NRC  believes  the  present  generation  of  plants  is 
not  really  safe.  But  that  may  be  changing.  Recent 
research  into  what  would  happen  in  an  accident 
involving  a  reactor  core  indicates  that  the  radi- 
ation hazards  are  so  much  less  than  previously 
thought  that  the  risk  to  the  public  is  virtually  nil. 
The  China  Syndrome  is,  like  the  movie  that  pop- 
ularized the  phrase,  just  a  fiction  after  all. 

Even  without  any  new  assessment  of  nuclear 
risk,  NRC  Chairman  Nunzio  Palladino  recently 
urged  the  industry  to  develop  one  standardized 
design,  get  a  site  approved  and  demonstrate  just 
how  quickly  and  cheaply  a  standard  plant  can  be 
built.  Booz,  Allen  &.  Hamilton,  the  management 
consultants,  have  taken  up  the  challenge  and 
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Chevrolet  Fleet  Sales 


Our  Chevrolets  are  fuel-injected 
for  the  same  reason 
they  fuel-inject  airplanes. 


Let's  get  it  together 


'Today's  Chevrolet. 
What  a  good  idea 
for  my  fleet. " 


One  reason  gasoline-engined  airplanes  don't  stall  in  icy  altitudes  or 
the  heat  of  aerobatics  is  because  they're  fuel-injected. 

Which  is  why  the  Cavalier,  Citation  II,  Celebrity,  Monte  Carlo  and 
Caprice  Sedan  and  Coupe  standard  engines  are  electronically  fuel- 
injected.  To  give  you  cars  designed  to  start  even  after  nights  in  cold 
airport  parking  lots.  And  not  vapor  lock  in  the  heat  of  a  hot  summer 
sales  drive. 

After  all,  you  can't  expect  your  people  to  be  hot  performers  in  cars 
that  might  stop  cold. 


— ■ 


Can  a  tech- 
nology as  rig- 
orous, de- 
manding and 
useful  as  nu- 
clear power 
find  a  place 
in  a  society  as 
open  as  the 
US/? 


proposed  an  industry  consortium  to  do  just  that. 
Standardized  designs  are  the  industry's  great 
panacea  these  days.  Superficially,  at  least,  the 
argument  seems  sound  enough.  You  want  a  plant 
design  that  is  100%  complete,  one  that  the  NRC 
could  approve  once  and  for  all  and  so  end  all  those 
delays  involving  construction  permits  and  operat- 
ing licenses,  rework  and  quality  concerns,  at  a 
considerable  saving.  In  nuclear  construction,  the 
learning  curve  really  is  there.  Using  a  standard- 
ized design,  Palo  Verde  2  was  built  in  15%  less 
time  than  Palo  Verde  1,  for  instance,  and  Palo 
Verde  3  in  30%  less  time  than  2. 

The  model  everyone  cites  is  the  French  nuclear 
program,  with  its  two  large-scale  standardized 
designs — in  900-  and  1,300-megawatt  sizes.  The 
government  designs  and  builds  all  the  plants, 
regulates  them,  even  controls  the  prices  at  which 
it  buys  the  equipment.  The  French  have  the  same 
two-stage  regulatory  process  that  the  U.S.  does, 
but  they  permit  no  public  participation  in  the 
regulatory  process  once  the  project  gets  under 
way.  (The  Canadians  go  them  one  better  and 
permit  no  public  participation  at  all.)  That  prohi- 
bition may  be  half  the  battle,  but  whether  such  a 
system  could  be  implemented  in  a  far  more  open 
society  like  the  U.S.  is  problematic. 

Conceived  as  a  response  to  the  1973  oil  crisis, 
the  French  program  has  built  30  reactors  so  far, 
with  27  more  under  way.  At  roughly  $1,000  per 
kw,  the  newest  French  reactors  cost  considerably 
less  than  most  new  U.S.  reactors,  but  they  prob- 
ably run  just  about  neck  and  neck  with  Common- 
wealth Edison's  LaSalle  2  plant  and  Duke  Power's 
McGuire  2  plant,  especially  when  you  consider 
that  one-third  of  McGuire's  costs  and  one-fifth  of 
LaSalle's  are  capitalized  interest,  costs  that  the 
French  reactors  do  not  carry.  U.S.  nuclear  costs 
would  start  coming  down  by  at  least  a  third  if  the 
utilities  could  put  CWIP  into  the  rate  base. 

What  many  advocates  of  the  French  program 
really  seem  to  admire  is  the  government's  total 
control  of  the  industry.  At  least  one  NRC  com- 
missioner, James  Asselstine,  thinks  the  U.S. 
would  have  been  better  off  if  the  government  had 
never  lost  control  of  the  program.  "The  earlier 
reactors  were  built  under  a  cooperative  govern- 
ment-industry program,  and  the  early  reactors 
turned  out  very  well,"  he  notes.  "The  problem 
started  when  we  scaled  up,  and  more  and  more 
private  companies  got  involved." 

Standardization  has  its  own  drawbacks,  in  any 
case.  It  tends  to  discourage  innovation,  and  it 
freezes  design  defects  as  well  as  solutions.  As  the 
French  themselves  are  uncomfortably  aware, 
their  nuclear  program  could  one  day  be  in  real 
trouble  if  they  have  mistakenly  standardized  on 
the  current  equivalent  of  TMI  or  General  Elec- 
tric's  troubled  Mark  II  containment  structure. 

And  standardization  is  not  enough  in  itself  to 
solve  all  cost  problems.  Union  Electric's 
Callaway  and  Kansas  Gas  &  Electric's  Wolf  Creek 
are  twins,  but  for  all  that,  both  are  fairly  high-cost 
twins.  Indiana  Public  Services'  Marble  Hill  and 
Commonwealth  Edison's  Byron  were  twinned 
plants  as  well,  but  what  made  Byron  a  success  and 
Marble  Hill  a  failure  was  not  the  standardized 
design  but  the  managerial  talents  of  the  compa- 
nies that  undertook  them.  Management  talent,  or 


the  lack  of  it,  is  what  has  made  most  of  the 
difference  in  virtually  every  other  nuclear  project 
as  well.  It  would  be  unfortunate  if  the  technocrats 
forgot  the  central  lesson  of  the  nuclear  follies. 

A  return  to  the  turnkey  designs  of  the  Sixties 
might  offer  a  solution  to  both  the  standardization 
and  management  problems,  but  no  one  seems  to 
have  the  stomach  for  that  right  now.  Properly 
handled,  however,  standardization  should  help 
reduce  plant  costs.  Scaling  down — from  1.2  mil- 
lion kw  to  600,000,  say — apparently  isn't  likely  to 
help  much.  Nuclear  power  needs  economies  of 
scale  to  compete  with  coal.  At  a  time  when  the 
growth  in  demand  has  slowed,  this  means  that 
even  large  utilities  may  have  to  pool  their  re- 
sources in  joint  ventures,  regional  companies  and 
generating  companies,  in  order  to  balance  capac- 
ity with  consumption. 

But  none  of  these  promising  tactics  will  be  easy 
to  effect  without  some  hard  bargaining  having 
gone  before.  State  regulatory  commissions  should 
be  able  to  justify  the  inclusion  of  CWIP  in  the  rate 
base — after  all,  those  are  costs  of  an  ongoing  busi- 
ness, and  consumers  could  reasonably  be  expect- 
ed to  finance  them.  But  the  commissions  will 
almost  certainly  want  something  in  return.  "That 
means  that  management's  going  to  have  to  give 
up  some  of  their  prerogatives,"  says  Milbank 
Tweed's  Jay  Worenklein,  "and  utility  companies 
aren't  eager  to  have  utility  commissions  looking 
over  their  shoulders  every  step  of  the  way." 

Look  at  the  trouble  Philadelphia  Electric  has 
been  having.  For  several  years  now  the  Pennsylva- 
nia PUC  has  been  trying  to  force  PE  to  postpone 
Limerick  2  for  lack  both  of  a  market  and  of 
adequate  financial  resources.  PE  finally  suspend- 
ed construction  last  January  after  the  PUC  re- 
fused to  approve  an  issue  of  $1.1  billion  in  bonds, 
but  it  continues  to  push  for  completion.  An  exas- 
perated PUC  finally  ordered  it  to  show  cause  why 
the  unit  should  be  completed.  That's  the  kind  of 
interference  most  utilities  figure  they  don't  need. 

As  for  joint  ventures,  even  assuming  they  aren't 
in  effect  ruled  out  by  the  Federal  Energy 
Regulatory  Commission  (Forbes,  Dec.  31,  1984,  p 
70),  state  regulatory  agencies  aren't  likely  to  take 
kindly  to  the  emergence  of  local  generating  com- 
panies to  produce  power  for  local  consumption 
that  would  be  regulated  by  the  FERC.  That  was 
why  the  New  York  PSC  refused  to  approve  Em- 
pire State  Power  Resources,  a  proposed  utility- 
owned  generating  company  that  would  have  tak- 
en over  Shoreham.  "The  PSC  turned  it  down,"  Jay 
Worenklein  says,  "on  the  basis  that  they  would 
not  tolerate  the  transfer  to  federal  regulation  of 
the  rates  relating  to  those  plants."  In  short,  the 
federalization  or  region'alization  of  regulation 
would  stir  up  states'  rights  sensibilities. 

Such  are  the  possibilities  and  the  problems. 
The  means  of  reviving  the  nuclear  option  are 
available,  but  they  cannot  be  implemented  with- 
out sacrificing  consumer  interests  to  those  of  the 
community  at  large,  corporate  interests  to  those 
of  the  states,  state  interests  to  those  of  the  federal 
government.  Is  the  U.S.  really  so  inflexible? 

In  the  end  the  problem  may  boil  down  simply 
to  this:  Can  a  technology  as  rigorous  and  demand- 
ing and,  for  all  that,  as  useful  as  nuclear  power 
find  a  place  in  a  society  as  open  as  the  U.S.'?  ■ 
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With  An  Expanded  ScheduleToA  Dozen  Islands  Including 
New  Daily  ServiceTb  St.Thomas  And  St  Croix. 
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Bahamas 


Nassau 


St.  Thomas 


U.S.  Virgin  Islands] 

St.  Croix 
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Our  new  service  to 
St.  Thomas  and  St.  Croix 
is  just  the  beginning  of  a 
major  new  commitment  in 
The  Caribbean  and  The 
Bahamas. 

Pan  Am  now  flies  to 
a  dozen  islands  with  more 
daily  service  from  cities 
throughout  the  U.S.  than  ever  before. 

Including  5  new  islands  via  Miami 
(St.  Thomas,  St.  Maarten,  Guadeloupe, 
Martinique  and  St.  Lucia). 

Plus  2  new  islands  via  New  York 
(St.  Thomas  and  St.  Croix). 

What's  more,  Pan  Am  is  introducing 
a  new  aircraft  in  The  Caribbean. 
It's  our  new  A-300  Series:  The  Airbus 
ForThe80's. 

So  no  matter  which  island  you're 
headed  for,  make  sure  you  set  your 
course  for  Pan  Am. 

Pan  Am  To  The  Caribbean. 

You  Can't  Beat  The  Experience? 

Schedules  subject  to  change  without  notice. 


Caribbean Mes 

St.Maarten  Antigua 
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Martinique 
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Trinidad 


Not  to  be  used  for  navigation. 
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After  a  long  tailspin  and  near  crash,  Re- 
public Airlines  has  climbed  back  into  the 
black.  But  the  new  president  knows  that 
one  good  landing  doesn  't  win  your  wings. 


Leveling  out 


By  Barry  Stavro 


Stephen  Wolf,  president  of  Re- 
public Airlines,  stops  talking 
and  leans  out  of  his  chair, 
squinting  at  the  jet  taking  off  from  the 
Minneapolis-St.  Paul  airport  a  mile 
away.  "Yup,  that's  one  of  ours,"  he 
says.  New  paint  has  helped  make  the 
Republic  name  stand  out  on  the  fuse- 
lage, and  getting  the  name  fixed  has 
been  a  good  part  of  the  new  boy's  job. 

"When  I  joined  the  company,  our 
official  name  was  'financially-trou- 
bled-Republic-Airlines.'  That's  the 
only  way  it  was  printed,"  he  says. 
"We've  been  able  to  get  it  shortened 
and  back  to  being  Republic  Airlines." 
Republic,  the  ninth-largest  U.S.  carri- 
er, had  been  in  a  tailspin  since  1980, 
losing  $222  million.  But  with  new 
union  contracts  and  routes,  it  earned 
about  $28  million,  or  70  cents  a  share, 
on  $1.6  billion  sales  last  year.  What 
Wolf  doesn't  need  is  for  the  fare  cuts 
triggered  by  American  Airlines  to 
mushroom  into  all-out  war. 

Wolf,  who  joined  Republic  a  year 
ago,  is  used  to  sick  airlines.  He  came 
from  Continental  and  before  that  Pan 
American.  He  doesn't  say  why  he  quit 
as  Continental's  president,  but  the  in- 
dustry story  is  that  he  didn't  like  the 
bankruptcy  ploy  used  to  crack  the 
unions.  Instead  of  Chapter  11,  Wolf 
bargained  with  Republic's  six  unions 
and  wrangled  a  three-year  extension 
of  a  15%  employee  pay  cut  that  saves 
$100  million  a  year  and  lowers  start- 
ing pay.  Example:  Flight  attendants 
used  to  come  aboard  at  $20.79  an 
hour;  new  ones  get  $14.50. 

The  bigger  headache  was  the  sched- 
ule, created  by  Republic's  bizarre  for- 
mation from  three  regional  carriers: 
North  Central,  Southern  Airways  and 
Hughes  Airwest.  The  resulting  mon- 
ster was,  de  facto,  a  national  airline. 


When  Wolf  arrived  it  had  flights  to 
141  cities  and  8  hubs  and  a  disastrous 
stake  in  the  cutthroat  southwestern 
market.  Result:  losses  and  a  debt  that 
climbed  from  $263  million  in  1979  to 
$797  million  by  1982. 

Wolf  cut  Republic  to  1 10  cities  and 
only  3  hubs:  Minneapolis-St.  Paul, 
where  only  Northwest  Airlines  flies 
more  passengers,  plus  Memphis  and 
Detroit,  where  Republic  dominates. 
Out  went  ineffective  feeder  flights, 
like  Albany,  Ga.  to  Atlanta,  where 
Republic  would  inevitably  lose  pas- 


Kevin  HoraaPn 


Republic  President  Stephen  Wolf 
Turning  isn't  turning  around. 


sengers  to  Delta  or  Eastern.  His  strate- 
gy is  to  convince  passengers  to  bypass 
connections  at  Chicago's  O'Hare  air- 
port— with  those  trots  down  O'Hare's 
endless  corridors — and  switch  planes 
at  Minneapolis-St.  Paul,  Detroit  or 
Memphis.  "It's  the  triangle  where  I 
think  the  company  should  be  able  to 
carve  out  a  little  piece  of  geography 
for  itself,"  he  says. 

There  are  still  rough  pockets  ahead. 
Wolf  would  like  some  larger,  longer- 
range  $20  million  jets  to  build  up  a 
fleet  dominated  by  old  DC-9s,  but 
about  all  he  can  afford  are  used  727s  at 
$6  million  each.  Then  there  are  com- 
petitors like  People  Express,  which 
started  flying  from  Minneapolis-St. 
Paul  to  Newark  for  as  low  as  $59,  half 
Republic's  regular  fare  to  New  York. 

On  the  plus  side,  jet  fuel  is  82  cents 
a  gallon  against  88  cents  a  year  ago, 
and  still  tilting  down.  Every  fuel  pen- 
ny saved  over  a  year  means  an  extra 
$4  million,  and  there  is  $145  million 
left  in  tax-loss  carryforwards,  plus  $60 
million  to  be  picked  up  this  year  from 
an  overfunded  pension  fund. 

Wolf,  who  is  43  and  stands  6  feet  6, 
also  keeps  pushing  for  productivity.  "I 
think  it  perfectly  fair  to  work  eight 
hours  if  you  get  paid  for  eight  hours.  I 
mean  work  and  go  home  wringing  wet 
with  perspiration  and  a  little  dirty." 
There's  an  incentive  to  sweat.  Em- 
ployee profit  sharing  (in  preferred 
stock)  runs  at  15%  of  net  above  $20 
million,  up  to  $11  million  a  year. 

Something  is  working.  Last  year 
Republic  boosted  its  yield — revenue 
per  passenger  mile — from  14.4  cents 
to  16  cents  and  ran  a  profit,  even 
though  its  average  load  factor  is 
50.2%,  under  the  industry's  59%. 

"I  think  we'll  do  better  in  1985  than 
1984,"  says  Wolf,  who  has  spent  18 
years  in  the  industry,  15  of  them  with 
healthy  American  Airlines  before 
stints  with  the  troubled  carriers. 
Some  analysts  talk  of  Republic  earn- 
ing $40  million  this  year  despite  prob- 
able slow-season  losses  in  the  first 
quarter,  and  the  stock  trades  about 
5'/2  against  3  Vi  last  summer. 

Republic's  balance  sheet  remains 
shaky.  There's  a  $112  million  cash 
kitty,  about  double  that  of  a  year  ago, 
but  total  debt  is  an  onerous  $700  mil- 
lion, leaving  net  worth  at  a  slender 
$17  million.  About  half  that  debt  is 
tied  to  prime,  with  total  interest  ex- 
penses running  $100  million  a  year. 

But  at  the  moment,  Republic  is  off 
the  ground  and  flying.  "I  don't  think 
it's  a  temporary  reprieve,"  he  says.  "I 
personally  stay  away  from  using  that 
particular  term  turnaround.  I  think 
maybe  we're  turning,  [but]  it's  cer- 
tainly not  'around'  yet."  ■ 
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ZAPMAIL 


TOMORROW 


Hi 


FEDERAL  EXPRESS  ZAPMAIL. 
WHEN  OVERNIGHT  IS  JUST  NOT  FAST  ENOUGH. 


WHAT  ZAPMAIL  IS: 

ZapMail  is  an  easy-to-use,  same-day 
service  from  Federal  Express. 

With  it,  for  the  first  time,  you  can  get 
exact  copies  of  important  correspondence 
clear  across  the  country  in  two  hours  or  less* 
—without  using  computer  mail,  special  private 
couriers,  your  own  "fax"  machines  or  tele- 
copiers. All  you  need  is  a  phone— it's  just  like 
Federal  Express  overnight  service,  only  faster. 


WHAT  YOU  CAN  SEND  BY  ZAPMAIL: 

What  have  you  got? 


^MEsy, 


ZapMail  can  reproduce  hand- 
writing, type,  drawings,  charts, 
maps,  contracts,  etc.  Almost 
every  kind  of  business  material 
there  is  can  be  sent— with  excel- 
lent resolution— using  ZapMail. 
£j^  ZapMail  can  be  used  tosend 

^  almost  anything  up  to  11 "  x  14  ". 
Originals  over  %lA "  x  11 "  will  be  re- 
duced in  sending, to  a  uniformS^'xlli 


WHAT  ZAPMAIL  LOOKS  LIKE: 

ZapMail  copies  look  like  xerographic  copies,which  is  to  say, excellent. 

On  the  following  two  pages  are  reproductions  of  an  original  letter 
and  what  it  looks  like  after  it  has  been  sent  using  ZapMail. 

The  paper  is  exactly  what  you  get  when  you  use  ZapMail.  Plain, 
white,  8V2"  x  11 "  bond  paper.  You  can  write  on  it,  draw  on  it,  treat  it  just 
the  way  you  would  regular  paper.  It  isn't  coated  or  treated  in  any  way. 


*Some  restrictions  apply.  See  our  Service  Guide. 


#s% 


XL  ESTATE 


4068  Camelia  Avenue,  Studio  City,  California  91602 


Mr.  Daniel  G.  Farris 
805  Third  Avenue 
New  York,  NY   10022 

Dear  Mr.  Farris, 


-^/\i\ 


Here  is  the  additional  information  on  our  proposal  per  your 
request,  for  your  3:00  meeting. 

In  connection  with  the  three  commercial  properties  under 
discussion,  Marcus  Robert  Inc.  will  identify  real  property 
assets,  inspect  same,  provide  an  improvement  description  and 
valuation  conclusions. 

This  should  help  your  group  reach  the  necessary  conclusions 
in  this  afternoon's  meeting. 

I  look  forward  to  hearing  from  you. 

Sincerely, 


"^W^^c^^ie^T- 


Marcus  Robert 
President 


ORIGINAL 


^cysRgx 


N/ESTATiX 


4068  Camelia  Avenue,  Studio  City,  California  91602 


Mr.  Daniel  G.  Farris 
805  Third  Avenue 
New  York,  NY   10022 

Dear  Mr.  Farris, 

Here  is  the  additional  information  on  our  proposal  per  your 
request,  for  your  3:00  meeting. 

In  connection  with  the  three  commercial  properties  under 
discussion,  Marcus  Robert  Inc.  will  identify  real  property 
assets,  inspect  same,  provide  an  improvement  description  and 
valuation  conclusions. 

This  should  help  your  group  reach  the  necessary  conclusions 
in  this  afternoon's  meeting. 

I  look  forward  to  hearing  from  you. 

Sincerely, 


^^ux^c^^ie^r" 


Marcus  Robert 
President 


Z ARM  AIL  COPY 


HOW  ZAPM AIL  WORKS: 

When  you  call  Federal  Express  for  a 
j; iapMail  pickup,  a  courier  will  come  get  the 
laterial  you  want  to  send.  The  courier  will 
ake  it  to  a  Federal  Express  Service  Center 
,nd  transmit  it  by  special  machine  to 
nother  Federal  courier  stationed  in  the  city 
ou're  sending  to. 

Then,  the  other  courier  will  deliver  it. 
t  all  happens  within  two  hours  from  the  time 
'ou  call  for  a  pickup. 


HOW  TO  USE  ZAPM  AIL: 

Remember  "Hellooo,  Federal 
iapMail  works  the  same  way. 

Just  pick  up  the  phone  and  call  your 
Deal  Federal  Express  office  or  use  this 
loll-free  number:  1-800-238-5355. 

You  don't  need  any  special 
equipment.  You  don't  have  to  be  a 
egular  customer.  Neither  do  the  people 
rou're  sending  ZapMail  to. 


WHEN  THE  TWO  HOURS 
iTARTS-AND  HOW  TO  CUT  IT 
HO  ONE  HOUR: 

It  starts  the  minute  you  call  for  a  pick- 
p—not  after  the  pickup  is  made  (more  than 
0  pages  may  take  longer— please  call  us 
3r  exact  delivery  time). 

If  you  go  to  a  Federal  Express  Service 
Center,  you  can  send  ZapMail  directly  from 
here.  It  will  be  delivered  in  only  one  hour* 
rom  the  time  you  send  it.  And  you'll  save 

lOney  in   Llie   Dargam.  'Some  restrictions  apply.  See  our  Service  Guide. 


.. 


ll%p«* 


Extremely  Urgent 


"   '■ 


WHAT  HAPPENS  TOYOUR 
ORIGINAL: 

You  can  have  your  original  forwarded 
to  your  recipient  or  you  can  have  it  sent  back 
to  you  via  Federal  Express  by  10:30  A.M.  the 
next  business  day  absolutely  free. 

Naturally,  if  you  bring  in  your  original 
to  be  ZapMailed,  you  can  take  your  original 
with  you  when  you  leave. 


WHAT  ZAPMAIL  COSTS:  ZapMail  costs 

$25  for  the  first  twenty 
pages,  and  $1  per  page 
after  twenty  pages. 

And  if  you  send 
ZapMail  from  a  Fed- 
eral Express  Service 
Center,  the  first  twenty 
pages  cost  only  $20. 
And  don't  forget,  your  original  will  be  forwarded  to  the  recipient 
(or  will  be  sent  back  to  you  if  you  wish)  at  no  extra  charge. 


WHAT  IF  I  USE  ZAPMAIL  FREQUENTLY? 

If  you  find  yourself  using  ZapMail  a  lot,  we  can  put  a  ZapMail 
terminal  right  in  your  office  for  a  lot  less  money  than  you  may  think. 

We'll  link  it  directly  to  the  Federal  Express  satellite  network,  so 
there'll  be  no  additional  telephone  charges  (Federal  Express  will  even 
take  care  of  the  installation  and  maintenance).  If  the  party  at  the  other 
end  has  a  ZapMail  terminal,  he  or  she  can  receive  your  document 
almost  instantly.  If  not,  a  courier  will  deliver  it  from  the  ZapMail  office 
closest  to  the  recipient.  That's  what  makes  ZapMail  so  unique. 

For  further  details,  ask  for  one  of  our  ZapMail  account  executives 


at  1-300-238-5355. 


©  1985  Federal  Express  Corporation* 
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When  overnight  is  just  not  fast  enough. 


Sir  Siegmund  Warburg  relished  his  role  of 
odd  man  out  in  London 's  clubby  financial 
community.  Today  his  firm  is  the  City's  thin 
red  line  against  invaders. 


The  insider 


By  Marcia  Berss 


David  Scholey,  cochairman  and  new  leader  ofS.G.  Warburg  &  Co. 
He's  bought  all  the  pieces;  now  he  must  make  them  fit. 


He  was  the  consummate  out- 
sider, the  late  Sir  Siegmund 
Warburg,  the  German-Jewish 
immigrant  who  for  nearly  four  de- 
cades tweaked  the  toffee-nosed  Lon- 
don financiers  by  rising  early  and 
chasing  business  while  they  were  still 
taking  their  toast  and  marmalade  in 
Kensington.  In  the  1950s  he  engi- 
neered the  hostile  takeover  of  British 
Aluminium  by  America's  Reynolds 
Metals,  stunning  the  Establishment 
and  filling  a  chapter  in  merchant 
banking  history.  In  the  1960s  he  intro- 
duced the  Eurobond,  now  a  $50  bil- 
lion market  anchoring  London  as  a 
major  financial  center.  In  the  1970s  he 
beat  an  anti-Jewish  boycott  as  Arab 
influence  grew  when  their  petrodol- 
lars flowed  into  London.  But  today  the 
outsider  has  become  an  insider;  as 
London  braces  for  a  new  wave  of  in- 
vaders, it's  Warburg's  namesake  com- 
pany that  is  defender  of  the  City. 

In  the  last  year  the  City  (London's 
Wall  Street)  has  seen  some  40  merg- 
ers, following  a  decision  by  the  British 
government  to  abolish  fixed  broker- 
age commissions  and  permit  foreign 
members  on  the  London  Stock  Ex- 
change by  1986.  That  forced  London's 
highly  fragmented  brokerage  busi- 
ness, where  underwriting,  trading  and 
selling  are  traditionally  performed  by 
separate  small  firms,  to  seek  fresh 
capital  to  consolidate  all  functions, 
like  U.S.  investment  banks. 

The  result:  an  acquisition  derby 
pulling  in  big-money  players  from 
around  the  world — Americans  (such 
as  Chase  Manhattan,  Citicorp  and 
Shearson  Lehman/ American  Ex- 
press), Germans  (Deutsche  Bank)  and 
Swiss  (Union  Bank  of  Switzerland), 
among  others.  By  now,  most  of  the 
London  houses  worth  buying  have 
been  bought.  And  the  players  are  paw- 
ing the  ground,  waiting  for  "Big  Bang 
Day"  when  negotiated  commissions 
are  introduced  next  year. 

The  winner  of  this  acquisition  race 
is  S.G.  Warburg  &.  Co.  In  a  merger 
approved  in  October,  Warburgs,  as  it 
is  called  in  the  City,  has  put  together 
all  three  pieces  of  the  puzzle — under- 
writing, trading  and  selling — while 
most  competitors  have  managed  only 
two  out  of  three.  The  names  it 
bought,  which  almost  double  the 
Warburgs  staff  to  2,300,  make  it  the 
envy  of  the  City:  Akroyd  &  Smithers, 
one  of  London's  two  leading  market- 
makers;  stockbrokers  Rowe  &  Pit- 
man, which  rebuffed  advances  from  a 
couple  of  U.S.  brokerage  houses  be- 
fore linking  with  Warburgs;  and  Mul- 
lens, the  leading  British  government 


I    FORBES,  FEBRUARY  11,  1985 

B 


in 


bond  firm.  Mullens  is  a  particular 
prize  because  U.S.  houses  are  eyeing 
gilts  as  a  security  Americans  under- 
stand, and  so  are  making  the  gilt  mar- 
ket an  early  target  after  Big  Bang  Day. 

What  makes  Warburgs'  plan  even 
more  bold  is  its  go-it-alone  approach. 
Many  London  houses  allied  with  a 
commercial  bank  or  insurance  outfit 
to  provide  capital.  With  the  acquisi- 
tions, Warburgs,  publicly  held 
through  its  holding  company,  Mer- 
cury Securities,  will  be  working  off  an 
equity  base  of  £223  million,  the  larg- 
est in  the  City  and  about  the  size  of 
U.S.  investment  bank  Morgan  Stan- 
ley. But  competitors  say  that's  just  a 
fraction  of  what  Warburgs  needs  to 
compete  in  the  world  game.  Also,  oth- 
ers went  abroad  for  partners  as  the 
world's  capital  markets  began  meld- 
ing together.  Warburgs  stayed  British, 
a  thin  red  line  protecting  the  City 
from  foreign  invaders. 

Warburgs'  strategy  isn't  commonly 
accepted.  "If  the  world  really  does  in- 
ternationalize, you  can't  just  be  in 
London,"  says  one  American  banker. 
"Warburgs  is  in  danger  of  imploding 
on  the  U.K.  It  might  be  one  of  the 
great  casualties  of  the  international 
capital  markets  in  the  1980s." 

In  any  case,  putting  the  pieces  to- 
gether in  a  functioning  group  will  be 
more  difficult  than  buying  the  parts, 
particularly  as  merchant  banks  must 
move  from  relatively  low-risk  busi- 
nesses like  underwriting  ("Siegmund 
always  had  it  sold  before  he  bought 
it,"  laughs  a  Warburgs  man)  into  more 
volatile  games  like  securities  trading. 

The  person  who  must  make  it  hap- 
pen is  David  Scholey,  49,  a  large,  well- 
spoken  man  whom  Siegmund  called 
an  adopted  son.  A  onetime  candidate 
for  governor  of  the  Bank  of  England 
and  well  regarded  by  the  City,  Scholey 
joined  Warburgs  in  1965  and  rose  rap- 
idly, relying  on  his  talents  as  a  quick 
study  and  consensus  builder. 

"When  David  first  came  to  War- 
burgs he  was  an  aide  to  Siegmund  and 
sat  in  an  office  between  Siegmund  and 
Mr.  Grunfeld,"  recalls  a  former  War- 
burgs director.  Henry  Grunfeld  co- 
founded  the  firm  with  Warburg  and, 
at  80,  still  shows  up  for  work  daily. 
"David  saw  all  communications.  Ev- 
erything. It  was  a  key  position."  In 
1980  Scholey  was  named  cochairman, 
though  Sir  Siegmund  continued  to  re- 
ceive daily  summaries  of  all  corre- 
spondence at  his  home  in  Switzerland 
until  he  died  in  1982  at  80. 

The  changes  in  the  City  mean  Scho- 
ley must  tamper  with  one  of  London's 
great  success  stories.  Year  in,  year 
out,  Warburgs  ranks  near  the  top  of 
Eurobond  underwriting  lists,  despite 


competing  with  the  likes  of  Deutsche 
Bank,  Morgan  Guaranty  and  Merrill 
Lynch,  all  with  much  larger  capital 
bases.  It  is  part  of  the  famous  troika  of 
Warburgs,  Lehman  Brothers  and  La- 
zard  Freres,  specialists  in  advising  na- 
tions on  financing,  and  boasts  more 
corporate  clients  than  anyone  else  in 
London.  Warburgs  also  is  the  only 
British  merchant  bank  with  permis- 
sion to  operate  in  Japan.  It  is  Britain's 
biggest  pension  fund  manager  and 
runs  about  £6  billion  ($7  billion)  do- 
mestic and  international,  which  ac- 
counts for  about  18%  of  its  earnings. 

Last  fiscal  year  (ended  Mar.  3 1 )  War- 
burgs reported  aftertax  earnings  of 
£20.8  million  for  a  respectable  15% 
return  on  shareholders'  equity.  But 
British  accounting  permits  merchant 
banks  to  sock  away  some  earnings  in 
undisclosed  "inner  reserves,"  a  device 
used  to  cushion  profits  in  a  bad  year  or 
hide  them  in  a  good  one.  Some  believe 
the  firm  last  year  disclosed  only  one- 
half  to  two-thirds  of  its  true  profit, 
meaning  Warburgs  might  have  earned 
something  like  £35  million,  or  25% 
on  disclosed  equity.  This  puts  it  in  the 
league  of  top  Wall  Street  money  spin- 
ners like  First  Boston  and  Phibro- 
Salomon.  That  also  excludes  paper  in- 
vestment gains,  which  last  year  sat  on 
Warburgs'  books  at  £3 1  million  below 
their  then  market  value. 

The  prestige  game  in  London  these 
days  is  privatization,  and  here  War- 
burgs is  looking  good.  It  served  as 


banker  to  British  Telecom  in  its 
mega-offering.  Warburgs  wasn't 
tapped  for  the  more  prestigious  job  of 
representing  the  government  in  this 
deal;  that  plum  went  to  Kleinwort, 
Benson.  But  Warburgs  will  handle  the 
now  private  Telecom  in  its  future 
banking.  Says  a  Warburgs  man:  "They 
get  the  glory,  we  get  the  client." 

Warburgs  is  looking  to  build  or  buy 
on  Wall  Street  and  has  talked  with 
small  New  York  houses.  The  firm  was 
burned  once  in  its  1974  acquisition, 
with  French  bank  Paribas,  of  Chicago 
brokerage  house  A.G.  Becker,  which 
collapsed  and  was  subsequently 
bought  by  Merrill  Lynch. 

But  most  of  Scholey's  attention 
must  be  concentrated  in  his  own 
backyard.  He  must  guide  his  firm 
through  a  major  generational  change 
while  dealing  with  the  old  Warburgs 
traditions.  Sir  Siegmund  was  a  great 
believer  in  graphology,  and  job  hunt- 
ers still  must  submit  to  handwriting 
analysis.  He  also  preferred  history 
majors,  and  those  who  could  quote 
Alexander  Pope,  over  M.B.A.s. 

More  important,  Scholey  must  lead 
S.G.  Warburg  &.  Co.  into  a  deregulated 
environment.  There  are  those  who 
say  London  can  no  longer  maintain  its 
position  as  an  independent  and  key 
world  financial  center.  But  if  the 
City's  standard  is  falling,  only  War- 
burgs and  Scholey,  yesterday's  outsid- 
ers, seem  to  have  the  strength  and  the 
will  to  try  to  lift  it  again.  ■ 


Nashville's  Tom  Beasley  figures  he  can  turn 
the  demand  for  law  and  order  into  a 
strong  bottom  line.  After  all,  if  hospitals 
can  go  private,  why  not  prisons? 

Partners  in  crime 


By  Richard  Behar 


If  Jack Massey  didn't  think  it  was 
a  good  idea,  folks  might  think 
Tom  Beasley  and  his  company 
should  be  locked  up.  But  Massey  has  a 
pretty  good  track  record.  He  helped 
build  Kentucky  Fried  Chicken  and 
Hospital  Corp.  of  America  and  is 
worth  maybe  $150  million.  His  ven- 


ture capital  company,  Massey  Burch, 
is  now  backing  a  two-year-old  startup, 
CCA,  as  in  Corrections  Corp.  of 
America.  They  think  they  can  make 
crime  pay. 

The  idea  is  simple  enough:  Govern- 
ments are  spending  lots  of  money  on 
prisons,  maybe  $10  billion  a  year  for 
700,000  or  so  inmates.  Costs  run  as 
high  as  $24,000  a  year  per  inmate  in 
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A  step  beyond 
in  safety 

When  it  comes  to  the  organized  destruction  of  automobiles,  no  one  is  more 
►     dedicated  than  Volvo. 

In  crash  tests  spanning  decades,  we've  rear-ended  Volvos,  front-ended  Volvos, 
sideswiped  them,  wrapped  them  around  poles,  rolled  them  over,  and  dropped 
them  unceremoniously  on  their  roofs. 

Out  of  this  destruction  have  emerged  some  of  the  most  constructive  ideas  in 
the  history  of  automotive  safety:  3-point  seat  belts,*  laminated  safety  glass, 

back-up  braking  systems,  to  name  just  a 
few  Today,  these  Volvo  innovations 
are  required  by  law  on  all  cars. 
In  designing  the  Volvo  760 
GLE,  \Slvo  engineers  have 
taken  one  more  giant  leap 
forward.  Literally.  They 
plunged  five  760s  off 
a  loading  dock  to  a 
concrete  floor  45 
feet  below 

What  we 
learned  from  the 
dummies  strapped  inside,  together  with  data  collected 
from  hundreds  of  other  crash  tests,  has  helped  make  the 
Volvo  760  GLE  a  car  that  even  our  safety  engineers  are 
impressed  with. 

And  as  you  might  imagine,  thats  one  group  thats 
not  easily  impressed. 


We  would  like  to  remind  you  that  a  seat  belt  can't  save  your  life  if  you  don't  use  it.  Buckle  up! 

)  1985  Volvo  of  America  Corporation 


im 


The  700  Series  by  \folvo 


Three  of  America's  four  largest  banks  rely  on  ou 
Do  they  know  something  your  company  doesn't 
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They're  Bank  of  America,  Chase  Manhattan, 
and  Manufacturers  Hanover. 

Motorola  is  a  world  leader  in  advanced  electronics  for 
memory  logic  and  voice  and  data  communications. 


jsiness  information  systems. 


M)  MOTOROLA  I  Four-Phase  Systems 


Tom  Beasley,  creator  of  Corrections  Corp.  of  America 

"You're  dealing  with  tough  people  who  are  a  management  problem." 


state  prisons  in  Minnesota. 

Beasley,  a  West  Point  graduate,  a 
former  Tennessee  Republican  Party 
chairman  and  a  Nashville  lawyer,  fig- 
ures that  a  private  company  could 
build  new  prisons  more  cheaply  and 
quickly  than  the  government  and, 
without  unions  and  civil  service, 
could  run  them  more  cheaply,  too. 
Massey  and  his  venture  capital  part- 
ner, Lucius  Burch,  think  it  is  a  terrific 
idea.  "We  made  the  deal  and  shook 
hands  in  15  minutes,"  says  Beasley. 


"Its  time  has  come." 

Today  CCA  has  contracts  for  five 
detention  centers.  It  runs  a  300-bed 
minimum-security  prison  near  Chat- 
tanooga and  a  47-bed  juvenile  deten- 
tion home  in  Memphis,  has  a  contract 
from  federal  immigration  officials  to 
build  and  run  a  208-bed  detention 
center  for  illegal  aliens  in  Laredo,  Tex. 
and  has  a  renovate-and-run  contract 
for  a  25-bed  halfway  house  in  Fayette- 
ville,  N.C.  One  CCA  showplace  is  a 
350-bed  center  for  illegal  aliens  in 


Houston,  where  CCA  charges  the  Im- 
migration &  Naturalization  Service 
$25.54  per  prisoner  per  day.  Beasley 
says  that  is  about  three-fourths  the 
INS  cost  for  similar  facilities. 

Private  enterprise  and  the  prison 
system  are  old  cellmates.  The  renting 
of  convict  labor  was  common  enough 
(and  scandalous  enough)  in  the  past, 
and  private  industry  today  supplies 
prison  food,  transportation  and  medi- 
cal care  in  some  cases.  A  few  other 
firms — RCA  is  the  largest  corporate 
name — are  involved  in  the  newer  de- 
tention business.  But  Beasley's  CCA 
has  the  grandest  vision.  He  wants 
CCA  to  be  running  40,000  prison  beds 
in  1990,  becoming  the  Hospital  Corp. 
of  America  of  prisons. 

Beasley  figures  he  can  make  a  few 
dollars  per  prisoner  per  day,  or  an  8%  - 
to- 12%  return  on  revenues.  "I  don't 
think  you'll  ever  have  huge  profits,  for 
the  very  reason  that  government 
won't  let  you.  They'll  look  at  our 
books,  and  if  we're  making  too  much 
profit,  their  payments  are  going  to 
stay  level  or  go  down,"  he  says.  High- 
er returns  will  come  with  volume, 
more  prisons,  longer  sentences  and 
the  maximum-security  centers.  He 
hasn't  got  any  of  those  yet,  but  says 
the  big  contracts  will  come  in  time. 
"If  government  is  comfortable  with 
us  doing  their  nuisance  chores,  then 
the  bigger  projects  will  become  more 
palatable  for  them.  We're  sure  of  it." 

There  is  certainly  a  market.  The 
U.S.  inmate  population  doubled  in 
the  last  decade  and  grows  with  longer 
sentences.  So  far  CCA  has  raised  $26 
million  from  banks  and  private  offer- 
ings and  will  be  trying  to  raise  about 
$50  million  more,  all  through  Massey 
Burch.  There's  no  profit  yet,  and  last 
year's  receipts  were  less  than  $10  mil- 
lion, Beasley  says.  But  he  predicts  a 
profit  this  year  and  maybe  a  public 
offering  in  18  months.  Bad  publicity 
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A  detainee  at  <  'CA's  350-bed  Houston  illegal  alien  center 

The  big  returns  will  come  from  long  sentences  and  maximum  security  jails. 


L_ 


116 


FORBES,  FEBRUARY  11,  1985 


"So  you  people  from  Arthur  Y>ung 
are  saying  you  can  make  our  high- 
priced  computers  work  for  a  living?" 
I  must  admit... 


. . .  they  were  start- 
ing to  speak  my 
language. 

They  weren't 
intimidated 
either,  when  I 
said  that  most 
computer 
experts 
seemed  more 
interested 
in  high 
technology 
than  high 
profit- 
ability. 

Grow- 
ing up  in 
the  oil  busi- 
ness, I  was  well 
aware  of  the  power  of  high 
tech.  But  I  also  knew  that  the 
companies  who  could  focus 
that  power  on  the  bottom 
line  would  be  on  top. 

My  instincts  told  me  the 
Arthur  Young  systems  people 
lived  there  too. 

As  the  weeks  passed  they 
really  dug  in.  They  were 
getting  personally  involved 
in  the  project.  I  liked  that 
personal  professionalism. 

I  was  really  impressed 
the  way  they  helped  pull 


together  all 
our  information 
resources.  They  even  dis- 
covered we  could  be  jeopar- 
dizing our  oil  leases  by  not 
accurately  tracking  our 
acreage  position,  state  by 
state,  lease  by  lease. 

They  were  able  to  really 
make  those  computers  work! 
And  I'll  tell  you  this,  I  feel 
a  lot  more  confident  about 
the  results  I'm  getting 


now.  And 
the  decisions 
I  have  to  make 
based  on  them. 

A 
If  you  would  like  help 

with  your  management 
information  systems,  or 
a  copy  of  our  booklet, 
"Innovation  and  Informa- 
tion Systems  Technology," 
call  us  at  800-621-6494. 

Arthur  Young.  Personal 
advisors  to  business. 
Accounting,  auditing, 
tax,  financial  and  manage- 
ment consulting. 


We  take  business  personally. 
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New  Issues 


$24,360,000 

The  Health,  Educational  and  Housing  Facility 
Board  of  the  City  of  Memphis, Tennessee 

Variable  Rate  Multifamily  Rental  Housing 
Revenue  Bonds,  Series  1984 
(Watergrove  Apartments  Project) 


$27,600,000 

The  Industrial  Development  Board  of  the 
Metropolitan  Government  of  Nashville  and 
Davidson  County, Tennessee 

Variable  Rate  Multifamily  Rental  Housing 
Revenue  Bonds,  Series  1984 
(Stewarts  Ferry  Apartments  Project) 


Developer 

Fogelman  Properties 

Letter  of  Credit  by 

Citibank,  N.A. 


Prudential-Bache 

Securities 


T.  J.  Raney  &  Sons,  Inc. 


J.  C.  Bradford  &  Co. 


Morgan,  Keegan  &  Company,  Inc.     First  Tennessee  Bank  N.A. 

Memphis 

January  9,  1985 


Tfck,Tick,Tick. 

Imagine  living  with  a  potential  time  bomb  inside  you.  That's  exactly  what 
it's  like  for  the  thousands  of  sons  and  daughters  of  Huntington's  Disease  victims. 

They  wait  Hoping  that  the  50/50  odds  of  inheriting  this  terrifying,  fatal 
illness  fall  in  then  favor.  With  no  possible  way  of  knowing  if  and  when  it  will  strike 

Until  the  bomt  goes  oft 
Give  generously  to  the  National  Huntington's  Disease  Association. 

Help  make  this  generation  its  last. 

HD  National  Huntlnyton's  Disease  Association  128A  East  74  Street,  NY,  NY  10021 


could  hurt  his  plans.  "You're  dealing 
with  tough  people  who  are  a  manage- 
ment problem.  Escapes,  deaths,  riots. 
When  that  happens,  the  doomsday 
prophets  will  say,  T  told  you  it 
wouldn't  work.'  "  If  nothing  else, 
mayhem  could  run  up  the  repair  bills. 
There  are  critics,  of  course.  Civil 
rights  people  are  suspicious  of  con- 
necting the  justice  system  and  the 
profit  motive.  Legally,  there's  the 
question  of  how  much  a  private  jailer 
would  have  to  pay  for  the  damage 
done  by  an  escapee.  When  CCA  fell 
behind  in  getting  its  alien  detention 
center  built  in  Houston,  it  leased  a 
hot  pillow  motel  for  the  captives,  and 
some  pushed  out  the  air-conditioners 
and  climbed  through  the  holes  and 
over    the    fence.    Fortunately,    they 
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The  motel  wasn't  escape-proof 

didn't  hurt  any  civilians,  or  CCA 
might  now  be  making  legal  history. 

Inmates  who  felt  their  civil  rights 
were  being  violated — or  that  the  food 
was  terrible — and  sued  also  might  get 
more  sympathetic  treatment  from  ju- 
ries if  they  were  opposing  private 
jailers.  Naturally,  unions  and  civil 
service  will  oppose  private  manage- 
ment, and  government  bureaucracies 
will  be  slow  to  change. 

But  Tom  Beasley  knows  politics.  In 
his  native  Tennessee,  where  he  is 
looking  for  more  contracts,  the  gover- 
nor's wife,  the  House  speaker  and  the 
state  insurance  commissioner  have 
got  some  CCA  stock  and  are  in  on  the 
ground  floor.  Beasley  also  has  loaded 
his  company  with  big  names  in  the 
field:  CCA's  executive  vice  president 
is  T.  Don  Hutto,  the  current  president 
of  the  American  Correctional  Associ- 
ation (the  AMA  of  prisons).  Five 
members  of  the  firm's  advisory  board 
hold  Cass  corrections  awards  ("the 
Heisman  trophies  of  the  prison 
world,"  says  Beasley),  including  a  past 
chairman  of  the  U.S.  Parole  Board. 

Even  so,  Beasley  will  have  his  hands 
full  just  coping  with  the  sick  humor 
his  idea  inspires.  If  CCA's  profits 
slowed  down,  one  wag  has  already 
speculated,  maybe  it  could  cut  in  the 
rest  of  the  criminal  justice  system  and 
throw  people  into  jail  just  to  beef  up 
the  bottom  line.  ■ 
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Our  lakeland  paradise  awaits  you 


Your  own  vacation  land  on  the  fabulous  Lake  of  the  Ozarks 
in  Central  Missouri.  Right  in  the  heartland  of  America. 
Away  from  cities,  noise,  pollution  and  the  rat-race  of  the 
workaday  world.  We  call  it  Forbes  Lake  of  the  Ozarks  .  .  . 
about  12,800  acres  of  scenic  paradise.  Not  for  everybody, 
but  maybe  for  you. 

The  Ozarks  region,  which  dominates  most  of  southern 
Missouri,  has  long  been  lost  in  the  legends  of  the  Osage 
Indians.  Now  that  the  magnificent  Truman  Lake  has  been 
completed,  it's  merely  a  matter  of  time  before  the  beauty  of 
this  spectacular  recreational  area  attracts  vacationers  and 
settlers  from  every  corner  of  the  continent. 

If  yours  is  a  family  of  water-sports  lovers — swimming, 
boating,  fishing,  water-skiing — it's  hard  to  imagine  a  more 
perfect  setting  for  you.  Forbes  Lake  of  the  Ozarks  is  nestled 
at  the  headwaters  of  the  big  Lake.  Here  it  almost  kisses 
Truman  Lake  on  the  west,  then  winds  eastward  through 
stands  of  hickory  and  oak  for  over  90  miles  to  the  bustling 
hub  of  the  summer  resort  area  at  Bagnell  Dam. 

Forbes  Inc.,  publishers  of  Forbes  Magazine,  through  its 
subsidiary,  Sangre  de  Cristo  Ranches  Inc.,  is  offering  the 
opportunity  of  a  lifetime  for  you  to  acquire  one  or  more 
acres  of  our  choice  Missouri  land  among  the  breathtaking 
"hills  'n'  hollers"  country  of  the  Lake  of  the  Ozarks. 

Forbes'  private  park  is  the  ideal  place  to  build  a  second 
home  .  .  .  that  special  place  where  you  may  now  or  one 
day  choose  to  retire.  Here  among  the  friendly,  down-home 


folks  who  have  made  Missouri  famous  for  its  hospitality. 
These  are  salt-of-the-earth  people  who  are  pleased  to 
welcome  good  neighbors  to  their  easygoing  way  of  life. 

There's  no  better  time  than  right  now  to  find  out  if 
Forbes  Lake  of  the  Ozarks  is  the  place  for  you.  All  our 
homesites,  including  lake  front  and  lake  view,  will  be  a 
minimum  size  of  one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.*  One  or  more  acres  of  this 
incredibly  beautiful  lakeland  can  be  yours  for  the  modest 
payment  of  $60  per  month,  with  easy  credit  terms  avail- 
able. 

For  complete  information,  including  pictures,  maps  and 
full  details  on  our  liberal  money-back  and  exchange  privi- 
leges, please  fill  in  the  coupon  and  mail  to:  Forbes  Lake  of 
the  Ozarks,  Box  157,  Warsaw,  Missouri  65355. 

*Prices  subject  to  change  without  notice. 

Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks. 


PLEASE  PRINT 


Name. 


Address_ 


City/State/Zip . 
Telephone  _ 


Preference:     □  $6,000    □  $7,500    □  Higher 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property. 

Not  an  offer  or  solicitation  in  those  stales  where  the  property  is  nol  registered  Equal  Credit  and  Housing  Opportunity     NJACB100-1183MO        NYA83-351         AD83LR801         11-84-106        Ml-83-240        OL0O0362-A 


Made  OurlMe  $ 


After  you've  spent  30  years 
financing  homeownership  within  the 
protective  atmosphere  of  the  federal 
government,going  out  on  your  own  can 
be  a  chilling  experience. 

But  we  did  it.President  Johnson 
signed  the  enabling  legislation,and  we 
raised  capital  to  buy  our  stock  from  the 
U.S. Treasury  By  1970,  we  officially 
became  a  private  corporation. 

Suddenly  we  were  in  the  cold, 
cruel  world.  We  no  longer  received 
money  from  taxpayers;  we  had  to  be 
fully  self-supporting.  Our  stockholders 
could  watch  our  performance  every 
day  on  the'Big  Board." 

For  about  10  years,  things  went 
smoothly. We  paid  taxes  at  the  full 
corporate  rate-a  net  total  of  more  than 
$300  million  so  far. 

Then  in  1979,  interest  rates  went 
haywire,and  business-as-usual 
became  a  losing  proposition.  For  us.  For 
lenders.  For  homebuyers. 

So  we  helped  develop  new  ideas 
like  Adjustable  Rate  Mortgages.We 
issued  Mortgage-Backed  Securities  for 
the  first  time.  We  made  our  whole 
operation  more  flexible,  easier  to  do 
business  with.  We  had  to. 

Because,  whatever  else  changes, 
keeping  the  dream  of  homeownership 
alive  is  still  our  job. 

Fannie  Mae. Where  America  gets 
the  big  ideas  in  home  finance. 


J8t  FannieMae 
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The  Up  &  Comers 


Lessons 


Like  a  seasoned  veteran  of  oil  booms, 
Decker  Dawson  kept  his  head  about  him 
while  some  others  lost  theirs. 

"A  long,  slow 
shakeout" 


By  John  Merwin 


SEVERAL  YEARS  AGO  geophysicist 
Decker  Dawson  could  step  to 
the  front  door  of  his  Midland, 
Tex.  office  and  catch  an  eyeful  of  dust 
blowing  in  from  just  across  the  street. 
The  Sheraton  was  being  torn  down, 


its  land  skinned  in  anticipation  of  a 
54-story  office  tower.  First  National 
Bank  was  peeling  back  an  adjacent 
tract  for  a  40-floor  building.  "Talk  of 
'$80  oil'  and  'there'll  never  be  another 
bad  day' .  .  .  that's  all  you  heard,"  re- 
calls the  slow-talking,  silver-haired 
Dawson. 


Now  Decker  Dawson  can  step  out- 
side and  survey  only  blacktopped 
parking  lots,  flattened  dreams  of  sky- 
scrapers never  built.  The  tower's  de- 
veloper canceled  the  project  after  the 
oil  bust  slammed  into  west  Texas  in 
1982.  The  bank  collapsed,  along  with 
its  ambitious  plans. 

"Not  much  good  came  of  that  oil 
boom,"  laments  Dawson.  "It  de- 
stroyed the  bank  and  destroyed  a  lot 
of  people."  But  not  Dawson.  Before 
the  boom  he  had  six  crews,  each  with 
about  35  members  and  $2  million  of 
equipment.  Today  he  has  eight. 

Dawson,  64,  is  president  of  Dawson 
Geophysical,  a  high-caliber  seismic 
outfit,  perhaps  20th  in  size  among 
U.S.  competitors.  "We  didn't  expand 
all  out  of  reason,"  Dawson  continues 
modestly.  "We  kept  pace  with  our 
ability  to  buy  equipment  and  to  train 
people.  It  might  have  been  great  to 
borrow,  then  go  to  conventions  and 
say  we  had  50  seismic  crews.  But  that 
wasn't  my  ambition." 

Dawson's  story  isn't  the  stuff  books 
are  written  about.  Nor  is  his  com- 
pany.   By    doing    seismic    research, 


Dawson  of  Dawson  Geophysical  near  Seminole,  Tex.,  with  his  vibrator  trucks  that  "listen"  for  oil 
"Talk  of  '$80  oW  and  there'll  never  be  another  bad  day'— that's  all  you  heard." 


Z.ig\  Kaluzi 
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mostly  for  big  oil  firms,  Dawson  took 
in  revenues  of  $13  million  last  year, 
netting  a  respectable  $649,000.  But  in 
its  own  way,  Dawson's  story  is  a  minor 
classic.  He  and  others  like  him  are  oil 
boom  survivors,  operators  tempered  by 
time  and  a  sense  of  perspective. 

Though  Dawson  says  he  would  as 
soon  do  without  the  strains  of  another 
boom-bust  cycle,  the  record  shows  he 
played  the  last  one  admirably.  In  1981 
Dawson  brought  his  29-year-old  com- 
pany public  amid  the  frenzy.  He  sold 
stock  at  11  times  1981  earnings  and 
personally  pocketed  about  $1  million 
by  decreasing  his  stake  in  the  firm 
from  56%  to  41%.  Recently  Dawson 
shares  have  fallen  to  53A,  less  than 
half  the  $13  initial  offering  price. 

But  now  the  earnings  multiple  is 
26.  Why?  Because  in  the  1979-81 
boom  Dawson  not  only  raised  $6  mil- 
lion of  capital  by  going  public  to  pay 
off  bank  debt  and  update  equipment 
but  also  built  a  cash  hoard  out  of  his 
boom-time  earnings.  By  contrast, 
some  oil  patch  companies  leveraged 
their  profits  pell-mell  into  rapid  ex- 
pansion, a  move  that  surely  would 
have  made  them  local  heroes  had  it 
paid  off.  Meanwhile  Dawson  hewed  a 
conservative,  unspectacular  course, 
which  today  looks  a  lot  bolder  than  it 
did  several  years  ago. 

Now  Dawson  Geophysical  is  sit- 
ting on  nearly  $3  of  cash  per  share  and 
enjoys  a  $2.6  million  annual  cash 
flow,  sheltered  by  recent  equipment 
investments.  Dawson's  equity 
outweighs  long-term  debt  21-to-l. 

Dawson  is  biding  his  time,  waiting 
for  better  days,  ready  to  invest  again 
when  the  moment  is  right.  Those 
days,  he  speculates,  will  come  along 
in  two  or  three  years,  when  the  cur- 
rent shakeout  is  over.  If  Dawson  is 
wrong  orTttming,  he  figures  the  cash 
pile  will  see  him  and  his  employees 
through  until  he's  right.  That,  he  says, 
is  only  a  matter  of  time. 

This  is  the  perspective  one  might 
expect  of  a  Tulsa  native,  "second  gen- 
eration oilfield  trash,"  as  Dawson  dif- 
fidently describes  himself.  After 
growing  up  in  the  Depression  and 
earning  a  civil  engineering  degree  in 
1941  from  Oklahoma  A&M  (now 
Oklahoma  State),  Dawson  took  a  job 
"hustling  jugs" — oilfield  parlance  for 
scurrying  about  laying  electric  de- 
vices that  record  sound  waves  bounc- 
ing off  bedrock  jarred  by  explosive 
charges.  After  World  War  II  Dawson 
worked  his  way  up  to  crew  chief.  In 
1952  he  launched  his  own  business. 

Those  were  boom  times,  too.  But 
oil  imports  gradually  deflated  Daw- 
son's startup  euphoria.  "During  the 
Sixties  I  seriously  wondered  whether 


we'd  ever  need  geophysicists  again," 
Dawson  recalls.  "With  Saudi  oil  being 
lifted  at  25  cents  a  barrel,  we'd  go  for 
days  without  a  crew  in  the  field.  I 
looked  at  other  businesses  but  finally 
decided  to  stick  to  what  we  knew." 

His  patience  was  rewarded  with 
two  more  booms.  The  first  was  a  mod- 
est one  beginning  in  1970,  and  the 
second,  an  unprecedented  gusher, 
starting  in  1976.  By  1981  oilfield  fren- 
zy finally  surpassed  heights  of  the  ear- 
ly Fifties,  that  fertile  period  that 
launched  many  Texas  oil  entrepre- 
neurs, including  Dawson  himself. 
But,  as  with  the  Fifties  boom,  the  ear- 
ly Eighties  boom  turned  into  a  bust. 

So  now,  once  again,  Dawson  waits 
patiently  in  the  wreckage.  "It's  a  long, 
slow  shakeout,"  he  explains.  "Even 
seismic  companies  in  Chapter  1 1  are 


still  working.  The  banks  keep  them 
going.  But  the  weakest  will  fade  away, 
and  many  of  those  a  little  stronger 
will  merge." 

And  what  of  the  future?  "The  cost 
of  finding  oil  today,  compared  to  the 
market  price  per  barrel,  is  lower  than 
it's  ever  been  in  my  lifetime,"  says 
Dawson.  "There's  a  tremendous  op- 
portunity, and  professionals  out  here 
recognize  this.  Their  drilling  budgets 
are  up.  But  a  lot  of  investors — doctors, 
lawyers  and  folks  from  New  York — 
got  burned.  They're  staying  away 
even  though  now  is  when  they  should 
be  out  here." 

Contrarians  might  consider  this  a 
word  from  the  wise.  The  wise  man 
himself,  meanwhile,  can  only  wait 
patiently  for  opportunity  to  turn  his 
way  again. 


The  Up  &  Comers 


Fumbles 


Lexidata  had  a  hot  technology  (computer  graphics), 
smart  money  (FredAdler)  and  top  talent.  Now,  its  biggest 
customer  says  it  won  V  be  needing  more  terminals. 

Picking  up  the  pieces 


Y'ou  could  argue  that  Lexidata 
Corp.'s  problems  started  back  in 
1979  when  it  stopped  being  a  garage 
shop.  That's  the  year  famed  New 
York  venture  capitalist  Frederick  R. 
Adler  stepped  up  his  earlier  invest- 
ment that  had  launched  the  com- 
pany's line  of  high-resolution  color 
graphics  terminals  and  processors  for 
computer-aided  design  and  manufac- 
ture (CAD/CAM)  systems.  Sales  went 
from  $1.9  million  in  1979  to  $28.6 
million  in  1982,  when  the  company 
earned  $3  million. 

Then  everything  that  could  go 
wrong  did,  and  Lexidata  has  been  try- 
ing to  figure  out  why  ever  since.  In  the 
first  quarter  of  fiscal  1985  (ended  Dec. 
29)  it  lost  $950,000  on  sales  of  $6 
million.  Its  shares  recently  traded  at 
around  3,  down  from  the  initial  offer- 
ing price  of  $14  in  late  1981.  The 
company  is  being  run  by  its  third 
president  in  as  many  years. 

Lexidata  hasn't  been  beset  by  par- 
ticularly unusual  problems,  just  more 
of  them  than  most  emerging  growth 
companies  have  to  face  at  one  time. 
One  crisis  has  led  to  another,  creating 
battle  fatigue  among  the  troops. 

Sales  began  to  nose-dive  in  1982  as 


customers  canceled  capital  spending 
plans.  Blame  that  one  on  the  reces- 
sion. A  tidy  profit  in  1982  turned  into 
a  $180,000  loss  in  1983. 

Then  the  markets  Lexidata  helped 
create  began  to  change  so  quickly  the 
company  couldn't  keep  pace.  Back  in 
1979  computer  graphics  was  an  ex- 
pensive luxury.  Lexidata  shared  the 
market  with  giant  Tektronix,  which 
had  an  older  product,  and  little  Ram- 
tek,  a  startup  funded  by  Exxon  Enter- 
prises. Cheap  memory  chips  changed 
all  that,  and  color  graphics  caught  on 
in  computer  applications  for  doctors, 
engineers  and  the  military.  By  1982 
up  to  40  companies  were  in  the  mar- 
ket, undercutting  Lexidata's  price  and 
putting  pressure  on  its  margins. 

In  its  early  days  Lexidata  grew  al- 
most in  spite  of  itself.  Now  its  defi- 
ciencies began  to  show. 

One  deficiency  was  pretty  obvious: 
Until  last  fall  the  company  had  no 
permanent  marketing  staff.  Lexidata 
had  gotten  started  selling  to  a  handful 
of  companies  that  incorporated  its 
terminals  into  the  full-blown  com- 
puter systems  that  they  sold,  and  Lex- 
idata continued  doing  that. 

Which  brings  up  the  second  flaw: 
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"At  Greyhound,  we  believe  in 
renewing  our  company  day  by  day..." 


John  W.  Teet 

Chairman  of  the  Boar 

and  Chief  Executive  Office 


At  Greyhound,  we  believe  a  company's  life  is 
measured  not  in  years,  but  in  its  ability  to  meet  the  newly- 
emerging  needs  of  consumers  for  different  goods  and 
services.  This  means  asking  ourselves  every  day  who  we 
are  and  what  we  do. . . 

Renewing  our  company  day  by  day  is  more  than 
just  asking  introspective  questions,  however.  It  involves  a 
determination  to  act  on  the  answers!  That  is  why  today's 
Greyhound  is  a  broadly-based,  multi-industry  corporation 


which  has  become  a  respected  name  in  fields  as  diverse  as 
capital  equipment  leasing,  bus  manufacturing,  mortgage 
insurance,  money  transfers,  food,  soap,  food  service,  trans- 
portation and  other  service  businesses. 

It  is  also  why  we  are  no  longer  in  some  13  other 
businesses  and  operations  divested  over  the  last  two  years! 
Divestitures  involving  $300  million  in  assets,  $2  billion  in  annu. 
revenues  but  only  $12  million  in  profit. .  .a  4%  return.  The 
resources  realized  from  those  divestitures  are  now  being 


iinvested  where  the  funds  will  generate  new  growth  for 
ecades  to  come. 

The  bottom  line  at  Greyhound  is  a  realization  that  we 
annot  be  content  with  a  continuation  of  things  as  they  are,  no 
tatter  how  satisfactory  they  may  have  been  in  the  past.  Today 
e  must  turn  in  the  direction  of  those  businesses  and  activities 
hich  hold  the  promise  of  long-term  growth  and  renewal,  and 
gorous  new  profit  potential. 


The  Greyhound  Corporation 

A  company  for  the  eighties. 


A 


Lexidata  President  Ross  Belson  with  computer  graphics  terminals 
Too  busy  filling  orders  to  notice  some  obvious  flaws. 


One  of  these  big  customers — General 
Electric's  Calma  unit — accounted  for 
roughly  half  of  Lexidata's  sales.  When 
Calma's  business  turned  down  re- 
cently, its  orders,  which  had  repre- 
sented 45%  of  Lexidata's  volume,  fell 
to  next  to  nothing. 

Finally,  Lexidata  was  seduced  into 
wasting  a  year  and  $1  million  trying 
to  develop  a  new  product,  a  powerful 
computer  workstation  for  engineers. 
But  the  project  was  a  disaster. 

The  engineers'  computer  was  the 
brainchild  of  Andrew  Knowles,  a  vice 
president  at  Digital  Equipment  Corp. 
who  was  brought  in  as  president  by 
Adler  to  lead  the  company  into  the  big 
time.  Knowles  joined  the  company  in 
October  1983  and  almost  immediate- 
ly set  about  getting  Lexidata  into  the 
hot  new  market  for  dedicated  engi- 
neering workstations. 

But  Lexidata's  board  became  dubi- 
ous about  the  idea  once  it  learned  that 
a  raft  of  companies  led  by  Prime  and 
Apollo  Computer  (Forbes,  Oct.  8, 1984) 
were  already  in  the  market.  "The 
board  decided  the  project  made  no 
sense,"  says  Adler.  To  protect  Lexi- 
data it  told  Knowles  to  set  up  a  sepa- 
rate entity  called  Interwork  and  to 
find  his  own  financing. 

When  Knowles  came  up  empty- 
handed,  the  board  closed  down  the 
outfit  and  took  a  $1  million  writeoff. 
Knowles  left  in  a  huff,  saying  that 
without  Interwork,  Lexidata  would 
never  be  big  enough  to  interest  him. 
"To  build  a  company  over  three  years 
to  $100  million  was  not  where  he 
wanted  to  go,"  says  Adler. 

Ross  Belson,  48,  a  20-year  veteran  of 


Honeywell  Information  Systems,  be- 
came Lexidata's  third  president  when 
Knowles  left  in  August.  The  first 
thing  Belson  did  was  hire  the  com- 
pany's first  marketing  vice  president, 
one  of  three  executives  he  recruited 
from  Honeywell. 

Things  improved  for  a  while.  Sales 
recovered  to  a  record  $37  million  for 
fiscal  1984,  and  the  company  was 
earning  money  again,  albeit  a  mere 
$88,000.  But  then  came  the  Calma 
disaster  and  more  losses.  "We're  back 
to  where  we  were  two  years  ago,"  says 
Belson.  "When  45%  of  your  business 
kind  of  disappears,  it  throws  a  little 
challenge  at  you." 


The  company  has  been  drifting,  and 
Belson  wants  to  chart  a  course.  "In  a 
lot  of  small  companies  you  tend  to  be 
reactive,  and  you  chase  the  business. 
Wherever  it  is,  you  go  get  it,"  he  says. 
"Periodically,  you  step  back  and  say, 
'Aha,  we  happen  to  be  in  this  market- 
place.' What  we're  trying  to  do  is  rec- 
ognize, at  the  size  we're  at,  some  of 
the  potential  pitfalls  of  the  businesses 
we're  in." 

Belson  also  wants  to  diversify  be- 
yond the  CAD/CAM  market,  which 
still  accounts  for  75%  to  80%  of  sales, 
something  the  company  should  have 
started  to  do  years  earlier.  He  wants  to 
go  after  customers  like  big  oil  compa- 
nies, which  use  graphics  to  turn  oil 
drilling  information  into  easy-to-see 
color  maps. 

His  other  priorities  are  to  double 
international  sales  this  year  to  20%  of 
revenues  and  to  start  enforcing  a  pat- 
ent Lexidata  was  granted  on  its  Solid- 
view  three-dimensional  color  model- 
ing processor,  which  he  says  is  being 
infringed.  He  can  probably  afford  to 
take  the  plunge.  Lexidata  has  no  long- 
term  debt,  although  it  has  been  using 
a  bank  line  for  working  capital.  To 
pay  off  some  borrowings,  which  stood 
at  $6  million  at  year-end,  it  filed  with 
the  SEC  to  raise  $3  million  by  selling 
shares  to  existing  shareholders  at  a 
16%  discount. 

There  are  some  obvious  lessons 
here,  which  Lexidata  was  too  impa- 
tient to  pay  attention  to:  1)  always 
have  a  fallback,  2)  marketing  strategy 
is  crucial,  3)  don't  get  too  dependent 
on  one  customer,  4)  timing  is  all  in  a 
fast-moving  market  and  5)  no  matter 
how  good  your  people  are,  no  product 
lasts  forever. — Gary  Slutsker 


The  Up  &  Coiners 


Stars 


You  hai  ^n  t  heard  ofRuss  Berrie?  Look  at  the  tag  on  that 
stuffed  animal  you  picked  up  for  your  kid  at  the  airport. 

Killing  them 
with  scratch  singles 


In  1964  Russ  Berrie,  then  31  and  a 
toy  manufacturer's  representative, 
was  touring  a  plant  that  produced 
plastic  trolls,  that  season's  hottest 
item.  On  the  corner  of  one  workman's 
shelf  he  spotted  a  glob  of  plastic,  its 
consistency  a  cross  between  fell-O 
and    Vaseline,    and    saw    something 


more.  Berrie  hired  a  designer  and 
spent  $6,000  to  develop  a  dozen-odd 
creatures  with  the  material.  "They 
were  disgustingly  irresistible,"  says 
Berrie.  He  sold  more  than  10  million 
of  them  in  three  years,  enough  to  let 
him  quit  his  job  and  sell  his  own  line 
full  time. 
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Why  your  competitors 
want  one  of  these. 

They  want  the  Merlin™  Communications  System  from  AT&T, 
because  it  can  give  the  competitive  edge  to  any  small  business. 

The  Merlin  System's  more  than  a  telephone.  It's  a  conference 
caller,  an  intercom,  a  speed-dialer.  It  lets  you  call  your  banker,  call  a 
meeting,  screen  a  call  or  recall  a  call,  with  just  one  touch.  In  short,  it 
helps  you  organize  all  your  office  communications. 

So  you  can  get  down  to  business. 

Plus  the  Merlin  System  is  modular.  Which  means  you  can 
program  any  of  its  phones  with  any  of  its  features.  And  you  can 
expand  the  system  as  your  small  business  grows. 

One  more  thing:  you  can  get  the  Merlin  System  from  AT&T's 
unique  Small  Business  Connection.  They'll  help  you  design  the 
system  that  best  suits  your  business. 

No  matter  what  calling  you're  in,  get  the  edge  by  calling  the  Small 
Business  Connection.  1 800  247-7000,  Ext.  12.  AT&T  Information 
Systems.  When  youVe  got  to  be  right. 


AT&T 


©1985  AT&T  Information  Systems 


Stars 


Berrie  has  long  since  stopped  mak- 
ing those  weird  dolls,  but  Russ  Berrie 
&  Co.,  Inc.  sold  $160  million  in 
stuffed  animals,  ceramic  mugs,  key- 
chains  and  other  novelties  last  year, 
enough  to  earn  $22  million,  or  $1.50  a 
share.  That  has  produced  a  remark- 
able average  return  on  shareholders' 
equity  of  more  than  40%  (with  virtu- 
ally no  debt)  over  the  last  3  years. 
Berrie's  frugality — administrative  and 
selling  costs  dropped  by  19%  over  the 
last  5Vi  years,  to  35% — helped  boost 
1984  pretax  margins  to  26%. 

How  did  he  do  it?  By  sticking  to 
what  he  knows  best — sales.  Like  lots 
of  other  salesmen,  Berrie  got  sucked 
into  setting  up  a  manufacturing  oper- 
ation in  the  early  1970s.  Almost  im- 
mediately he  was  hit  with  quality 
control  problems  and  runaway  costs. 
The  result?  "A  disaster,"  says  Berrie. 
He  shut  down  the  manufacturing  op- 
eration by  1977.  "I'm  a  firm  believer 
that  manufacturers  should  manufac- 
ture and  salesmen  should  sell,"  he 
says.  "Our  abilities  lie  in  marketing 
and  sales,  not  in  manufacturing." 
Now  Berrie's  thousands  of  knick- 
knacks  are  knocked  off  for  him,  pri- 
marily in  the  Far  East. 

Berrie  has  come  a  long  way  from  the 


garage  in  Palisades  Park,  N.J.  where 
he  started  his  company.  At  last  count, 
he  was  up  to  3,600  different  items, 
which  he  sells  to  more  than  70,000 
shops  in  airports,  hotels  and  hospitals 
as  well  as  in  card  and  candy  stores 
across  the  country.  His  company's 
shares,  of  which  Berrie  still  controls 
73%,  began  trading  on  the  New  York 
Stock  Exchange  last  March,  climbing 
from  14  to  a  recent  22. 

What  really  sets  Russ  Berrie  apart 
from  almost  all  other  toy  and  novelty 
companies  is  his  salaried  sales  staff. 
Most  competitors  use  manufacturers' 
representatives.  Not  Berrie.  He  em- 
ploys his  own  team  and  has  quintu- 
pled it  to  more  than  600  over  the  last 
six  years. 

To  keep  track  of  what  the  market 
wants,  Berrie  demands  monthly  re- 
ports on  how  products  are  selling. 
Since  he  takes  no  returns  other  than 
defective  products,  that  process  en- 
ables him  to  keep  tight  control  over 
inventory.  It  also  is  key  for  keeping 
tabs  on  new  products  (about  50  are 
tested  each  month).  A  recent  hit:  soft- 
sculpture  satin  mobiles  of  stars,  rain- 
bows and  moons. 

Staying  in  touch  with  the  market 
is  obviously  crucial  in  the  novelty 
business.  But  unless  you  have  an 
alltime  winner  like  Mattel's  Barbie 
doll,  you  can't  stay  on  top  if  you're 


Russ  Berrie,  chairman  of  Ross  Berrie  &  Co.,  Inc.,  with  friends 
Manufacturers  should  manufacture,  and  salesmen  should  sell. 


Michael  Ahramvni 


seduced  by  the  success  of  a  single 
product.  You're  inviting  sudden 
death  when  sales  falter  and  you  get 
buried  in  unsalable  inventory.  Berrie 
avoids  that  pitfall  by  making  sure 
that  no  one  item  supplies  more  than 
2.5%  of  the  company's  total  sales. 
"Sure,  they  don't  get  the  home 
runs,"  says  Arthur  Charpentier,  an 
analyst  who  follows  the  company  for 
Goldman  Sachs.  "They  don't  get  the 
strikeouts,  either.  They  get  there  by 
killing  them  with  scratch  singles." 

In  keeping  with  that  philosophy, 
Berrie  has  steered  clear  of  licensed 
products  like  the  Smurfs  and  E.T. 
"When  you  have  a  licensed  item 
that's  hot  there's  never  enough,  and 
once  it  stops  you  can't  get  rid  of  your 
inventory,"  says  Berrie.  Sure,  he  has 
products  that  resemble  Muppets  and 
Snoopy,  but  they  aren't  the  real  thing. 
Berrie's  method  is  not  innovation. 
When  he  becomes  aware  of  a  hot  item 
on  the  market  he  tries  to  offer  a  gener- 
ic alternative.  "Kids  rarely  ask  for  a 
Russ  product,"  says  Charpentier,  "but 
parents  buy  them." 

So  Berrie  remains  an  impressive  foe 
to  Hallmark  Cards,  one  of  the  biggest 
names  in  the  novelty  business.  But 
because  of  Berrie's  varied  product 
mix,  it's  hard  to  make  specific  com- 
parisons. Berrie  derives  most  of  his 
revenues  from  stuffed  animals,  not 
greeting  cards.  Since  he  rarely  sells  to 
toy  stores,  it's  also  difficult  to  lump 
him  in  with  such  toy  companies  as 
Hasbro  or  Mattel. 

He  says  he's  in  "impulse  gifts"  be- 
cause most  of  his  products  sell  for  $10 
or  less.  Yet  Berrie's  newest  line,  Ca- 
ress, features  a  2-foot  panda  that  re- 
tails for  $165.  That's  hardly  a  notion. 
Such  new  products  are  how  Berrie 
keeps  growing.  His  product  line  grew 
by  more  than  half  last  year  with  mun- 
dane things  like  mugs,  candles  and 
picture  frames.  Keeping  so  many  dif- 
ferent items  in  inventory  becomes  a 
problem.  So,  Berrie  earmarked  much 
of  the  $13  million  raised  in  last  year's 
equity  offering  for  three  new  distribu- 
tion centers  and  two  new  central 
warehouses. 

Meanwhile,  the  company  has  yet  to 
pay  a  dividend.  Berrie  is  still  plowing 
earnings  back  into  the  business.  He 
says  he's  considering  an  acquisition — 
maybe  a  candy  company. 

But  before  he  talks  to  his  invest- 
ment bankers  at  Goldman,  Sachs,  he's 
off  to  one  of  the  15  trade  shows  he 
attends  each  year  to  keep  in  contact 
with  his  customers.  In  Berrie's 
scheme  of  things  that's  just  as  impor- 
tant in  plotting  his  company's  future. 
"After  all,"  says  Berrie,  "we  are  all 
still  in  sales." — Lisa  Gubernick 
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Ayear's  worth  of  reports,  plans, 
schedules,  charts,  graphs, 
files,  facts  and  figures  and  it 
could  all  be  lost  in  the  blinkof  an  eye* 


The  most  important  part  of  your 
computer  may  be  the  part  you've  considered 
least —  the  floppy  disk.  After  all,  there  doesn't 
seem  to  be  much  difference  between  one  disk 
and  another.  But  now  Fuji  introduces  a  floppy 
disk  that's  worth  a  second  look. 

We  designed  our  disk  with  the  under- 
standing that  one  microscopic  imperfection  can 
erase  pages  of  crucial  data.  That's  why  every  Fuji 
Film  Floppy  Disk  is  rigidly  inspected  after  each 
production  process.  And  that's  why  each  one  is 
backed  with  a  lifetime  wananty. 

We've  even  considered  how  carefully 
a  disk  has  to  be  handled,  so  we  designed  user- 
friendly  packaging  that  makes  it  easier  to  get 
the  disk  out  of  the  box.  And  we  provided 
plenty  of  labeling  space,  so  you  won't  have 
any  trouble  telling  which  disk  is  which. 
So  think  twice  before  buying  a  floppy 
disk.  And  then  buy  the  one  you  won't 
have  any  second  thoughts  about. 
Fuji  Film  Floppy  Disks. 
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FUJI. 

Nobody  gives  you 
better  performance 
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THETOTAL  EXPRESS  NETWORK 

I  XPERI!  NCL  MORE'  OFFICES  IN  146  COUNTRIES  WORLDWIDE 


Mhe  banking  world  has 
#changed.  Ask  New  York, 
London,  Zurich,  Tol<yo. 

A  New  York  analyst's  report  on  a 
Japanese  company  is  'somewhere   in 
the  pipeline'. 

A  contract  can't  be  signed  until  the 
securities  arrive,  or  a  letter  of  credit  is 
taking  days  to  get  around  the  world. 

When  time-sensitive  items  fail  to 
reach  the  right  place  at  the  right  time, 
massive  losses  can  occur. 

In  developing  the  Total  Express 
Network  to  meet  the  needs  of  global 
business,  DHL  changed  all  that. 

The  fact  is,  no  other  company  has  our 
expertise  in  delivering  vital  documents 
and  parcels  to  businesses  worldwide. 

That's  one  reason  DHL  is  now  the 
fastest  growing  express  network  in  the 
United  States.  By  providing  such  a  fast 
and  reliable  service,  DHL  has  gained  the 
confidence  of  scores  of  banks  and 
financial  institutions. 

They've  come  to  appreciate  the 
difference  our  efficiency  can  make. 
You  could  say  they  bank  on  us. 

=EEJa= 

WORLDWIDE 

Chong/ngthe 
way  the  wor/d  works. 


On  the  Docket 


Is  it  a  "toxic  tort"  for  scientists  to  experi- 
ment with  nerve  agents  in  your  town?  That 
depends  on  the  "worst  case  scenario. ' 


Toxic  buzzwords 


Edited  by  Geoffrey  Smith 


By  Anthony  Baldo 


What  is  an  "acceptable  risk"? 
That's  getting  to  be  a  tough 
question  these  days  for  com- 
panies handling  toxic  substances. 

Just  ask  consultants  Arthur  D.  Lit- 
tle, Inc.  In  a  laboratory  in  their  Cam- 
bridge, Mass.  headquarters  they  are 
trying  to  figure  out  how  to  detoxify 
nerve  and  blister  agents.  Their  client 
is  the  U.S.  Department  of  De- 
fense, which,  among  other 
things,  wants  to  find  a  safe  way 
to  dispose  of  chemical  weapons 
that  have  been  stockpiled  ever 
since  World  War  II. 

The  actual  amounts  of  Soman 
(GD),  Sarin  (GB),  VX,  Mustard 
(HD)  and  Lewisite  used  by  ADL 
are  minute,  and  the  laboratory 
is  a  special  one  inspected  by  the 
Army  itself.  Trouble  is,  Cam- 
bridge residents  don't  want  any 
substance  like  VX — which,  if 
vaporized,  is  about  1,000  times 
more  toxic  than  chlorine  gas- 
in  their  backyards. 

So  the  battle  was  joined. 
When  the  city's  health  commis- 
sioner outlawed  the  research, 
ADL  took  the  city  to  court. 
Safeguards  or  no  safeguards,  the 
city's  scientific  advisory  committee 
said  in  1984,  the  research  is  "inappro- 
priate" and  the  risk  "unacceptable." 

The  city  prevailed  in  the  first  major 
court  battle,  which  focused  chiefly  on 
the  "supremacy  clause"  of  the  U.S. 
Constitution  (Article  VI).  That  article 
says  federal  law  can  supersede  local 
regulation.  The  clause  should  apply, 
ADL  argued,  since  its  research  was  in 
the  national  interest.  The  argument 
was  rejected  in  Massachusetts  Superi- 
or Court  by  Judge  Robert  Hallisey, 
who  noted  that  neither  Congress  nor 


the  DOD  has  shown  intent,  either  in 
the  Toxic  Substances  Control  Act  or 
in  the  language  of  military  contracts, 
to  stop  states  and  localities  from  pro- 
tecting themselves  against  hazardous 
substances,  even  if  military  testing  is 
involved.  ADL  is  still  fighting  in  court 
over  whether  the  regulation  is  reason- 
able in  light  of  their  safeguards.  But  so 
far  it  has  been  a  stunning  victory  for 
the  locality. 


ADL  is  not  the  only  firm  doing 
nerve  agent  research.  All  told,  compa- 
nies in  1 1  cities,  large  and  small,  are 
certified  to  do  the  work  for  the  DOD. 
While  the  research  isn't  always  done 
within  city  limits,  those  companies 
are  based  in  places  like  Buffalo  and 
Riverhead,  N.Y.;  San  Diego,  Calif.; 
Birmingham,  Ala.;  Kansas  City,  Mo.; 
and  Columbus,  Ohio. 

Nor  is  ADL  the  only  firm  that  has 
been  taken  to  task.  "Unacceptable 
risk,"  which  is  rapidly  becoming  a 
toxic  buzzword,  is  also  being  cited  by 


Morris  Township,  N.J.  For  a  year  now 
Bell  Communications  Research  (Bell- 
core), the  new  research  and  engineer- 
ing arm  of  the  divested  Bell  operating 
subsidiaries,  has  been  before  the 
town's  planning  board  trying  to  get 
approval  for  a  new  lab  complex.  Bell- 
core wants  to  do  fiber  optic  communi- 
cations research  involving  arsine  and 
phosphine,  both  highly  toxic. 

Like  ADL,  Bellcore  says  it  can  han- 
dle the  substances  responsibly.  But 
that,  presumably,  is  what  Union  Car- 
bide said  in  Bhopal.  "The  more  I 
heard,  the  less  I  liked  it,  so  I  mobilized 
the  troops,"  says  James  Stenger,  a  resi- 
dent and  the  spokesman  for  the  Con- 
cerned Citizens  of  Morris  Township. 
Environmental  disasters  like  Bho- 
pal and,  before  it,  Love  Canal  and 
Three  Mile  Island  are  the  reason  for 
such  militancy.  "It's  not  as  if  the 
chemicals  are  new,"  says  Sheldon 
Knmsky,  chairman  of  the  Cambridge 
science  panel.  "What's  new  is  the 
public's  sensibility  and  concern  about 
environmental  risks." 

What  is  more,  says  David  Berger, 
the  Philadelphia  attorney  who  repre- 
sented residents  near  Three  Mile  Is- 
land, the  public  now  realizes  it 
has  legal  recourse. 

Indeed,  the  Cambridge  deci- 
sion differs  from  past  legal  rul- 
ings. In  1976  New  York  City, 
the  most  densely  populated  area 
in  the  country,  prohibited  the 
transport  of  radioactive  materi- 
als through  its  streets.  The 
city's  ordinance  conflicted  with 
a  federal  regulation  that  such 
substances  could  be  carried  on 
interstate  highways.  A  federal 
judge — not  a  state  court,  as  in 
the  Cambridge  case — ruled  that 
the  federal  law  preempted  the 
local  one,  and  the  U.S.  Supreme 
Court  refused  to  hear  the  city's 
appeal.  New  York,  though,  isn't 

1  finished.  Its  Department  of  En- 
vironmental Protection  is  ap-- 
pealing  to  another  forum:  the 
Department  of  Transportation  itself. 
Firms  working  with  dangerous  sub- 
stances are  understandably  worried. 
In  an  attempt  to  forestall  public  fear 
of  "worst  case  scenarios,"  increased 
public  education  efforts  are  likely. 
Says  Chemical  Industry  Institute  of 
Toxicology  President  Robert  Neal, 
"Members  of  the  chemical  industry, 
because  of  Bhopal,  are  concerned 
about  the  public's  concern." 

They  must  be.  Indifference  to  pub- 
lic concern  would  create  unaccept- 
able risks  of  another  kind.  ■ 
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One  financing  arrangement  simpler  than  ours. 

If  you're  looking  for  a  way  to  simplify  the  proeess  of  financing  IBM  equipment, 
consider  the  IBM  Credit  Corporation. 

Our  term  lease  master  contract,  which  you  need  to  sign  only  once,  is  a  mere 
four  pages.  A  little  longer  than  an  IOU,  but  look  what  it  gets  you. 

Flexibility.  We'll  tailor  lease  financing  to  meet  your  company's  needs. 

Upgradability.  If  your  business  grows  or  you  want  to  add  equipment,  a  simple 
supplement  to  your  original  contract  is  all  it  takes. 

Competitive  rates. 

We  not  only  reduce  your  paperwork,  we  reduce  your  peoplework. 

The  same  person  who  helps  you  choose  the  IBM  equipment  your  business 
needs  can  also  arrange  to  finance  it. 

Call  your  IBM  representative  to  get  more  information  about  the  IBM  Credit 

Corporation.  Or  call  1 800  1BM-2468  Ext.  7,  code  AG. 

\ou  owe  it  to  yourself. 

See  how  simple  financing  can  be. 
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Numbers  Game 


"If  I  don't 
cross  the  t..." 


By  Richard  Greene 


CHANGING  AUDITORS  is  a  big 
deal.  For  one  thing,  it's  a  major 
dislocation  for  a  company  to 
acquaint  a  new  set  of  auditors  with  all 
its  operations,  officers  and  internal 
controls,  especially  when  the  new 
auditor  uses  a  different  computer  sys- 
tem. Even  worse,  you  inevitably  trig- 
ger the  scrutiny  of  the  Securities  & 
Exchange  Commission. 

Why,  then,  did  roughly  5%  of  the 
country's  publicly  held  companies 
change  auditors  last  year?  There 
must  be  a  reason — and  you  would 
expect  to  find  it  in  SEC  form  8K, 
which  companies  must  file  when 
they  change  auditors.  The  8K  is 
supposed  to  spell  out  any  "dis- 
agreements" between  client  and 
auditor.  And  the  auditing  firm  it- 
self must  file  a  letter  commenting 
on  the  company's  version. 

But  when  you  look  at  8Ks,  you 
find  scarcely  a  word  about  dis- 
agreements. Take  Chase  Manhat- 
tan Corp.  Just  months  after  the 
Penn  Square  and  Drysdale  Securities 
fiascos  in  1982,  the  bank  fired  its 
longtime  auditors,  Peat,  Marwick, 
Mitchell  &  Co.  But  the  8K  says  only 
that  Chase  changed  auditors.  That's 
it.  Not  a  word  about  any  dispute  or 
any  other  reason  for  the  change. 

In  the  last  couple  of  years  nearly 
1,000  other  publicly  traded  compa- 
nies also  changed  auditors.  Most  were 
small  or  middle-size  companies,  but 
some  were  giants  like  Pan  American 
and  the  Financial  Corp.  of  America. 
According  to  Arthur  Bowman,  editor 
of  the  industry  newsletter  Public  Ac- 
counting Report,  which  keeps  track  of 
these  SEC  filings,  fewer  than  5%  of 


these  firms  reported  any  disputes  on 
their  8Ks.  Granted,  some  of  the  com- 
panies may  simply  have  wanted  to 
switch  to  a  larger  or  a  less  expensive 
accounting  firm.  Personality  differ- 
ences may  also  have  played  a  part  in 
many  cases.  But  it  begs  credibility  to 
think  that  so  few  auditor  changes 
have  anything  at  all  to  do  with  audit- 
ing disputes. 


Chas  B  sl.u.km.in 


Why  do  companies  fire  their  auditors?  It's  ^j^fcJg&iJS 

nOt    tOO    hard    tO    figUre    OUt.    BUt    nO    One     disclose  accounting  differences  when 

j         i  t"ey  changed  auditors,  they  would  be 

WantS  tO  talk  abOUt  It.  less  inclined  to  shop  around  for  more 

lenient  treatment. 

Unfortunately,  the  way  the  SEC 
regulations  were  written  provides  a 
great  deal  of  latitude.  "Even  when 
they  do  say  there  is  a  disagreement  in 
policy — and  that's  the  exception — 
they  don't  say  anything  more,"  says 
Arthur  Susman  of  Joseph,  Susman  & 
Myers,  counsel  in  a  shareholder  suit 
against  Continental  Illinois  and  its 
Big  Eight  accounting  firm,  Ernst  & 
Whinney. 

For  example,  when  Broadview  Fi- 
nancial Corp.,  a  large  Ohio  savings 
and  loan,  switched  from  Peat  Mar- 
wick to  Deloitte,  Haskins  &  Sells,  the 
8K  said  this:  "During  the  third  quar- 
ter ..  .  disagreements  arose  between 
the  registrant  and  the  former  indepen- 
dent accountants  with  respect  to  in- 
come recognition  in  connection  with 
three  transactions  consummated  by 
the  registrant  in  the  first,  second  and 
third  quarters  of  the  current  fiscal 
year."  That  doesn't  exactly  lay  it  all 
out  in  black  and  white. 

The  problem  is  that  there's  no 
incentive  for  the  company  to  tell 
all.  Just  the  reverse,  in  fact:  If  the 
company  maintains  there  has  been 
no  disagreement  over  accounting, 
it  doesn't  have  to  disclose  any  oth- 
er reasons  for  the  change. 

And   what   constitutes   a   "dis- 
agreement"? The  rules  say  it  oc- 
curs only  at  the  "decision-making 
level,"    when    there    is    an    "un- 
equivocal contrary  position"  taken 
by    the    auditor    and    the    client. 
That's  a  nice  loophole:  If  the  chief 
executive  never  talked  to  the  audi- 
tor, the  company  may  be  able  to 
fire  the  auditor  with  a  clear  con- 
science and  an  empty  8K. 
The  SEC,  aware  of  these  problems, 
pays  close  attention  to  the  8Ks,  infor- 
mative or  uninformative,  says  Robert 
Sack,  chief  accountant  of  the  com- 
mission's      enforcement       division. 
"That's  one  way  we  can  help  the  peo- 
ple in  the  profession  guard  against 
being  shopped,"  says  Sack.  "If,  for  ex- 
ample, a  company  changes  accoun- 
tants and  in  the  following  year  it  de- 
cides to  adopt  a  less  conservative  ac- 
counting practice,  we're  going  to  look 
into  it." 

Couldn't  the  SEC  improve  the  defi- 
nition of  "disagreement"?  "We  could 
do  some  definitional-type  things  that 
would  help,  and  I  suppose  we  should," 


Especially  since  auditing  changes 
on  their  face  are  suspect  these  days. 
"There  is  little  doubt  that  the  pursuit 
of  ever-increasing  sales  and  profits 
puts  a  continuing  pressure  on  the  ac- 
countants to  be  sympathetic,  if  not 
malleable,"  says  Daniel  J.  McCauley 
Jr.,  senior  partner  of  Blank,  Rome,  Co- 
misky  &  McCauley,  a  large,  well- 
known  corporate  counsel  in  Philadel- 
phia. "I  suspect  there  have  been  a 
great  number  of  accounting  firm 
changes  made  for  reasons  that  one 
might  characterize  as  sinister." 

What  McCauley  is  talking  about  is 
euphemistically  called  "auditor  shop- 
ping." That's  why  the  SEC  required 
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says  Sack.  "But  if  a  CPA  firm  and  the 
client  are  simply  going  to  agree  to  go 
separate  ways  and  decide  not  to  get 
into  a  public  dispute,  then  there's  not 
a  hell  of  a  lot  anybody  can  do  about 
that." 

Duane  R.  Kullberg,  chairman  and 
CEO  of  Arthur  Andersen,  brings  up 
another  suggestion  for  the  8K,  one  he 
doesn't     necessarily     accept:     "You 


could  ask  the  company  to  disclose 
whether  it  made  an  inquiry  to  any 
ether  accounting  firm  in  the  last 
couple  of  years  about  accounting 
principles."  Or,  adds  Sack,  adopt  the 
suggestion  one  CPA  jokingly  made 
to  him:  "Study  the  letter  I  file  with 
the  8K  with  great  care.  If  I  don't 
cross  the  t,  you'll  know  you  ought  to 
investigate." 


The  "ideal  world'  may  well  involve  con- 
tinuous computerized  reporting  as  well  as 
auditing,  but  the  SEC  isn't  ready  for  it  yet. 


Wait  and  see 


By  Ruth  Simon 


WITH  MANY  LARGE  COMPANIES  ex- 
pected to  begin  continuous  au- 
diting soon  for  internal  use,  how  far 
away  is  continuous  financial  report- 
ing? Columbia  Business  School  Dean 
John  C.  (Sandy)  Burton,  former  chief 
accountant  of  the  SEC  and  now  an 
outspoken  and  thoughtful  academic, 
thinks  that  investors  could  be  tapping 
into  a  steady,  computerized  stream  of 
information  via  their  personal  com- 
puters in  only  10  or  15  years  (Forbes, 
Dec.  17,  1984). 

What  impact  would  that  have  on 
the  market?  "It  should  substantially 
enhance  the  information  available, 
and  that  can  only  be  good,"  says  Uni- 
versity of  Chicago  Business  School 
Professor  Sidney  Davidson.  "There 
should  be  fewer  surprises  at  the  end  of 
a  quarter  than  there  are  now,  so  in- 
stead of  the  stock  price  falling  15 
points  when  the  bad  news  comes  out 
in  the  quarterly  report,  it  might  go 
down  at  the  rate  of  1  point  a  week." 

Skeptics  counter  that  the  stock 
market  would  become  far  more  vola- 
tile, overreacting  to  every  new  report. 
"I  think  that  people  would  panic. 
They  would  just  get  very  jumpy,"  says 
Harvard  Business  School  Professor 
David  Hawkins.  Few  investors  would 
take  the  time  to  digest  carefully  each 
piece  of  news  before  deciding  to  buy 


or  sell,  Hawkins  says.  Their  psycholo- 
gy: "It  is  nice  to  be  the  first  one  to 
make  the  move,"  he  explains,  "not 
the  last." 

Rick  Holley,  assistant  vice  presi- 
dent of  corporate  audit  for  Burlington 
Northern  Railroad  Co.,  agrees:  "Being 
insiders,  we  know  that  when  the 
weather  is  bad,  carloadings  may  be 
down.  But  I  don't  think  investors 
would  understand.  They  might  un- 
load the  stock  prematurely  and  take  a 
loss.  I  think  our  investment  analysts 
probably  do  understand,  but  they  stay 
in  contact  with  the  company  almost 
daily." 

Robert  Bell,  general  auditor  for 
American  Can,  says  investors 
wouldn't  see  the  forest  for  the  trees. 


"It  might  be  misleading,"  he  says.  "A 
company  goes  through  cycles.  Sales 
can  one  day  be  up,  one  day  be  down." 
Investors  would  be  making  a  mistake 
to  act  on  individual  bits  of  informa- 
tion, Bell  says,  since  these  erratic  in- 
dicators tend  to  smooth  out  over  a 
quarter  or  a  year. 

Financial  institutions,  which 
would  prefer  that  individuals  rely  on 
them  instead  of  doing  their  own 
homework,  understandably  dislike 
Burton's  prediction.  Aren't  they  al- 
ready providing  the  investor  with  ev- 
erything he  needs?  "Maybe  it  sounds 
a  bit  arrogant,  but  one  shouldn't  be 
surprised  if  one  does  one's  home- 
work— unless  management  is  mis- 
leading you,"  says  Anthony  Cope  of 
Wellington  Management.  "Besides,  I 
wonder  whether  there's  really  the  ap- 
petite on  the  investment  side  for  that 
much  detail,"  he  says.  "I  can't  believe 
there's  a  large  audience  among  indi- 
vidual investors  for  weekly  or  month- 
ly data." 

The  individual  investor,  who  must 
often  wait  for  the  analyst's  written 
report — and  who  rarely,  if  ever,  sees  a 
report  that  urges  him  to  sell — might 
well  disagree  with  Cope's  comments. 
Continual  auditing  and  reporting 
ought  to  put  the  serious  individual 
investor  on  an  equal-information 
footing  with  the  powerful  money 
managers  in  the  land. 

"Theoretically  the  ideal  system 
would  be  accessible  to  anybody," 
agrees  Edmund  Coulson,  deputy  chief 
accountant  of  the  SEC.  "People  could 
not  only  get  the  data  on  their  home 
computers,  but  also  be  able  to  use 
various  kinds  of  software  programs  to 
make  it  more  usable." 

The  establishment  of  any  new  re- 
porting system  would,  of  course,  re- 
quire a  mandate  from  the  SEC.  "No- 
body's going  to  volunteer  to  go  to  a 
system  where  more  information  is 
given  out,  when  all  their  competitors 
wouldn't  have  to.  Everybody  needs  to 
be  on  the  same  playing  field,"  Coul- 
son says. 

Don't  hold  your  breath  waiting  for 
that  mandate.  Although  some  compa- 
nies are  already  submitting  periodic 
information  to  the  SEC  electronical- 
ly, on  its  EDGAR  system,  Coulson 
says  further  steps  are  likely  to  take  a 
while.  "I  think  what  you're  going  to 
see  is  an  evolving  system  where  ED- 
GAR gets  increasingly  upgraded,  and 
people  start  using  the  data  and  mani- 
pulating it,"  says  Coulson.  "That  way 
we'll  have  time  to  see  what  reaction 
we  get."  In  the  interim  the  commis- 
sion is  likely  to  content  itself  with 
upgrading  the  disclosures  required  in 
quarterly  reports.  ■ 
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Taxing  Matters 


The  next  time  top  executives  pull  the  rip- 
cord  on  their  golden  parachutes,  they  may 
get  a  nasty  surprise. 


The  Agee  legacy 


By  John  A.  Byrne 


Q 


uestion:  When  Scovill  Chair- 
man William  F.  Andrews  and 
his  three  top  executives  got 
theif^olden  parachutes  last  month, 
why  did  the  agreements  specify  they 
were  to  be  paid  2.99  times  the  average 
of  their  annual  compensation  over  the 
past  five  years?  Not  three  times.  Not 
two  times.  Precisely  2.99  times. 

Answer:  to  dodge  the  new  ceilings 
on  golden  parachutes  in  the  1984 
Deficit  Reduction  Act.  By  pegging 
their  payments  a  sliver  under  times- 
three,  Scovill's  top  brass  won't  have 
to  pay  penalty  taxes  on  their  loot,  and 
Scovill  can  deduct  those  payments  on 
its  corporate  taxes. 

None  of  this  fancy  footwork  would 
have  been  necessary  had  it  not  been 
for  what  some  people  are  calling  the 
"Bill  Agee"  bill.  It  may  be  that  Agee's 
greatest  mark  on  corporate  America 
will  be  the  shadow  of  his  $5.4  million 
golden  parachute  from  Bendix. 

"To  get  drunk-driving  legislation, 
someone  generally  needs  to  die  at  the 
hands  of  a  drunk  driver,"  says  Law- 
rence Silver,  a  tax  partner  at  Peat  Mar- 
wick.  In  the  same  way,  says  Silver, 
Agee's  gigantic  parachute  ruffled 
enough  feathers  to  garner  the  political 
support  to  get  these  significant  re- 
straints passed. 

Golden  parachutes  are  special  com- 
pensation pacts  that  provide  for  gen- 
erous severance  and  benefits  payouts 
to  key  executives  should  control  of  a 
company  change  hands.  They  were 
the  hottest  new  executive  perk  in 
1982.  According  to  one  study,  more 
than  60%  of  the  top  executives  of  the 
1,000  largest  firms  had  one  in  their 
desk  drawers  by  year-end  1982. 


Under  the  new  law  an  "excessive" 
parachute  is  one  that  equals  or  ex- 
ceeds three  times  the  executive's  av- 
erage annual  total  pay  and  bonuses 
over  the  previous  five  years.  Execu- 
tives with  parachutes  cut  on  the  Agee 
pattern  henceforth  will  get  hit  with  a 
20%  penalty  tax  on  that  portion 
deemed  excessive,  and  the  company 
will  no  longer  find  that  portion  tax- 
deductible.  Parachutes  in  existence 
by  mid-June  of  last  year  have  been 
grandfathered  in.  But  there  is  an  im- 
portant exception:  Any  revision  in 
those  parachutes  could  place  them 
under  the  new  rules. 

Under  the  old  tax  law,  Agee,  assum- 
ing he  was  in  the  50%  tax  bracket, 
wound  up  pocketing  about  $2.7  mil- 
lion of  his  $5.4  million  parachute. 
The  aftertax  cost  to  Bendix  for  this 
extravagance  was  about  $3  million.  It 
cost  the  company  $1.08  for  every  $1 
in  net  income  gained  by  Agee. 

Under  the  new  law,  Agee  would 
have  had  to  fork  over  an  additional 
$670,000  penalty  excise  tax  because 
$3.4  million  of  his  $5.4  million  would 
have  been  excessive.  That's  not  all. 
Because  the  company  now  loses  a  tax 
deduction  on  the  parachute,  it  would 
have  cost  Bendix  $4.5  million  to  hand 
Agee  $2  million — or  $1.5  million 
more.  Cost  to  the  company  for  every 
$1  of  benefit:  $2.20.  That  hurts. 

In  some  respects  the  law  still  may 
be  too  generous.  Assuming  Agee  exer- 
cised all  his  stock  options,  he  cashed 


What  a  difference  a  dollar  can  make 


In  the  golden  parachute  game,  less  is  now  more  because  of  last  year's 
Deficit  Reduction  Act.  In  the  example  below,  the  executive  whose 
payment  is  a  dollar  less  than  $300,000  lands  $150,000  after  taxes  (assum- 
ing he  is  in  the  50%  bracket).  But  the  full  $300,000  parachute  man  brings 
home  only  $110,000.  The  reason?  Once  the  new  law  is  triggered,  the 
excessive  portion  is  penalized  with  a  20%  tax.  The  excessive  portion  is 
that  which  exceeds  the  average  annual  pay  over  the  previous  five  years. 
Once  the  penalty  is  triggered,  the  company  can  no  longer  deduct  that 
excessive  payment  from  its  taxes. 


Parachute  payments 


$300,000 


$299,999 


Average  base  pay 


100,000 


100,000 


Limit  test  (3  x  base) 


300,000 


300,000 


"Excess"  payout 


200,000 


Parachute  after  individual  tax 


150,000 


150,000 


Extra  penalty  tax 


40,000 


0 


Cash  to  executive 


110,000 


150,000 


Cost  to  company 


254,000 


162,000 


Source  Peat,  Mani'ick,  Mitchell  &  Co. 
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The  $80  Billion  Baby  Th 
the  World  Hasn't  Adopted  Yet 


Interest  rate  swaps:  a  concept  that 
has  just  had  its  third  birthday  and  is 
already  an  $80  billion  business.  And 
when  all  those  people  who  can  benefit 
by  it  ultimately  adopt  it,  there  is  no  limit 
to  how  fast  this  baby  will  grow.  Because 
interest  rate  swaps  can  provide  corpo- 
rations and  financial  institutions  with 
a  silent  and  flexible  financing  technique 
that  significantly  reduces  costs. 

And  when  it  comes  to  interest  rate 
swaps,  there  is  no  investment  bank  that 
has  the  capability,  experience  and 
international  presence  to  match  First 
Boston.  In  1982,  First  Boston  with  its 
London-based  partner  Credit  Suisse 
First  Boston,  engineered  the  first 
interest  rate  swap  tied  to  a  public 
capital  market  transaction. 

Since  then,  First  Boston  has  achieved 
an  outstanding  record  for  innovation. 
A  record  of  creative,  varied  and  com- 
plex swaps,  including  asset-based 
swaps,  floating  rate-to-floating  rate 
swaps  and  tax-exempt  swaps.  First 
Boston  has  even  arranged  puts  and 
calls  on  swaps.  And  First  Boston  has 
a  real  breadth  of  experience-its  experts 
have  arranged  swaps  worldwide  ranging 
in  size  from  $5  million  to  $300  million 
and  with  maturities  from  1  to  12  years. 

When  you  consider  the  benefits  of 
silent  financing-the  cost  savings,  the 
increased  flexibility  and  the  ability  to 
control  the  interest  sensitivity  of  your 
balance  sheet-you  can  see  why  interest 
rate  swaps  will  be  a  baby  you  may  want 
to  adopt  in  1985. 

Just  as  they  have  been  for  nearly 
200  corporations  and  financial  institu- 
tions, the  resources  of  First  Boston's 
interest  rate  swap  group  are  a  phone  call 
away.  Call  Thomas  Kirch,  Managing 
Director,  at  headquarters  in  New  York 
City,  (212)  909-2000. 
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Interest  rate  swaps. 
Another  reason  why  First  Boston 
is  getting  the  call  in  1985. 


For  more  information  call  1-800-828-7280  (in  N.Y.  State  1-800-462-1075). 
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'A  portable 
phone  system? 

GEE!" 


(No,  GTE!) 


Cellular  telephone  systems  have 
revolutionized  the  mobile  phone 
business.  But  in  order  to  use  your 
cellular  phone,  you  had  to  be  in 
your  car.  Until  now. 

GTE  doesn't  think  you  should 
be  tied  to  your  car.  So  our  cellular 
service  offers  a  phone  that  is  truly 
portable.  (Its  rechargeable  bat- 
teries are  right  in  the  handset.) 

You  can  carry  it  in  a  briefcase 
or  purse,  or  on  your  belt  —  and,  of 
course,  in  your  car. 

And,  as  with  the  whole  cellular 
idea,  there's  no  waiting  for  an  open 
channel.  Simply  dial  your  call 
whenever  you  want  to,  wherever 
you  are  —  in  any  cellular  area. 

We  aren't  going  to  tell  you  how 
important  your  phone  is.  We'll  just 
remind  you  that  now,  thanks  to 
GTE,  you  really  can  take  it  with 
you. 


Long  Before  There  Was  a  Silicon  Valley  or  Route  128 
Oklahoma  Was  Deep  Into  Advanced  Technologies 

Now  AT&T  has  chosen  Oklahoma  to  produce  its  large  multi-use  computers, 
aided  by  Magnetic  Peripherals,  Inc.  (Control  Data).  Fife  Corporation  here  is  world 
leader  in  computerized  measuring  equipment.  Components  for  rockets  that  pro- 
pelled man  to  the  moon  were  produced  by  a  skilled  Oklahoma  work  force.  Hertz  and 
American  Airlines  placed  their  world-wide  reservations  centers  in  Oklahoma.  Dyna 
Turn  and  others  are  producing  rigid  computer  discs,  on-line  data  processing 
facilities,  sophisticated  medical  equipment  and  much  more. 


The  Profitable  Place  To  Be 

WRITE  TO: 

Director,  Industrial  Division,  Oklahoma  Department  of  Economic 
Development,  Suite  209,  P.O.  Box  53424,  State  Capitol  Station, 
Oklahoma  City,  OK  73152  (Phone  405-521-2401). 


TECHNOLOGICAL  LEADERSHIP 

Since  i98i,  when  volvo  white  truck 

CORPORATION  WAS  FOUNDED,  WE'VE 
INTRODUCED  MORE  NEW  PRODUCTS  WITH 
MORE  INNOVATIONS  THAN  ANY  OTHER 
HEAVY  TRUCK  MANUFACTURER.  THAT'S 
CALLED  LEADERSHIP.  THIS  "CAN  DO" 
SPIRIT  AT  VOLVO  WHITE  IS  MATCHED 
ONLY  BY  OUR  DEDICATION  TO  QUALITY. 
HEAVY  TRUCKS  THAT  ARE  DESIGNED, 
ENGINEERED  AND  TESTED  FOR  THE  BEST 
VALUES  IN  PERFORMANCE,  OPERATING 
ECONOMY  AND  LONGEVITY. 

The  full  range  of  volvo  white  prod- 
ucts represent  a  new  stan-  |ff§jjil|| 

DARD  OF  EXCELLENCE  ON  THE 
AMERICAN  ROAD. 


VOLVO  WHITE  TRUCK  CORPORATION 
GREENSBORO,  N.C. 


Taxing  Matters 


140 


out  $1.4  million.  Some  of  the  options 
were  accelerated  because  of  the 
change  of  control.  These  payments 
are  considered  "reasonable"  under  the 
law  because  the  options,  however  ac- 
celerated, still  were  granted  before  the 
change  of  control.  Had  they  been  in- 
cluded, the  penalty  would  have  been 
significantly  greater. 

But  in  other  respects  the  new  law  is 
too  tough.  Because  of  a  nasty  little 
booby  trap,  even  companies  that  don't 
have  golden  parachute  agreements 
might  unwittingly  find  themselves 
subject  to  the  law's  provisions.  How 
come?  Because  any  employment  con- 
tract that  is  signed  within  one  year  of 
a  change  of  control  is  now  presumed 
to  be  a  parachute.  The  burden  of 
proving  that  it  isn't  is  on  the  com- 
pany. "It  ropes  in  almost  any  agree- 
ment you  could  have,  even  annual 
employment  contracts  and  termina- 
tion agreements,"  says  Peter  Chin- 
gos,  an  executive  compensation  ex- 
pert at  Peat  Marwick. 

Worse,  the  new  rules  are  unfairly 
arbitrary.  Only  if  the  parachute  is 
three  times  the  executive's  average 
annual  compensation  is  there  a  penal- 
ty. A  dollar  less  and  you  pay  no-penal- 
ty. "There's  a  cliff  effect  to  this,"  adds 
Chingos.  "It's  all  or  nothing." 

So  Scovill  figured  out  that  by  giving 
its  executives  slightly  smaller  para- 
chutes the  beneficiaries  would  really 
be  getting  more  money  while  the 
company  paid  less. 

To  see  what  a  difference  a  buck  can 
make  in  the  parachute  department, 
look  at  the  table  on  page  136. 

Blame  it  on  Agee. 

Do  you  sincerely 
hate  paying  taxes? 

Get  a  job  with  the  Panama  Canal 
Commission  down  on  the  isth- 
mus, and  you  won't  have  to  pay  taxes 
to  anyone. 

This  blissful  state  of  affairs  was 
confirmed  in  a  recent  decision  in  U.S. 
Claims  Court,  where  an  American 
citizen  employed  by  the  commission 
sought  and  got  a  refund  of  all  the  U.S. 
taxes  he  had  paid  on  his  salary.  The 
language  in  the  1903  Implementation 
Agreement  of  the  Panama  Canal 
Treaty  was  "clear  and  unambiguous" 
in  exempting  citizens  from  all  taxes, 
wrote  the  court.  And  President  Theo- 
dore Roosevelt  was  acting  within  the 
scope  of  his  authority  when  he  signed 
that  agreement. 

Now  that  certainly  is  a  nice  tax 
package!— Geoffrey  Smith 


FORBES^  FEBRUARY  11 


. 


85 


©  1984  McGRAW-HILL.  INC 


ure 


It  in  Bqsingss  Week.fi 


mmmw 


w-^ 


They  meet  in  exotic  destinations. 

They  cross  the  world  in  hours  rather  than  days. 

Their  village  is  global,  and  so  is  their  marketplace.  Tb  „ 
are  today's  international  executives. 

And  it  takes  more  than  an  ordinary  business  magazine  to 
help  them  keep  pace  with  their  complex,  fast-changing  world. 

It  takes  Business  Week  International. 

Executives  worldwide  rely  on  it  for  the  informed  outlook 
as  well  as  the  latest  news. 

For  the  experienced  insight  as  well  as  the  verified  fact. 

That's  why  our  advertisers  know  that  Business  Week 
International  speaks  to  our  readers  in  a  special  voice. 

The  voice  of  authority. 

■|INTERNATIONAL|B|  ■ 

BusinessWeek;  - 

VOICE  OF  AUTHORITY 


Marketing 


Edited  by  Stephen  Kindel 


Manufacturers  of  computers,  riding  mow- 
ers and  carpets  are  issuing  their  own  credit 
cards  to  boost  sales  of  big-ticket  items. 

Don't  leave  the 
store  without  it 


By  Raymond  Goydon 

DURING  THE  DARK  DAYS  of 
the  Great  Depression, 
farmers  discovered  a 
friend  in  John  Deere.  Long  after 
banks  and  other  farm  equip- 
ment suppliers  had  stopped 
lending,  the  Moline,  111. -based 
farm  equipment  manufacturer 
continued  to  extend  credit  to  its 
customers. 

Today  Deere  &  Co.  is  once 
again  a  major  private  credit 
source  for  its  customers,  though 
not  for  buyers  of  heavy  farm  ma- 
chinery; rather,  it  is  extending 
credit  to  purchasers  of  rider 
mowers  and  other  lawn-care 
equipment.  And  it  has  been 
joined  by  such  marketing 
heavyweights  as  IBM  and  Ap- 
ple, which  are  making  it  easier 
for  consumers  to  buy  personal 
computers  and  related  software, 
and  by  Monsanto,  which  is  un- 
derwriting carpet  sales  with 
credit  programs. 

Why  private  credit?  Says  Rob- 
ert Selvi,  Apple's  financial  mar- 
keting manager,  "Traditional 
bank  installment-type  financ- 
ing and  bank  credit  cards  just 
weren't  satisfying  the  need  for  a 
convenient  consumer  credit  ve- 
hicle." Translation:  Customers 
were  shying  away  from  buying 
personal  computers  with  con- 
ventional credit  cards  because 
they  feared  reaching  or  exceed- 
ing their  credit  limits  with  a 


single  sizable  purchase. 

To  get  around  that  problem,  Apple 
introduced  its  easy-to-get  and  easy-to- 
use  Apple  Card  in  the  summer  of 
1983,  with  the  help  of  a  $150  million 
credit  line  arranged  by  General  Elec- 
tric Credit  Corp.  (GECC).  All  an  inter- 
ested customer  has  to  do,  says  Selvi,  is 
fill  out  a  short  questionnaire  at  an 
authorized  Apple  dealer  and  produce  a 
valid  bank  or  American  Express  card, 
and  a  $2,500  credit  line  can  be  estab- 
lished instantly.  An  Apple  Card  will 
be  in  the  mail  in  a  few  weeks,  but  the 
customer  needn't  wait  for  it  to  make 
an  initial  purchase.  (Deere  requires  its 
dealers  to  place  a  call  to  a  regional 
credit  clearinghouse,  but  even  then 
the  process  rarely  takes  more  than  a 
few  minutes,  and  the  credit  line  is 
approved  on  the  spot.) 

The  program's  charms  are  self-evi- 
dent. Qualified  buyers  no  longer  have 
an  excuse  to  leave  a  store  empty- 
handed  or  go  home  to  mull  over  the 
purchase.  What's  more,  says  Selvi, 
once  an  account  is  opened,  the  likeli- 
phiiHuimg  hood  of  the  customer's  returning  to 
buy  more  Apple  products  in- 
creases dramatically. 

Nothing  comes  cheap,  of 
course.  Consumers  who  finance 
the  purchase  of  a  computer  or  a 
garden  tractor  with  a  company- 
issued  credit  card  pay  interest 
rates  that  average  well  over 
18%  annually.  That's  compara- 
ble to  bank  and  department 
store  cards,  but  several  points 
above  the  rate  charged  by  some 
banks  and  credit  unions  for  a 
conventional  installment  loan, 
which  would  be  the  economi- 
cally rational  way  to  finance  a 
big-ticket  purchase. 

But  that's  just  the  point. 
Make  people  think  about  the 
money  they  spend,  and  they  be- 
come loath  to  spend  it;  make 
spending  convenient,  and  they 
spend  with  an  eased  conscience. 
Apple's  Selvi  claims  the  Apple 
Card  is  an  enormous  success 
based  on  "sales  volume,  pene- 
tration, dealer  response  and  the 
percentage  of  recent  sales  made 
with  the  card."  Deere's  director 
of  sales  finance,  Michael  Orr, 
while  less  willing  to  make  such 
a  sweeping  claim  for  its  pro- 
gram, nevertheless  says  that  the 
35,000-plus  cards  issued  since 
the  program's  inception  in  April 
1984  is  almost  double  the 
number  he  and  his  staff  expect- 
ed. And,  he  says,  the  word  from 
the  field  is  that  the  card  is  help- 
ing to  move  product  out  of  the 
dealerships. 
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Avco  's  Caro  Danielian  and  Doris  Kitchen 
Independent  merchants  love  the  card. 


Max  Aguile 


Two  southern  California  shopping  centers  have 
added  to  the  already  abundant  supply  of  plastic 
there.  The  Newport  Center  Fashion  Island  mall,  in 
ritzy  Newport  Beach,  and  the  South  Coast  Plaza  mall, 
in  Costa  Mesa,  issued  their  own  credit  cards  in  the  last 
year  under  two  private  credit  programs  sold  by  Avco 
Financial  Services  Credit  Card,  Inc.  and  Bank  of 
America.  Too  much  of  a  good  thing?  No,  indeed. 
Merchants  are  thrilled. 

At  Newport  Center  32,000  cards  have  been  issued 
since  Oct.  1.  The  card  has  already  become  a  status 
symbol  among  wealthy  Newport  Beach  women. 

"The  card  is  like  a  magnet.  It  attracts  people  from 
out  of  the  area  and  brings  in  new  customers,  who 
spend  more,"  says  Doris  Kitchen,  an  Avco  marketing 
executive.  Fashion  Island  reports  average  card  transac- 
tions of  around  $140,  compared  with  an  average  store 
transaction  of  $50. 

South  Coast  Plaza  is  doing  almost  as  well  with  its 
private  credit  card.  "We've  been  seeing  sales  that  are 
almost  twice  as  large  as  Visa  or  MasterCard  sales," 
says  Roger  Keating,  owner  of  a  South  Coast  Plaza  shoe 
store.  "It's  definitely  brought  us  new  customers,"  says 
Al  Douglass,  owner  of  two  sportswear  stores  in  Fash- 
ion Island.  "About  15%  to  20%  of  our  sales  are  com- 
ing from  the  card." 

Mall  owners,  such  as  The  Irvine  Co.  at  Fashion 
Island,  like  the  cards  because  their  leases  with  mer- 


Preferred  plastic 

chants  are  based  on  gross  sales  volume.  So  anything 
that  drives  up  sales  benefits  them  directly.  Already, 
98%  of  Fashion  Island's  independent  merchants  have 
signed  up  for  the  program,  and  by  the  end  of  1985  mall 
director  Barbara  Roppolo  expects  100,000  people  to 
have  become  Fashion  Island  cardholders,  a  third  of 
them  consumers  who  have  hitherto  never  shopped  at 
the  mall.  South  Coast  Plaza's  credit  program,  started 
in  April,  already  has  14,000  cardholders,  with  115 
stores  and  restaurants  honoring  the  card.  "People  are 
now  asking  different  stores  if  they  accept  the  card," 
says  Werner  Escher,  director  of  community  relations. 

About  the  only  retailers  not  too  excited  about  the 
mall  cards  are  department  stores.  Right  now,  none  of 
the  department  stores  in  either  Fashion  Island  or 
South  Coast  Plaza  accepts  the  mall's  cards.  "We  offer 
our  own  card  and  American  Express,  so  we  don't  feel  a 
need  to  offer  the  South  Coast  Card,"  says  May  Co. 
Chairman  Edgar  Mangiafico. 

But  he  could  be  bucking  a  trend.  Avco  recently 
signed  California's  Del  Amo  Fashion  Center,  the 
country's  largest  mall,  with  over  400  stores.  Avco 
hopes  to  have  75%  of  the  mall's  retailers  join  the 
program  by  March,  and  Avco's  Kitchen  says  she  has 
received  inquiries  from  as  far  away  as  Hawaii  and 
New  York.  "Consumers  are  credit  seekers,"  declares 
Caro  Danielian,  Avco  financial  services  vice  presi- 
dent. "They  like  credit  cards."  Evidently. — Ellen  Paris 


Spurred  by  Apple's  success,  IBM  re- 
cently issued  a  card  of  its  own,  which 
can  be  used  by  customers  for  all  prod- 
ucts available  at  IBM  Product  Centers 
and  authorized  dealers. 

Snapper  Power  Equipment,  Deere's 
rival  in  the  lawn-care  equipment  mar- 
ket, touts  its  private-label  variation, 
Snapper  Credit,  during  television 
spots  for  its  products.  Snapper's  ad- 
vertising tie-in  is  just  one  way  that 


marketing  managers  see  an  added 
benefit  in  the  private-label  programs. 
Another  is  the  monthly  billing  state- 
ment. While  it  is  certainly  not  one  of 
the  customer's  favorite  types  of  mail, 
it  is  a  regular  form  of  communication 
that  reinforces  brand  awareness  every 
time  the  postman  drops  off  the 
monthly  statement. 

In  other  ways,  the  game  is  attrac- 
tive to  the  lenders,  such  as  GECC, 


Citicorp  and  Household  Finance 
Corp.,  and  their  clients.  The  finance 
companies  provide  wholesale  rates  to 
Apples,  IBMs  and  Deeres,  giving  the 
manufacturers  an  extra  margin  to 
cover  costs  from  the  higher  interest 
rate  they  charge  the  retail  customers. 
Says  David  D.  Ekedahl,  general  man- 
ager of  GECC  retailer  finance:  "We 
make  private-label  credit  very  cost- 
effective  for  manufacturers."  ■ 
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For  graffiti  artists  bent  on  defacing  proper- 
ty, it  seems  that,  despite  advances  in 
cleanup  technology . . . 

Where 
there's  a  wall, 
there's  a  way 


By  Kelly  Costigan 


In  the  endless  war  between  graf- 
fiti writers  and  the  protectors  of 
public  places,  the  best  that  can  be 
said  right  now  is  that  both  sides  are 
slugging  it  out  in  the  trenches. 

For  years  the  advantages  were  all  on 
the  side  of  the  vandals:  Since  the  mid- 
1970s,  paints  and  inks  have  become 
progressively  longer  lasting.  As  Wil- 
liam Kilday,  product  development 
manager  at  Pentel  of  America,  Ltd., 
the  American  subsidiary  of  the  Japa- 
nese writing  instrument  giant,  puts  it, 
"We're  working  toward  media  that 
are  not  meant  to  fade  and  that  keep 
their  brilliance.  That's  what  our  cus- 
tomer wants.  And  that  is,  unfortu- 
nately, what  graffiti  writers  are  look- 
ing for,  too." 

The  effect,  according  to  Joseph 
Bresnan,  director  of  planning  and 
preservation  for  the  New  York  City 
Department  of  Parks  &.  Recreation,  is 
that  removing  graffiti  is  now  more 
complicated.  Inks,  for  instance,  have 
become  much  tougher  to  remove  be- 
cause they  contain  larger  concentra- 
of  pigment  than  does  paint.  The 
vandal's  penchant  for  reds,  blues  and 
purples  has  been  troublesome  for  the 
same  reason.  Because  colors  in  the 
magenta  family  have  a  tendency  to 
fade  in  sunlight,  manufacturers  add 
more  pigment  to  intensify  their  hue. 

To  counter  that  thrust,  municipal 
authorities  are  fighting  vandal  inks 
and  paints  with  chemicals  and  vigi- 
lance. With  more  money  in  their  bud- 
gets lately,   cities  are  enlisting  the 


Kcilx-n  Frerek,  CUck/Chlcago 


Graffiti-covered  Chicago  breakwater 
"You  can  fight  it  technologically, 
but  it  can't  be  beaten  that  way." 

help  of  industry  and  an  array  of  so- 
phisticated cleanup  techniques  to 
counter  the  problem.  Some  even 
think  that  the  tide  could  be  turning  in 
favor  of  clean  open  spaces. 

For  now,  the  best  strategy  appears 
to  be  attrition.  By  repeatedly  cleaning 
graffiti-scarred  structures  within 
days,  city  managers  are  hoping  to  beat 
their  adversaries  by  wearing  them 
out.  "Our  overall  philosophy  is  that 
graffiti  beget  graffiti,"  says  Rick  Woo- 
ten,  a  spokesman  for  the  Southeastern 
Pennsylvania  Transportation  Author- 
ity (SEPTA),  which  runs  Philadel- 
phia's bus  and  subway  systems.  "If 
you  eradicate  graffiti,  it  doesn't  come 
back  as  much." 


Another  important  key  to  keeping 
vandals  at  bay  is  not  giving  them  new 
surfaces  to  write  on.  Hence  the  rise  of 
stainless  steel  subway  cars.  Stainless 
steel  lacks  the  millions  of  micropores 
in  the  surfaces  of  materials  such  as 
brick  and  stone  that  ordinarily  act  to 
capture  pigment.  Currently,  about 
75%  of  New  York  City's  subway  cars 
are  made  of  stainless  steel. 

It  is  when  cleanup  crews  have  to 
tangle  with  painted  surfaces  that  graf- 
fiti removal  becomes  more  onerous. 
In  order  to  make  their  paints  and  inks 
more  permanent,  many  marking  pen 
and  spray  paint  manufacturers  have 
increased  the  strength  of  the  solvents 
in  which  their  pigments  are  dissolved. 
When  these  solvents  come  into  con- 
tact with  a  painted  surface,  they  soft- 
en it,  thereby  allowing  the  pigment  to 
penetrate  and  literally  bond  with  the 
underlying  paint  surface.  The  solu- 
tion: painting  public  surfaces  with 
polyurethane-based  products,  such  as 
PPG  Industries'  Durethane,  which 
limit  the  ability  of  solvents  to  soften 
and  bond  with  the  base  paint.  Conse- 
quently, when  a  cleaning  solvent  is 
used,  it  takes  off  the  graffiti  and  not 
much  of  the  paint. 

Another  important  element  of  the 
antigraffiti  fight  is  protective  coatings 
for  stone.  Transparent  sealers  based 
on  acrylic,  silicone  or  polyurethane 
are  increasingly  being  put  to  work  to 
protect  stone  buildings,  schools  and 
monuments.  The  objective  in  apply- 
ing these  products  is  to  prevent  pig- 
ments in  graffiti  from  nestling  into 
stone — a  condition  that  can  often  lead 
to  permanent  damage  in  softer,  highly 
porous  surfaces  such  as  sandstone, 
marble  and  concrete.  Manhattan's  Be- 
thesda  Terrace,  for  example,  may  well 
bear  the  imprint  of  graffiti  artists  for- 
ever. Though  most  of  the  graffiti  have 
been  removed  from  this  120-year-old 
hand-carved  sandstone  landmark  in 
Central  Park,  conservators  have  not 
been  able  to  get  rid  of  visible  rem- 
nants of  the  markings,  which  are 
known  as  shadows. 

But  sealers  and  coatings  for  stone 
have  their  drawbacks.  While  they  are 
far  superior  to  sandblasting — a  graffiti 
removal  method  that  is  apt  to  cut 
stone  in  the  process— some  polyure- 
thane coatings,  particularly  those 
made  of  aromatic  resins,  tend  to  yel- 
low or  discolor  from  the  sun's  ultra- 
violet rays.  Marie  Sarchiapone,  who 
heads  a  three-person  team  set  up  to 
clean  graffiti  in  Central  Park,  also 
maintains  that  coatings  inhibit 
stone's  ability  to  "breathe" — to  ab- 
sorb and  release  moisture.  If  water  is 
trapped  underneath  a  coating  and 
freezes,  it  can  spall,  or  burst,  the  sur- 
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face  of  the  stone.  Thus,  Sarchiapone 
prefers  to  clean  graffiti  the  old-fash- 
ioned way — using  alkaline  paint  strip- 
pers and  solvents,  a  bit  of  elbow 
grease  and  a  water  rinse. 

Then  there  is  the  health  problem. 
Many  solvents  contain  toxic  chemi- 
cals, emit  noxious  fumes  and  are  vola- 
tile. Although  federal  regulations  per- 
mit their  use  in  the  workplace  under 
certain  conditions,  New  York's  Met- 
ropolitan Transit  Authority  has  ruled 
numerous  solvents  off-limits.  "We've 
given  ourselves  a  tougher  [removal] 
job  in  order  to  preserve  worker  safe- 
ty," says  Ed  Slaght,  a  chemical  engi- 
neer with  the  MTA. 

So  what  is  the  answer  to  the  blight 
of  graffiti  if  every  cleaning  and  pre- 
vention solution  seems  flawed?  In  the 
future,  new  technology  may  open 
doors.  Nissho  Iwai  American  Corp.  is 
planning  a  demonstration  for  the 
MTA  in  April  of  an  air-compressor- 
driven  gun  that  shoots  water  and  air 
onto  defaced  surfaces  at  twice  the 
speed  of  sound.  In  Japan  the  device 
was  used  recently  to  remove  epoxy 
paint  from  concrete.  And  the  investi- 
gations by  several  labs  into  ultrasonic 
waves,  says  Philip  Maslow,  a  fellow  of 
the  Construction  Specification  Insti- 
tute, may  someday  prove  to  be  benefi- 
cial. When  aimed  at  a  painted  surface, 
high-frequency  sound  waves  fragment 
the  paint  so  that  it  easily  peels  off. 

One  solution  not  in  the  offing  is  the 
possibility  that  spray  paints  or  inks 
will  become  graffiti-proof.  Manufac- 
turers have  thus  far  refused  to  alter 
their  formulas  because,  says  Pentel's 
Kilday,  changing  the  binders  and  sol- 
vents doesn't  do  any  good.  Even  when 
easy-to-remove,  water-soluble  prod- 
ucts are  available,  graffiti  artists  are 
not  interested. 

Living  with  these  realities,  cities 
have  nevertheless  made  substantial 
progress  against  grafEti  the  last  few 
years.  Philadelphia  has  reclaimed  its 
public  transportation  system  from 
vandals  and  spent  close  to  $4  million 
in  public  and  private  funds  this  year 
to  clean  up  about  20,000  sites.  Central 
Park  has  shed  nearly  50,000  square 
feet  of  graffiti  since  1981,  and  an  ag- 
gressive MTA  promises  that  by  the 
end  of  this  year  30%  of  the  subway 
fleet  will  be  graffiti-free  inside  and 
out.  But  massive  cleanup  assaults  are 
not  enough.  Graffiti  is  also  a  behavior- 
al issue.  "To  a  large  extent,"  says 
Henry  J.  Stern,  New  York  City's  parks 
commissioner,  "you  can  fight  graffiti 
technologically,  but  it  can't  be  beaten 
this  way.  Society  has  to  disapprove  of 
it.  It  has  to  say  there's  something 
wrong  here." 


Shoring  up  porous  defenses 


The  reason  graffiti  is  so  difficult  to  remove  is  that  the  pigments  used  in 
modern  inks  and  paints  easily  lodge  in  the  micropores  of  brick,  stone  and 
concrete  (A).  Solvents  may  dissolve  and  loosen  some  of  these  pigments 
(B),  but  the  real  solution  seems  to  be  sealing  the  pores  (C).  When  this  is 
properly  done,  pigment  bonds  to  the  coating  and  is  easily  removed  (D). 
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"America  is  growing  old. 

'American  life  once  ended  at  an  average  age  of 
50.  Soon,  middle  age  will  begin  at  50. 

'In  less  than  a  century,  life  expectancy  in  this 
country  has  increased  more  than  50  percent  — 
bringing  with  it  increased  burdens  of  immense 
proportions. 

'In  contrast  to  their  forbears  who  suffered  acute 


diseases  and  died  relatively  quickly,  toda 
elderly  are  plagued  by  expensive  chronl 
illness  such  as  cardiovascular  disease,  ca 
and  senile  dementia  —  diseases  that  cam  i 
continued  suffering  and  financial  drain 

'Despite  our  unprecedented  investnc 
in  health,  longevity  has  increased  more 
health;  and  disease  span  has  increased  r 
than  both.  More  people  spend  more  ye; 
chronically  ill  than  ever  in  our  history. 

"Before  we  can  change  the  way  we  II 
we  must  change  the  way  we  thinil 

'Faced  with  the  paradox  that  we  are  pa>\i 
more  for  medical  care  yet  are  burdened 
more  disease,  experts  now  tell  us  we  mt 
soon  make  the  difficult  choice  between 
continued  increase  in  medical  costs  andi 
rationing  of  health  care. 

'Treating  costs  or  rationing  care  carr^ 
never  bring  good  health.  Certainly,  it  w 
difficult  to  contain  cost  —  without 
compromising  care  —  if  we  do  not  disa 
ways  to  cure  disease.  Medicine  has  becc 
more  costly  not  because  of  medical  prog 
but  despite  it. 

'The  unpleasant  prospect  of  a  future 
crowded  with  suffering  old  people  drain 
the  nation's  resources  is  not  inevitable.  By  exter: 
the  health  span,  decreasing  the  disease  span,  an 
reducing  the  cost  of  medical  care,  we  can  alter  t 
present  course. 

'To  accomplish  this,  however,  we  must  chai 
some  basic  attitudes. 

'We  must  recognize  that  the  diseases  of  our  el 
cause  social  and  economic  consequences  of 
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Marc  E.  Weksler,  M.D.,  Director  Geriatrics  and  Gerontology 
New  York  Hospital-Cornell  Medical  Center. 


ntous  importance.  Today's  emphasis  on 
ing  the  health  care  system  is  indeed  affecting 
vings.  But  true  cost  savings  will  come  not  from 
ng  with  the  medical  system  but  from  research 
?velops  the  methods  to  prevent  or  cure  the 
s  that  are  most  costly  to  treat. 

"Our  rising  health  costs 
re  the  symptoms  off  unsolved  disease." 

thstanding  the  reckless  personal  habits  that 
)ute  to  chronic  diseases,  we  must  not  stop 
gating  the  biologic  roots  of  these  diseases. 

find  the  answers,  to  extend  our  health  span, 
Is  upon  a  commitment  of  the  scientific  and 
mic  community  —  a  medical  investment 
m  of  unprecedented  proportions, 
espite  the  long  term  economic  incentive, 
ca  is  not  making  the  necessary  investment 

to  discover  the  causes  of  the  chronic  diseases 

lderly.  In  1983  we  spent  over  $320  billion  on 

I  care,  but  only  1  percent  of  this  amount  on 

I  research. 

e  must  triple  and  quadruple  spending  for  basic 

ill  research.  We  must  find  our  way  to  direct 

ment  support,  and  tax  incentives  to 

age  investment  in  medical  research  by 

industry. 

[ie  investment  may  in  fact  be 
It  means  available  of  avoid- 

bankruptcy  of  Medicare. 


Certainly  not  the  least  of  the  benefits,  it  will  offer 
Amearicans  not  only  an  increase  in  life  expectancy, 
but  also  an  increase  in  their  expectancy  from  life. " 

NME.  Enhancing  the  quality  off  life. 

Improving  health  span  and  enriching  life  is  the 
business  of  National  Medical  Enterprises. 

Through  our  hospitals  and  care  facilities 
throughout  the  United  States  we  are  bringing 
Americans  advanced  medical  knowhow  and  the  best 
health  care  that  experience  can  buy. 

Through  our  Hillhaven  subsidiary  and  its 
gerontological  hospitals,  NME  is  applying  the  latest 
research  to  the  special  care  needed  by  sufferers  of 
Alzheimer's  and  other  degenerative  diseases.  And 
pioneering  new  concepts  in  retirement  living  that 
afford  the  elderly  a  continuum  of  care. 

But  working  to  bring  a  better  life  to  the  aged  is 
only  one  facet  of  NME. 

As  one  of  the  largest  health  care  specialists  in  the 
world,  NME  is  advancing  the  state  of  health  care  on 
many  fronts  —  in  our  general  and  psychiatric 
hospitals,  in  our  nursing  homes  and  ambulatory  and 
rehabilitative  care  centers,  in  our  alcohol  and  drug 
dependency  treatment  facilities,  in  our  home  care 
operations.  And  in  the  health 
insurance  plans  we  offer. 

NME.  We're  putting  medical 
research  into  practice. 


NATIONAL  MEDICAL  ENTERPRISES 

ivering  the  most  advanced  health  care  in  the  world. 


Technology 


Health 


Despite  the  claims,  antiperspirants  cant 
entirely  check  the  flow  of  perspiration.  But 
if  you  11  take  the  trouble,  a  California  in- 
ventor says  he  has  a  device  that  can. 


No  sweat? 


By  Robert  Teitelman 


F|  or  most  people  a  daily  swipe 
of  underarm  deodorant  works 
just  fine  in  eliminating  body 
odor  and  some  perspiration.  But  there 
are  over  3  million  U.S.  suffer- 
ers of  hyperhidrosis — exces- 
sive sweating — whose  ec- 
crine  systems  pour  forth  an 
enormous  amount  of  perspi- 
ration, especially  from  the 
underarms,  feet  and  palms. 
For  these  people,  commercial 
antiperspirants  are  about  as 
effective  as  a  tin  cup  on  a 
sinking  ship. 

Says  Dr.  Richard  Dobson, 
chairman  of  the  department 
of  dermatology  at  the  Medi- 
cal University  of  South  Caro- 
lina, "If  you  have  to  deal 
with  the  public,  hyperhidro- 
sis can  be  a  serious  problem. 
You  can't  shake  hands  be- 
cause your  hands  drip.  You 
destroy  clothes,  especially 
around  the  armpits.  And 
you're  very  susceptible  to 
blisters  and  foot  infections." 
It's  no  laughing  matter; 
heavy  perspirers  in  the  elec- 
tronics industry  have  been 
dubbed  rusters  because  ev- 
erything their  hands  touch 
turns  to  rust. 

One  might  expect  the  $850 
million  (estimated  sales)  an- 
tiperspirant  and  deodorant 
industry  to  find  a  remedy. 
But  unfortunately  it  cannot, 
because  no  one  has  ever  been 


able  to  prove  quite  how  antiperspir- 
ants work.  Since  the  late  19th  cen- 
tury, when  the  first  commercial  anti- 
perspirant — Mum — was  introduced, 
scientists  have  been  trying  to  invent 
compounds  that  both  stop  the  flow  of 


Robert  Tapper  with  bis  antisweat  Drionic  device 
Stopping  perspiration  cold. 


perspiration  (these  are  technically 
known  as  antiperspirants)  and  mask 
the  odor  caused  by  bacteria  that  are 
found  in  one  form  of  sweat  (so-called 
deodorants). 

Thus  far  the  researchers  have  ar- 
rived at  a  widely  held  theory:  that  a 
salt  called  aluminum  chlorhydrate, 
the  most  common  active  ingredient 
in  antiperspirants,  causes  a  plugging 
action  on  sweat  gland  ducts.  But  they 
have  achieved  only  a  limited  success 
in  using  it.  Tests  commissioned  by 
the  Food  &  Drug  Administration  in 
1978  determined  that  antiperspirants 
eliminate  only  20%  to  40%  of  under- 
arm perspiration  a  day. 

The  body's  sweat  mechanism  is 
complex  and  contains  two  different 
kinds  of  sweat  glands.  The  first,  the 
apocrine,  are  located  along  hair  folli- 
cles, mostly  in  the  underarm  and 
genital  regions.  During  emotional 
stress  the  apocrine  system  produces  a 
milky  liquid.  Antiperspirants  are  inef- 
fective against  aprocrine  sweat  be- 
cause follicles  keep  the  gland  ducts 
open  despite  the  action  of  antiperspir- 
ants to  plug  them.  Apocrine  sweat 
provides  a  dandy  nutrient  for  bacteria 
and  is  most  likely  the  major  source  of 
body  odor. 
More  widespread  in  the  skin  are  the 
2  million  to  5  million  eccnne 
glands,  which  serve  as  effi- 
cient thermal  regulators. 
During  exercise  or  on  hot 
days,  the  rising  temperature 
of  blood  triggers  the  body's 
thermostat,  the  hypothala- 
mus, a  tiny  structure  tucked  I 
in  at  the  base  of  the  brain. 
The  hypothalamus,  in  turn, 
in  a  series  of  steps,  forces  wa- 
ter onto  the  skin's  surface, 
cooling  it.  While  eccrine 
sweat  doesn't  breed  bacteria 
on  its  own,  the  moisture  en- 
hances the  potential  of  apo- 
crine sweat  for  bacterial 
growth.  That's  why  most 
commercial  antiperspirants 
try  to  be  triple  threats:  plug- 
ging eccrine  glands,  elimi- 
nating apocrine  odor  and 
killing  off  bacteria. 

With  little  prospect  of 
chemically  improving  cur- 
rent performance,  really 
heavy  perspirers  might  seem 
to  have  little  hope.  But  Rob- 
ert Tapper,  president  of  Los 
Angeles-based  General 

Medical  Co.,  thinks  he  has 
found  an  answer  to  stopping 
perspiration  cold.  General 
Medical  is  a  small,  private 
company  that  until  last  year 
sold  one  product,   a   device 
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Tapper  invented  22  years  ago  called 
the  Pernia  Tweez,  which  lemoves 
hair  through  electrolysis.  In  1968 
Tapper  saw  another  potential  market. 
"I  had  read  that  back  in  1948  doctors 
found  they  could  inhibit  sweat 
through  a  process  called  iontophore- 
sis," says  Tapper.  "I  thought  I  could 
adapt  the  Perma  Tweez  technology 
and  make  iontophoresis  something 
people  could  use  at  home." 

Tapper  went  to  work.  Iontophoresis 
uses  a  mild  electric  current  to  plug 
sweat  glands.  Early  iontophoretic  ma- 
chines tended  to  leave  electric  and 
chemical  burns.  Tapper  discovered 
that  the  burns  were  caused  by  a  sodi- 
um hydroxide  ion  traveling  from  the 
bare  electrode  to  the  skin.  So  he  cov- 
ered the  Drionic's  electrodes  with 
wool  pads  that  were  sufficiently  thick 
to  prevent  burns.  To  avoid  the  poten- 
tial for  cardiac  arrest,  he  placed  the 
electrodes  close  enough  together  that 
the  current  would  not  travel  through 
the  body  as  a  whole. 

Tapper's  device,  which  he  called 
the  Drionic,  resembles  a  small  shoe- 
box.  The  wool  is  soaked  in  tap  water, 
which  increases  its  conductivity. 
Then  the  patient  places  his  hand  or 
foot  on  the  box — or  applies  a  smaller 
version  to  an  underarm — and  switch- 
es on  the  current.  A  maximum  of  25 
volts  of  electric  current  is  conducted 
through  the  wet  pad  and  the  sweat  of 
the  skin  to  the  eccrine  glands.  The 
current  then  seems  to  create  an  irrita- 
tion in  the  gland,  producing  a  so- 
called  parakeratotic  plug  for  any- 
where from  five  to  eight  weeks. 

Is  the  Drionic  safe?  Well,  derma- 
tologists like  Dobson,  who  uses  it 
in  his  practice,   think  so.   "Just 
closing  off  the  eccrine  glands  of 
the  underarms  or  feet  doesn't  real- 
ly affect  the  body's  ability  to  regu- 
late   temperature,"    says    Dobson. 
"And    the    best    thing    about    the 
Drionic  is  that  you  can  do  it  at 
home,  so  there's  not  the  recurring 
need  to  go  see  a  doctor.  It's  a  useful 
device."  Last  October,  after  years  o^ 
consideration  and  testing,  the  FDA 
allowed  the  device  to  be  marketed. 

The  Drionic,  currently  sold  by 
prescription  for  $100,  is  unlikely 
to  displace  the  spray  or  roll-on,  of 
course.  It  takes  30  minutes  to  soak 
the  Drionic  pad,  then  another  20  for 
the  application.  As  Dr.  Sandra  Read,  a 
Washington,  D.C.  dermatologist  who 
clinically  tested  the  device  at  Walter 
Reed  Medical  Center,  puts  it,  for  hy- 
perhidrosis  sufferers,  "it's  a  godsend. 
For  the  rest  of  us,  antiperspirants  will 
do  just  fine."  Even  at  less  than  50% 
effectiveness. 


Technology 


Software 


Taxpayers  this  year  have  an  abundant  se- 
lection of  software  for  doing  their  own 
returns  on  home  computers. 


In  good  form 


By  Ellen  Benoit 
and  Francesca  Lunzer 


Doing  your  own  taxes  requires 
a  level  of  mental  and  emotion- 
al fortitude  that,  by  and  large, 
few  people  possess.  Not  so,  however, 
for  the  10  million  or  so  taxpayers  with 
personal  computers.  Potentially,  they 
have  the  computational  power  of 
their  machines  to  help  them  through 
the  complexities  of  the  tax  code,  as- 
suming that  they  haven't  turned  their 
computers  into  end  tables. 
The  key  to 


doing  your  own  taxes  on  a  computer 
is  good  software,  of  course,  and  for 
anyone  who  takes  on  the  1040  this 
year,  the  software  selection  is  gener- 
ous (and  tax-deductible).  There  are 
now  well  over  50  software  vendors,  so 
buyers  can  be  choosy,  inspecting  ven- 
dors as  carefully  as  programs.  Because 
tax  preparation  is  a  complex  task  and 
accuracy  is  crucial,  many  vendors  are 
done  in  each  year  by  mistakes.  That 
makes  it  all  the  more  encouraging 


that  about  a  dozen  companies  have 
been  in  business  for  years  (see  Forbes, 
fan.  17,  1983,  and  table,  p.  152) 

To  sort  through  the  programs,  An- 
drew Rosenberg,  president  of  CPAids, 
Inc.,  one  of  the  market  leaders,  recom- 
mends that  potential  users  buy  a  dem- 
onstration tax  program,  which  usual- 
ly costs  about  $50.  The  demo  is  often 
the  previous  year's  version  of  the  cur- 
rent program,  but  it's  a  good  way  to 
see  how  well  it  works  and  how  well 
the  vendor  understands  tax  laws. 

Although  software  vendors,  unlike 
your  accountant,  are  not  privy  to  pri- 
vate letter  rulings  and  the  like,  most 
of  them  do  meet  annually  with  the 
IRS  to  get  the  latest  on  changes  in 
tax  law.  All  of  them  get  advance 
proofs  of  new  forms  and  instruc- 
tions, so  you  can  be  reasonably 
sure  you  and   the   IRS   are 
playing  by  the  same  rules. 
But  errors  can  creep  in,  since  the 
IRS  doesn't  monitor  the  vendors. 

Many,  if  not  most,  tax  prepara- 
tion programs  are  written  with  ac- 
countants in  mind.  But  if  your  tax 
requirements  are  relatively 
straightforward,  you  know 
what  you're  doing  and  have  a  reason- 
able working  knowledge  of  business- 
oriented  programs,  these  programs 
should  be  fine.  At  the  very  least,  you 
must  know  which  forms  you'll  need 
to  fill  out.  And  no  matter  how  exten- 
sive the  vendor's  support  service,  no 
software  company  will  dispense  tax 
advice.  For  extra  insurance,  have  your 
accountant  check  your  finished  re- 
turn; you'll  probably  still  save  money. 
A  by-product  of  the  maturing  mar- 
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Moving  mosaic:  Car-phones  are  suddenly  making 
news  everywhere.  The  telephone  has  been  unchain- 
ed from  its  wired  connection  by  a  breakthrough 
technology  called  cellular  radio.  Working  like  a 
giant  mosaic  of  many 


r 


/ 


transmission  zones  or  cells — 
joined  to  form  a  network—it's  made  mobile  phones 
as  easy  to  own  and  use  as  the  phones  in  your  office 
or  home.  Through  Contel  Cellular  Inc.,  Continental 
Telecom  is  a  pioneer  in  this  latest  example  of  every- 
day communication  on  the  move.  From  telephony 
to  satellites.  Architects  of  telecommunication. 


FOR  A  FREE  BROCHURE  ON  ALL  OF  CONTEL'S  CAPABILITIES  WRITE  TO: 

CONTEL.  DEPT  2012.  245  PERIMETER  CENTER  PARKWAY  ATLANTA  GA  30346  ©  1984  CONTINENTAL  TELECOM  INC 


ket  is  a  certain  amount  of  standardiza- 
tion.   Most    programs    do   about   30 
forms    and    schedules,    including    A 
ythrough  G,   R,   SE  and  W.  Many 
[jrjh»    taxpayers  consider  a  depreci- 
VJJT        ^    ation     schedule     (form 
Jbif'Sr  rf   4562)  important.  In  ad- 

dition,  a  good  tax  preparation  program     more  than  half  the  original  program 
will  transfer  numbers  from  one  sched-     price  foi  an  update    although  some 
ule  to  another  automatically,  or  pick     companies  simply  offer  a  whole  new 
up  prior  years'  numbers  so  you  don't     program  each  year, 
have  to  reenter  them.                                    Not  essential,  but  nice  to  have,  is 
Almost   all   vendors   update   their     the  ability  to  do  state  income  tax  rc- 
programs  annually.  Expect  to  pay  no     turns.  Most  programs  include  at  least 

5^ 

The  personal  computer  takes  on 

the  taxman 

Tax  package 

Personal 
computers  used 

Minimum 
storage  needed* 

Federal  forms,  most  schedules 
and  these  state  forms 

Input 

CPAids  Master  Tax 
Program 

IBM  and  compatibles 

48K  RAM 

Ariz,  Calif,  Colo,  Ga,  111,  Ind,  Kans, 
Md,  Mich,  Mo,  NJ,  NM,  NY,  Ohio,  Ore, 
Pa,  Utah,  WVa 

CRT  screen  prompts, 
input  sheets,  tax  forms 

Micro-Tax 

TRS-80  Model  II;  IBM; 
Apple;  Xerox;  Monroe; 
DEC  Rainbow; 
Kaypro;  Victor 

64K  RAM 

Ariz,  Calif,  Conn,  DC,  Fla,  Ga,  Hawaii,  111,              CRT  screen  prompts, 
Iowa,  Kans,  La,  Md,  Mass,  Mich,  Minn,                    pro  forma 
Miss,  Mo,  Neb,  NJ,  NY,  NC,  Ohio,  Okla,  Ore, 
Pa,  Va,  Wis 

Tax  Preparer 

IBM,  Apple  and 
compatibles  for  both 

64KRAM 

Calif 

CRT  screen  prompts, 
pro  forma 

Series  1040 

IBM  and  compatibles; 
Televideo;  Kaypro  10; 
Altos;  DEC  Rainbow  100 
Texas  Instruments 

64K  RAM 

+  ; 

Conn,  Mass,  NJ,  NY,  Vt 

CRT  screen  prompts,  IRS 
format,  interview  sheets 

PC-Tax 

TRS-80  all  models; 
IBM  and  compatibles 

64K  RAM 

Calif 

CRT  screen  prompts, 
interview  sheets 

The  1040  Solution 

IBM  and  compatibles; 
Radio  Shack 

64K  RAM 

Ark,  111,  Ind,  Mich,  NY,  NC,  Okla 

CRT  screen  prompts, 
interview  sheets 

The  1040  PC 

TRS-80  models  2,  3,  4,  12 
16,  1000,  1200,  2000; 
IBM  and  compatibles 

,      48K  RAM 

Calif,  111,  Mich,  Minn,  NJ,  NY,  Pa 

CRT  screen  prompts, 
interview  sheets 

The  Tax  Machine® 

IBM  and  compatibles; 
Altos 

256K  RAM 

Ala,  Kans,  Mich,  NJ,  NM,  NY,  Ohio, 
Ore,  Pa,  Va 

CRT  screen  prompts, 
interview  sheets 

Tax  Manager 

Commodore  64;  Atari 
800;  Macintosh;  Apple  II 
IBM  and  compatibles 

48K  RAM 

no  state  forms 

CRT  screen  prompts 

Quick-Tax 

Xerox  820;  DEC  Rainbow 
DECMate;  TRS-80  mode 
2,  12,  16,  1200;  Altos; 
IBM  and  some  compatibl 

,      64K  RAM 
s 

:s 

Ark,  111,  Ind,  Iowa,  Kans,  Ky,  Md,  Mo, 
NJ,  NY,  Ohio,  Pa,  Va,  Wis 

CRT  screen  prompts, 
interview  sheets 

Supertax 

All  TRS-80  models;  Kay- 
pro; Apple  lis  and  compa 
lbles;  IBM  and  compatibl 

48K  RAM 
.- 
es 

no  state  forms 

CRT  screen  prompts, 
input  sheets 

SQ1  Individual 
Income  Tax 
Preparation  System 

Any  personal  computer 
with  CP/M  or  PC/DOS 
operating  systems 

48K  RAM 

Mass 

CRT  screen  prompts, 
interview  sheets 

Taxware  Systems 

HP-80;  Osborne;  Xerox 
820;  Apple;  Victor  9000; 
IBM  and  compatibles 

64K  RAM 

all  states 

CRT  screen  prompts, 
interview  sheets 

> 

Data-Tax  In-House 
1040  Tax  System 

DEC,  IBM  and 
compatibles 

128K  RAM 

Ala,  Calif,  Conn,  Fla,  Ga,  111,  Ind,  Iowa, 
La,  Mich,  NH,  NJ,  NY,  NC,  Ohio, 
Ore,  Pa,  SC,  Tenn,  Va,  Vt,  Wis 

CRT  screen  prompts, 
interview  sheets 

G&G  1040 

IBM  and  compatibles; 
all  TRS-80  models; 
Texas  Instruments 

64K  RAM 

Ark,  Calif,  Ga,  111,  Ind,  NY,  NC, 
Okla,  SC,  Va,  Wis 

CRT  screen  prompts, 
interview  sheets 

The  Tax 
Advantage 

IBM;  Apple  IIS; 
Commodore  64; 
Atari  800,  800XL 

48K  RAM 

Calif 

CRT  screen  prompts, 
interview  sheets 

AplusTax  1040 

IBM  and  compatibles 

256K  RAM 

all  states 

CRT  screen  prompts, 
interview  sheets 

'Sonic  of  the  machines 

isted  will  require  greater  storage  capacin  checkfwith  vendor. 
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one  state.  If  it's  important  to  you, 
make  sure  the  program  you  choose 
handles  your  state. 

Price  isn't  always  telling.  Program 
prices  range  from  less  than  $100  to 
$2,000,  and  to  some  extent  you  get 
what  you  pay  for.   Lower-cost  pro- 


grams may  not  automatically  carry 
numbers  from  schedule  to  schedule  or 
calculate  depreciation.  Some  include 
only  the  IRS  table. 

The  same  may  be  true  of  templates, 
designed  for  use  with  spreadsheet  pro- 
grams such  as  Lotus  1-2-3  or  VisiCalc. 


Usually  less  costly  because  they  rely 
on  the  spreadsheet  to  do  calculations, 
templates  may  also  be  less  compre- 
hensive than  full-blown  tax  prepara- 
tion programs.  But  for  a  taxpayer  with 
a  spreadsheet  and  simple  tax  liabili- 
ties, a  template  may  be  enough.  ■ 


A  maturing  software  market  means  that  vendors  have  had  time  to  get  the  bugs  out  of  their  software.  Most  of 
the  programs  listed  in  this  selection  also  appeared  in  our  table  two  years  ago. 

Output 

Instruction 

Estimated 
1985  prices 

Company 
(manufacturer) 

Address 

preprinted  1040  and  state 
forms,  computer-generated 
format,  overlays,  laser  printing 

user's  guide,  user's  docu- 
mentation, training  seminars, 
phone  support 

fed  $1,795,  renew  33%; 

state  $300  to  $500,  renew  50% 

CPAids,  Inc. 

1061  Fraternity  Circle 
Kent,  Ohio  44240 
(216)678-9015 

preprinted  1040  and 
state  forms 

software  self-explanatory 

fed  $995,  renew  $695; 
state  $250  to  $750, 
renew  $250  to  $525 

CLR/Micro-Tax 

P.O.Box  11012 
Carrollton,  Tex.  75011 
(800)  642-7689 

preprinted  1040  and 
state  forms,  facsimiles 

software  self-explanatory, 
instruction  manual 

fed  $250  to  $295, 
renew  25%  to  33%; 
state  $95  to  $125 

HowardSoft 

8008  Guard  Ave.,  Suite  310 
La  Jolla,  Calif.  92037 
(619)454-0121 

preprinted  1040  and 
state  forms 

training  manual,  prior  year 
training  program 

fed  $1,150,  renew  50%; 

state  $395  to  $795,  renew  50% 

Calcu-tec 
Computer 
Software 

110  Hillside  Ave. 
Springfield,  N.J.  07081 
(201)467-3757 

preprinted  1040  and 
state  forms 

training  manual,  unlimited 
phone  support 

fed  $349  to  $940,  renew  40%; 
state  $395,  renew  40% 

Contract 
Services 
Associates 

706  S.  Euclid  St. 
Anaheim,  Calif.  92802 
(714)  635-4055 

preprinted  forms,  computer- 
generated,  overlays,  laser 
printing 

training  manual, 
phone  support 

fed  $1,095,  renew  $495; 
varies  by  state 

Creative 
Solutions,  Inc. 

230  Collmgwood,  Suite  250F 
Ann  Arbor,  Mich.  48103 
(313)995-8811 

preprinted  forms,  overlays 

self-explanatory  software 

fed  $150  to  $1,000,  renew  50%; 
state  $50  to  $500,  renew  50% 

Datacell  II,  Inc. 

11 120  58th  St. 
MiraLoma,  Calif.  91752 
(714)  685-6206 
(800)  228-9569,  in  Calif. 
(800)  223-4632 

preprinted  1040  and  state 
forms,  laser-printed  forms 

training  manual, 
hot  line,  videotapes 

fed  $1,495,  renew  $600; 
state  $395  to  $795, 
renew  $200  to  $400 

Accountants 

Microsystems 

Inc. 

3633  136th  Place,  SE 
Bellevue,  Wash.  98006 
(206)  643-2050 
(800)  426-8201 

prints  completed  forms 

user's  manual 

fed  $75  to  $250,  renew  $30 

Micro  Lab,  Inc. 

2699  Skokie  Valley  Road 
Highland  Park,  111.  60035 
(312)  433-7550 

preprinted  forms,  overlays, 
computer-generated  facsimiles 

training  manual 

fed  $1,350,  renew  50%; 

state  $250  to  $750,  renew  50% 

Quick  Tax  Ltd. 

319ClawsonSt. 

Staten  Island,  N.Y.  10306 

(718)351-6143 

prints  on  federal  forms, 
overlays 

training  manual,  self- 
explanatory 

fed  $99  to  $149,  renew  50% 

Rockware 
Data  Corp. 

1635  Dorchester,  Suite  1600 
Piano;  Tex.  75075 
(214)  596-0588 

prints  completed  forms 

training  manual, 
phone  support 

fed  $1,200, 

fed  and  state  $1,800, 

renew  50% 

Stenholm 
&  Quint 

129  Concord  St. 
Framingham,  Mass.  01701 
(617)237-1900 

prints  completed  forms  and 
a  laser-print  option 

manuals,  seminars  and 
self-explanatory  software, 
phone  support 

fed  $1,050,  renew  $600; 
state  $300,  renew  $100 

Taxware 
Systems  Inc. 

P.O.  Box  329 
Ontario,  Calif.  91761 
(714)986-6019 

preprinted  forms,  overlays 

user's  manual, 
self-explanatory  software 

fed  $995  to  $1,495, 

renew  $595  to  $995; 

state  $300  to  $900,  renew  67% 

Data-Tax,  Inc. 

710  E.  Ogden  Ave. 
Naperville,  111.  60540 
(312)369-2414 

preprinted  forms, 
overlays,  facsimiles 

user's  manual 

fed  $600,  renew  $300; 
state  $250  to  $500, 
renew  $125  to  $250 

G&G 
Software,  Inc. 

610  Park  Blvd. 
Austin,  Tex.  78751 
(512)458-5760 

preprinted  forms,  overlays 

user's  manual, 
help  screens 

fed  $69.95,  renew  50%; 
state  $49.95,  renew  50% 

Arrays,  Inc/ 
Continental 
Software 

11223  S.  Hindry  Ave. 
Los  Angeles,  Calif.  90045 
(213)410-3977 

dot  matrix, 

letter  quality,  laser 

user's  manual, 
help  screens 

fed  $1,995  (your  state 
included],  renew  $1,000; 
state  alone  $295,  renew  $295 

AplusTax/ 
Arthur 
Andersen  &  Co. 

766C"Hudson  Ave. 
Sarasota,  Fla.  33577 
(800)  USA- 1040 
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Personal  Affairs 


By  Anne  McGrath 


Edited  by  William  G.  Flanagan 


You  may  think  you  live  a  private  existence, 
but  if  you  wear  pinstripes,  your  life  is  an 
open  book  to  the  curious. 

The  executive 
goldfish  bowl 


r 


\_ 
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Ffc  rivacy  is  not  even  an  option 
™  in  the  executive  suite  these 
days.  More  and  more  public  and 
private  agencies  have  the  goods  on 
you,  especially  if  you  are  an  officer  of 
a  public  firm. 

"I  bet  there's  not  a  CEO  of  any 
major  corporation  in  this  country," 
says  attorney  and  privacy  expert  Rob- 
ert Belair,  "about  whom  I  couldn't 
find  out  how  much  he  makes,  an  aw- 
ful lot  on  his  investments,  who's  in 
his  family,  something  on  his  health, 
something  on  his  insurance  coverage, 
a  good  deal  about  his  professional  and 
military  careers — you  could  easily  put 
together  a  ten-page  report." 

Robert  Ellis  Smith,  publisher  of  the 
Washington,  D.C. -based  Privacy  Jour- 
nal, figures  the  average  businessman 
is  listed  in  80  to  100  government  and 
private  files.  The  federal  government 
alone  maintains  nearly  4  billion  files 
on  identifiable  Americans.  "The  more 
money  you  make  and  the  more  active 
you  are  in  society,"  Belair  warns,  "the 
more  records  you  generate.  Senior 
business  executives  in  this  country 
are  a  watched  group." 

Exactly  what  goods  do  the  govern- 
ment and  other  agencies  have  on  you? 
Is  the  information  accurate?  If  not, 
can  you  make  amendments  or  correc- 
tions? And  how  adequate  are  the  laws 
that  control  how  such  data  are  used? 

These  are  especially  important 
questions  nowadays,  as  technological 
advances  outpace  our  ability  to  legis- 
late privacy  protection.  Columbia 
University  privacy  expert  Alan  Wes- 
tin  notes  that  records  that  people  may 
not  even  be  aware  of  are  commonly 
used  to  make  decisions  about  them 
without  their  realizing  it.  Federal 
agencies,  for  example,  routinely  share 
information  to  snare  tax  evaders,  wel- 
fare abusers,  fathers  who  have 
skipped  town,  young  men  who  have 
neglected  to  register  for  the  draft. 

Private  credit  bureaus  exchange  in- 
formation with  credit  card  compa- 
nies, retailers,  banks,  utilities,  land- 
lords, oil  companies  and  insurers. 
Since  last  spring  even  government 
agencies  that  lend  money,  such  as  the 
Department  of  Education  and  the  Vet- 
erans Administration,  have  access  to 
your  private  credit  files. 

Your  medical  history — which  you 
yourself  might  not  even  be  able  to 
obtain  without  a  hassle — is  certainly 
known  to  your  insurance  company 
and  perhaps  to  your  employer. 

Who  has  what  kinds  of  poop  on 
you?  The  IRS,  obviously,  knows 
much  of  your  financial  and  personal 
history.  And  you  yourself  are  only  one 
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source.  Your  employer,  your  banker 
and  your  broker  routinely  furnish  in- 
formation on  earnings,  dividends  and 
interest  income,  as  well  as  transac- 
tion data.  A  nosy  government  agent 
could  even  find  out  whom  you've  tak- 
en to  lunch,  when,  where  and  why. 
The  Social  Security  Administration 
knows  every  job  you've  held  since  you 
earned  your  first  reportable  dollar. 

If  your  company  is  publicly  traded, 
the  SEC  knows  your  salary  and  how 
much  of  its  stock  you  hold.  It  may 
also  know  how  long  you've  held  the 
stock  and  how  you  got  it.  If  the  firm  is 
a  defense  contractor  or  subcontractor 
participating  in  a  sensitive  program 
that  requires  a  security  clearance,  the 
Department  of  Defense  knows  not 
only  your  income  and  how  you  spend 
it  but  also  whether  you've  ever  seen  a 
psychiatrist,  your  educational  and 
military  records,  your  job  history  and 
performance,  your  immediate  family 
tree,  your  foreign  travel  patterns,  even 


what  your  neighbors  think  of  you. 
The  FBI  may  have  a  file  on  you  if  you 
took  a  stand  against  the  Vietnam  War. 

Your  state  motor  vehicle  bureau 
can  cite  your  vital  statistics,  the  make 
of  car  you  drive,  and  every  last  embar- 
rassing traffic  violation.  Local  govern- 
ment databanks  also  can  spit  out  the 
value — and  location — of  your  proper- 
ty, liens  against  it,  and  how  promptly 
you've  paid  your  taxes. 

Private  sector  records  break  down 
into  several  main  categories.  Here  are 
the  major  ones: 

Banking.  Besides  the  salary,  credit 
and  employment  data  your  bank  has  if 
you've  applied  for  a  loan,  your  records 
contain  your  checking  history.  Banks 
keep  microfilm  files  of  customers' 
checks  dating  back  at  least  five  years. 

Think  for  a  moment  about  what 
your  checkbook  reveals.  Your  doc- 
tors, your  liquor  store,  your  political 
and  religious  preferences,  your  associ- 
ation  memberships,    your   charities, 


your  travel  history,  your  health  insur- 
er, your  magazine  subscriptions,  per- 
haps a  special  friend — it's  all  there. 

Think  it  all  stays  between  you  and 
your  banker?  Under  the  law,  not  nec- 
essarily. True,  federal  agencies  have 
to  go  through  a  formal  procedure  to 
get  your  records.  But  local  officials, 
your  landlord,  your  estranged  spouse? 
That  depends  on  bank  policy. 

What  can  you  do  to  protect  your 
interests?  While  a  few  states  restrict 
what  a  bank  can  disclose  without 
your  permission,  it  pays  to  investigate 
your  bank's  policy  and  to  negotiate 
your  own  agreement  if  it  doesn't  satis- 
fy you. 

Credit  files  and  investigative  reports. 
Consumer  credit  reports  contain  ob- 
jective financial  data.  This  may  in- 
clude where  you've  worked,  income, 
loans  outstanding,  credit  cards  and 
limits  on  each,  purchases,  current  bal- 
ances, how  often  your  payments  have 
fallen  behind  and  any  tax  liens  or 


Snooping  on  the  snoops 


Flederal  law  gives  you  the  right  to  find  out  what 
many  public  and  some  private  databanks  are  saying 
about  you,  to  challenge  such  information  and  to  stick 
in  your  own  two  cents  where  you  disagree. 

Under  both  the  Freedom  of  Information  Act  of  1966 
and  the  Privacy  Act  of  1974,  you  can  request  to  see  any 
records  kept  by  a  federal  agency.  Unless  there's  a  com- 
pelling reason  to  deny  you  access — national  security 
interests,  say — your  peisonal  files  should  be  accessible. 
How  do  you  go  about  getting  them? 

The  first  step  is  to  identify  the  office  that  controls  the 
file  you  want  to  examine.  Agency  descriptions  in  the 
United States Government Organization  Manual '(U.S.  Gov- 
ernment Printing  Office)  or  the  exhaustive  listing  of 
federal  databases  in  the  Federal  Register's  Protecting 
Your  Right  to  Privacy:  Digest  of  Systems  of  Records,  available 
in  large  libraries,  may  help  you  narrow  the  possibilities. 
If  not,  call  your  congressman  for  guidance. 

Address  your  request  directly  to  an  agency's  Freedom 
of  Information/Privacy  Act  officer.  Just  to  cover  all  the 
bases,  cite  both  the  FOIA  and  the  Privacy  Act  when 
you  make  your  request.  The  former,  which  simply 
gives  you  access  to  a  broad  range  of  government  rec- 
ords, requires  an  agency  to  respond  in  ten  days  and  lets 
you  appeal  to  a  more  senior  official  if  the  agency  shoots 
you  down.  The  Privacy  Act,  which  restricts  the  kinds 
of  information  that  can  be  gathered  on  you  and  sets 
guidelines  on  how  it  can  be  disclosed,  gives  you  the 
right  to  amend  or  expunge  inaccurate,  incomplete  or 
irrelevant  information  in  your  record. 

If  an  agency  refuses  to  cooperate,  the  Privacy  Act 
gives  you  the  right  to  sue.  But  winning  such  a  suit  may 
be  difficult. 

Have  your  signature  notarized;  some  agencies  require 
proof  of  your  identity  before  they'll  release  your  person- 
al files.  Be  very  clear  about  which  information  you  seek, 
and  include  any  identifying  aids — birth  date,  Social 
Security  number,  maiden  name — that  may  be  helpful. 


Date  and  save  copies  of  your  correspondence. 

The  Fair  Credit  Reporting  Act  of  1970  gives  you 
some  control  over  at  least  one  area  of  private  sector 
data  collection.  You  can  check  the  Yellow  Pages  for 
credit  bureaus  operating  in  your  area,  request  access  to 
your  credit  file  for  the  fun  of  it  and  pay  a  fee — probably 
$10  or  less — as  any  report  user  would. 

Or,  if  a  credit  bureau  like  TRW  or  a  consumer  inves- 
tigator like  Equifax  supplies  information  to  your  bank 
or  insurer  that  sours  your  chances  for  a  loan  or  sends 
your  premiums  through  the  roof,  you  have  the  right  to 
know  the  "nature  and  substance"  of  that  negative 
report  at  no  cost.  Your  bank  or  insurance  company  will 
send  you  the  name  and  address  of  the  firm  supplying 
the  report;  you  can  then  ask  to  have  the  damaging 
information  sent  to  you,  read  to  you  over  the  phone  or 
disclosed  in  a  personal  interview. 

Any  credit  data  you  dispute  must  be  reinvestigated 
and  verified  or  corrected— or  deleted  altogether— with- 
in a  "reasonable  period."  If  the  information  was  incor- 
rect, you  have  the  right  to  demand  that  anyone  who 
received  it  within  the  last  year  (or  within  the  last  two 
years  for  employment  purposes)  be  sent  a  corrected 
version.  And  if  after  reinvestigation  you  and  the  bureau 
still  don't  see  eye  to  eye,  you  can  insert  your  own  side 
of  the  story  in  your  file. 

(If  you're  concerned  about  who  may  have  received  a 
credit  or  investigative  report  about  you,  ask.  A  credit 
bureau  or  investigative  agency  must  list  for  you  every- 
one who  has  received  your  file  within  the  last  six 
months,  or  within  the  last  two  years  if  it  was  requested 
for  employment  reasons.) 

Detailed  pamphlets  on  how  to  proceed  under  the 
FOIA  and  the  Privacy  &  Fair  Credit  Reporting  acts  can 
be  obtained  from  the  American  Civil  Liberties  Union 
at  132  W.  43  St.,  New  York,  N.Y.  10036.  Since  some 
states  have  enacted  refinements  of  these  laws,  contact 
your  local  ACLU  chapter,  too. — A.M. 
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bankruptcies. 

Investigative  reports  are  narrative 
assessments  of  your  lifestyle  and 
your  character — until  this  point  not 
generally  computerized — that  insur- 
ance companies  and  employers  often 
have  prepared  when  they  are  consid- 
ering taking  on  significant  risk  or  are 
hiring  for  very  senior  positions.  Equi- 
fax, the  giant  among  investigative  re- 
porters, sends  out  interviewers  to  get 
dirt  for  some  15  million  reports  each 
year— data  on  hobbies,  personal  hab- 
its and  perhaps  even  your  social  life. 
How  accurate  are  such  reports?  Often 
only  as  reliable  as  the  neighbors 
interviewed. 

Under  federal  law  (see  box,  p. 155) 
you  have  the  right  to  know  what's  in 
both  types  of  reports  and  to  demand 
reinvestigation  if  anything  is  wrong. 
TRW  Information  Services,  which 
maintains  consumer  credit  files  on 
120  million  people  and  sells  over  50 
million  a  year,  receives  about  a  mil- 
lion requests  a  year  from  individuals 
wanting  to  see  their  own  files.  One- 
third  dispute  something  they  find. 

But  as  Newsweek's  Richard  Sandza 
found  out  recently,  databanks  like 
TRW's  are  not  very  secure.  Computer 
hackers,  annoyed  at  an  article  he 
wrote  on  them,  used  a  bank's  pass- 
word to  get  access  to  his  TRW  file  and 
spitefully  posted  his  credit  card  num- 
bers on  their  electronic  bulletin 
boards. 

Medical  records.  Besides  your  doctor 
and  hospital,  the  insurance  industry 
is  the  major  generator  of  medical  files. 
If  you  apply  for  life  or  health  insur- 
ance, the  Boston-based  Medical  Infor- 
mation Bureau  (MIB)  very  probably 
can  supply  its  780  member  insurance 
companies  with  information  on  your 
health  history — information,  by  the 
way,  that  under  law  it  may  not  be 
required  to  share  with  you. 

The  MIB  will  know  if  you  have  a 
heart  problem,  a  drinking  problem  or 
if  you  pursue  a  hazardous  sport. 

If  you've  been  charged  outrageous 
premiums  or  denied  insurance  cover- 
age altogether  and  suspect  an  error, 
contact  your  insurer.  You  should  also 
ask  the  MIB  to  send  its  medical  data 
to  your  physician.  Write  MIB,  P.O. 
Box  105,  Essex  Station,  Boston,  Mass. 
02112. 

Be  aware  that  when  you  sign  your 
forms  to  qualify  for  health  insurance 
coverage,  you  are  probably  authoriz- 
ing your  hospital  to  disclose  informa- 
tion about  you  to  your  insurer,  to  the 
MIB,  and  perhaps  even  to  your  em- 
ployer if  he's  processing  claims. 

Employment  records.  Everything 
from  hair  color  to  your  hobbies  and 
your  mother's  maiden  name  is  listed. 


School  records,  previous  employers' 
comments,  medical  information, 
credit  and  investigative  reports — the 
file  may  be  exhaustive. 

Fewer  than  ten  states  require  your 
employer  to  let  you  see  your  files,  but 
if  you've  been  passed  over  for  promo- 
tion— as  was  one  executive  who  later 
found  in  his  records  a  doctor's  nota- 
tion that  recurring  headaches  reflect- 
ed difficulty  handling  personal  fi- 
nances— by  all  means  try.  Alan  Wes- 
tin,  who  helped  IBM  design  a  code 
that  allows  every  employee  access  to 
his  files,  estimates  that  80%  of  the 
Forbes  1,000  largest  companies  have 
similar  policies. 

So  much  for  the  status  quo.  As  tech- 
nology advances,  what  do  we  have  to 
look  forward  to?  Two-way  cable  tele- 


vision records  that  note  our  banking- 
at-home  transactions,  our  polling  de- 
cisions, our  consumer  preferences, 
our  viewing  choices.  And  electronic 
mail — will  our  sensitive  messages 
pass  to  the  receiver  as  our  telephone 
calls  do,  or  will  they  be  stored  in  some 
databank? 

Perhaps  most  startling  of  all  are  the 
possibilities  suggested  by  electronic 
funds  transfer.  Next  time  you  use 
your  automated  teller  machine  or 
take  out  your  debit  card  to  make  a 
purchase,  consider  the  implications  of 
the  fact  that  some  computer  some- 
where is  recording  in  real  time  exactly 
what  you're  up  to  at  the  very  moment 
you're  up  to  it.  For  the  high-ranked 
executive,  the  day  of  Big  Brother  has 
dawned. 


Careers 


Youve  been  working  at  one  major  corpo- 
ration for  years,  and  the  grass  is  looking 
greener.  Maybe  you  should  know  how 
some  defectors  elsewhere  have  fared. 


Life  after  IBM 


By  John  A.  Byrne 


IN  HIS  INSPIRATIONAL  TALKS  tO  the 
troops,  former  IBM  Chairman 
Thomas  Watson  Jr.  would  refer  to  Kier- 
kegaard's tale  about  wild  ducks.  An 
animal  lover  usedtofeed  great  flocks  of 
ducks  flying  south  each  fall.  After  a 
while  the  ducks  grew  so  fat  and  lazy 
they  had  difficulty  continuing  the  trip. 
It  was  a  fable,  with  a  moral:  "The  duck 
who  is  tamed  will  never  go  anywhere 
anymore, "  Watson  would  say,  caution- 
ing his  charges  never  to  become  too 
tame  or  complacent. 

But,  even  at  IBM,  where  indepen- 
dent thinking  is  nurtured,  some 
ducks  long  to  spread  their  wings  well 
beyond  the  fold.  What  happens  to 
those  wild  ducks  who  choose  to  fly 
from  safety  and  comfort?  If  you  work 
for  a   major  corporation,   you   have 


doubtless  yearned  to  find  out  what 
might  happen  if  you  took  wing.  IBM  is 
unique,  of  course,  as  is  its  illustrious 
list  of  alumni.*  But  the  fates  of  some 
of  IBM's  wild  ducks  can  offer  clues  to 
what  your  life  might  be  like  on  the 
other  side  of  the  office  park.  Here  are 
some  ex-IBM-ers'  stories. 
Going  public 
"I  was  told  by  many  people  at  IBM 
that  I'd  never  amount  to  anything," 
says  Richard  Greene,  chairman  and 
founder  of  $36  million  (sales)  Data 
Switch  Corp.  "That  would  have  been 
true  if  they  added  one  phrase  to  it — 
'within  IBM.'  I  was  too  much  of  a  wild 
duck.  I  was  trying  to  be  the  entrepre- 

*  Among  them  Xerox  Chief  Executive  Officer  David 
Kearns,  Pfizer  Qjairman  Edmund  Pratt  Jr.,  Prime 
Computer  Cliief  Executive  foe  Henson,  Electronic 
Data  Systems'  H  Ross  Perot  and  Senator  Donald 
Riegle  (D-Micb). 
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neur  at  IBM  that  Tom  Watson  used  to 
say  they  wanted." 

Greene,  the  47-year-old  flamboyant 
entrepreneur,  isn't  bitter.  Indeed,  he 
generally  speaks  fondly  of  his  1 1  years 
at  IBM.  He  can  afford  to.  His  family's 
33%  stake  in  the  company  is  worth 
about  $24  million  (although  it  had 
been  worth  more  than  $97  million 
within  the  last  year — such  are  the  for- 
tunes of  the  computer  wars). 

Yet  Greene  agonized  for  four  years 
over  leaving  the  company.  "It  was  the 
toughest  decision  I  ever  made.  I  knew 
I  could  make  it  at  IBM.  I  had  been  in 
seven  or  eight  100%  Clubs  and  two 
Golden  Circles.  But  I  had  a  basic  fear 
of  whether  I  could  support  myself  and 
my  family  without  an  IBM  card." 

While  working  in  marketing  for 
IBM,  Greene  would  apply  for  outside 
jobs,  be  accepted,  then  up  the  ante 
afterwards  until  the  prospective  em- 
ployer backed  off.  Finally  he  came  to 
grips  with  his  goals.  "The  day  I  real- 
ized I  wasn't  going  to  be  IBM's  presi- 
dent was  the  day  I  was  able  to  resign," 
he  recalls. 

Greene  went  to  little  $4  million 
(sales)  T-Bar  Inc.,  where  he  estab- 
lished his  own  computer  switch  divi- 
sion, in  1974.  Immediately  he  was  in 
very  unfamiliar  territory. 

"When  I  left  IBM,  I  could  hardly 
understand  one  end  of  a  balance 
sheet,"  says  Greene,  whose  11 -year 
career  at  IBM  had  been  in  sales.  "I 
trained  myself  how  to  understand  bal- 
ance sheets  and  manufacturing." 

Three  months  into  his  new  job, 
Greene  finally  believed  he  had  made 
the  right  move:  "It  was  a  much  tough- 
er decision  to  leave  IBM  for  T-Bar 
than  it  was  to  found  Data  Switch." 

If  he  ever  had  any  lingering  doubts, 
they  were  put  to  rest  on  Apr.  27,  1982, 
the  day  he  took  Data  Switch  public  at 
$12.50  a  share.  By  the  end  of  the  first 
day's  trading,  a  share  sold  for  $15. 
Greene  was  a  multimillionaire  only 
five  years  after  he  started  the  com- 
pany. "It  was  absolutely  one  of  the 
red-letter  days  of  my  life,"  he  recalls. 
"I  was  not  very  dry-eyed.  It  was  the 
ultimate  way  that  one  can  be  told  by 
the  world,  'You've  made  it.'  " 
Keeping  contacts 

In  his  16  years  with  IBM,  Bob 
McGrath  had  risen  from  sales  trainee 
to  a  World  Trade  executive  living  in 
Paris.  He  had  even  met  his  wife  of  30 
years,  Jacqueline,  at  an  IBM  public 
speaking  class.  She  had  been  a  recep- 
tionist for  Thomas  Watson  Sr.  at 
IBM's  old  590  Madison  Avenue  corpo- 
rate headquarters  in  1953.  But,  recalls 
McGrath,  "The  hugeness  of  the  com- 
pany prevented  me  from  making  a 
difference." 


So  in  1970  McGrath,  now  55,  called 
it  quits  to  start  his  own  consulting 
business  in  Dallas.  He  has  been  pay- 
ing a  price  ever  since  for  charting  his 
own  course.  He  has  bumped  through 
six  companies — two  his  own.  A  year 
and  a  half  ago  he  was  fired  from  a 
$70,000-a-year  job  at  Datapoint  after 
four  years  on  board.  At  the  time 
McGrath  was  paying  off  two  mort- 
gages and  spending  $28,000  a  year 
sending  four  of  his  five  children  to 
college.  McGrath  had  one  ace  in  the 
hole.  To  help  him  make  contacts  for 
his  consulting  business  when  he  left 
IBM,  he  had  put  together  a  directory 
of  more  than  3,000  IBM  alumni  that 
he  continued  to  publish  twice  a  year. 
That  part-time  activity  kept  him  in 
contact  with  a  number  of  executive 
recruiters.  So  McGrath  decided  he 
would  become  one  himself. 

His  independence  has  been  costly — 
and,  oddly  enough,  has  its  own  re- 
straints. "I  wouldn't  dare  go  skiing 
today,"  he  says.  "Suppose  I  got  hurt?" 

It  hasn't  been  easy,  either.  "I  never 
go  to  bed  without  rolling  numbers  in 
my  head,  adding  up  how  much  I'll 
bring  in  if  this  or  that  happens.  The 
highs  are  very  high,  and  the  lows  are 
very  low.  But  it's  enormously  more 
exciting." 

Clicking  with  compatibles 

David  Hanna  quit  IBM  as  vice  presi- 
dent for  general  and  office  systems  in 
1982,  after  15  years,  to  join  privately 
held  Grid  Systems  Corp.  He  had 
turned  down  Sam  Wiegand,  who  had 
hired  him  for  his  first  job  at  Hon- 
eywell 17  years  earlier,  half  a  dozen 
times.  But  finally  Hanna  joined  the 
personal  computer  maker  as  senior 
vice  president  for  marketing  because 
of  his  desire  "to  run  something  my- 
self." He  became  president  three 
months  later. 

There  were  some  jarring  surprises. 
"I  was  there  90  days,  and  we  were 
running  out  of  money,"  he  recalls.  "I 
was  stunned.  I  never  had  to  worry 
about  meeting  a  payroll.  I  woke  up  in 
the  middle  of  the  night  and  realized  it 
was  up  to  me  to  keep  the  company 
afloat."  Under  Hanna,  the  firm 
shipped  its  first  products  and  racked 
up  revenues  of  $21  million.  But  his 
stay  at  Grid  lasted  only  1  Vi  years. 

He  got  an  offer  he  couldn't  refuse 
from  Altos  Computer  Systems  to  suc- 
ceed founder  David  Jackson  as  presi- 
dent and  CEO.  Roughly  four  months 
later  he  resigned,  primarily  because 
Jackson  had  second  thoughts  about 
his  decision  to  relinquish  control. 

That  shock  was  eased,  however,  by 
a  settlement  of  $200,000.  Today 
Hanna,  46,  roams  the  country  as  a 
consultant. 


jean-Franco^  aII.iun 


What  of  the  wild  ducks 
who  have  fled  the  nest? 
"I  never  had  to  worry 
about  meeting  a  payroll 
[at  IBM],"  recalls  Da- 
vid Hanna.  "J  woke  up 
in  the  middle  of  the 
night  and  realized  it 
was  up  to  me  to  keep 
the  company  afloat." 
Adds  Jerry  Simmons, 
"J  went  from  a  company 
where  decisions  were 
based  on  fact  to  one 
where  executives 
flipped  coins." 
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Chrysler  creates  Le Baron  GTS.The  American  sedd 


^ 


The  design  is  bold.  Sleek,  daring  aerodynamic  lines. 
The  performance:  heart-pounding. 

This  is  GTS.  A  new  kind  of  LeBaron;  a  performance  LeBar  i 
engineered  to  outperform  Europe's  best  sedans* 

And  it  does.  When  you  equip  it  with  turbo,  special  sport  h<  i 
dling  suspension  and  15"  wheels,  LeBaron  GTS  is  faster  from  0  (<l 
than  Audi  5000S  Turbo,  BMW  528e,  Mercedes  190E. 

And  front-wheel  drive  GTS  outperforms  the  Eur  ; 
trio  through  the  twists  and  turns  of  a  slalom  course 
In  braking,  GTS  with  dual  proportional  braking    . 
outperforms  them  once  again. 
And  yet  this  disciplined  road  car  is  a  comfortable   ' 


«k 


1 


at  outperforms  BMW  528e  and  Mercedes  190E. 


3Baron  GTS  Premium's  cabin  is  marked  by  advanced 
:s  and  functional  luxury  And  supple  leathers  can  be 
1 3  its  economically  designed  seats. 
en  its  Protection  Plan  is  outstanding:  5  years  or  50,000 
turbo,  drivetrain  and  outer  body  rust  through, 
iron  GTS  would  be  impressive  at  any  price.  At 
ess  than  the  least  expensive  of  the  three  European 
:       s  stunning. 

tests  vs.  standard  equipped  1 984  competitive  test  models.   '  Whichever  comes 

finties.  Deductible  applies.  Excludes  fleet/leases.  Dealer  has  details.  tSased  on 
mpansons  of  test  cars.  Standard  equipment  levels  may  vary  tiLowest  percent  of 
recalls  for  '82  and  '83  sales  model  years  for  vehicles  designed  and  built  in  North 
•d  based  on  warranty  comparison  of  competitive  vehicles. 


We  engineered  it  to  outperform 
Europe's  best.  It  does* 


LEBARONi 


Chrysler 


Division  of 
Chrysler  Corporation 


Chrysler.  Best  built,  best  backed  American  cars.tt 


Careers 

Tending  the  flock 

During  Don  Daseke's  nine  years  at 
IBM,  he  often  would  hear  this  lament: 
"I'm  so  involved  with  this  project  that 
I  just  don't  have  time  to  handle  my 
financial  affairs." 

"These  guys  spent  12  hours  a  day 
making  money  for  IBM  but  hardly  any 
time  at  all  managing  their  invest- 
ments," says  Daseke,  who  considered 
his  own  investment  portfolio  his 
main  hobby.  Finally  it  occurred  to 
him:  He  could  turn  his  hobby  into  a 
business.  So  in  1972  he  left  to  set  up 
shop  as  an  investment  adviser. 

"Then  I  started  to  worry  about 
things  I  never  had  to  think  about  at 
IBM,"  says  Daseke,  who  had  spent  his 
time  at  IBM  in  marketing  and  finance. 
Among  them:  finding  office  space  in 
White  Plains,  N.Y.,  marketing  a  new 
business,  complying  with  govern- 
ment securities  laws.  "We  had  zero 
experience  in  that  world,"  says  Da- 
seke. He  now  manages  over  $400  mil- 
lion and  has  six  offices  with  428  em- 
ployees (four  of  Daseke  &  Co.'s  six 
top  officers  are  ex-IBM-ers,  and  IBM 
employees  still  make  up  a  good  chunk 
of  his  clients). 

Counter  culture 

Jerry  Simmons,  who  zipped  through 
12  positions  in  15  years  with  IBM,  left 
the  company  in  1971  to  work  for 
Charles  Revson  in  the  cosmetics  busi- 
ness. His  IBM  colleagues  were  aghast. 
Revlon,  in  Revson's  words  "a  $500 
million  candy  store,"  required  the  dis- 
cipline of  Simmons'  years  at  IBM.  So 
off  he  went.  "I  went  from  a  highly 
structured  management  process 
where  decisions  are  made  on  the  basis 
of  fact  to  a  totally  unstructured  com- 
pany where  executives  would  flip 
coins,"  says  Simmons. 

Before  accepting  the  job,  Simmons 
visited  the  cosmetics  counters  at 
Macy's  and  Saks  Fifth  Avenue.  He 
grilled  Revlon  representatives  about 
the  company.  He  also  called  up  sever- 
al senior  retail  executives  he  had  met. 

Yet  he  lasted  a  mere  two  years  as 
vice  president  and  general  manager  of 
Revlon's  department  and  specialty 
store  division.  "I  didn't  want  to  spend 
the  rest  of  my  career  in  an  industry 
that  I  thought  did  not  pose  meaning- 
ful business  challenges.  You've  got 
guys  making  $300,000  and  $400,000  a 
year  sitting  around  the  table  saying, 
'Should  the  box  be  square  so  you  can 
stack  it  on  the  shelf  or  round  so  she 
can  hold  it?'  "  Simmons  thinks  he  has 
found  the  right  fit.  For  the  past  nine 
years  he  has  been  chief  executive  of 


Bob  and  Jacqueline  McGrath,  ex-IBM-ers 

Publishing  a  directory  of  other  alumni  was  their  ace  in  the  hole. 


Handy  Associates,  a  New  York  City- 
based  executive  recruiting  and  com- 
pensation firm. 

Not  moving  right  along 

Mike  Anderson  left  IBM  three  years 
ago  after  16  long  years  at  the  com- 
pany, during  which  he  and  his  wife 
and  four  children  moved  four  times. 
Having  had  enough,  he  joined  West 
German-owned  Nixdorf  Computer 
Corp.  in  Waltham,  Mass.  as  a  vice 
president.  "IBM  is  very  rich  in  checks 
and  balances  and  professional  skills," 
says  Anderson.  "Most  people  don't 
get  the  chance  to  gain  broad  experi- 
ence at  IBM.  There  aren't  that  many 
risks.  People  tend  to  be  quite  insulat- 
ed from  the  realities  of  the  business 
world.  So  I  struggled  to  bring  myself 
up  to  speed."  He  is  now  president  of 


Nixdorf's  U.S.  operations. 

Irv  Hinnau  also  had  his  fill  of  "I've 
Been  Moved"  after  running  company 
operations  from  Japan  to  India  for  27 
years.  So  he  settled  in  Greenwich, 
Conn,  and  in  1969  bought  a  hardware 
store.  "I  have  a  good  time,"  he  says.  "I 
like  my  people,  and  they  respect  me. 
And  I'll  tell  you  this:  I'll  live  longer 
than  people  like  [ex-IBM-er  and  cur- 
rent Xerox  CEO  David]  Kearns."      ! 

Hinnau  employs  20  people  at 
Greenwich  Hardware,  and  among  his 
5,000  private  charge  account  custom- 
ers is  none  other  than  his  old  boss, 
Tom  Watson  Jr. 

Whatever  their  direction,  even  wild 
ducks  can't  help  looking  back  once  in  i 
a  while. 
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Some  are  born  rich. 
Others  are  born  to  become  rich. 


Theres  only  one  bank  for  the  born 
entrepreneur.  A  bank  uniquely  designed 
to  meet  his  special  needs — Citibank  Private 
Banking  and  Investment. 

In  major  cities  around  the  country,  our 
relationship  managers  use  their  experience 


and  authority  to  respond  quickly  and 
confidentially  to  the  most  complex  and 
unusual  needs — from  lending  against  illiquid 
assets  tc  portfolio  management  to  admin- 
istering complicated  Stf  770  A  MS&£ 
estates  and  trusts.      Of  I  IDMI  V\  ^l^ 
PRIVATE  BANKING  &  INVESTMENT 


Fluent  in  the  ways  of  the  affluent. 
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We'll  stop  at  nothing  to  illuminate  it. 


Tbew 

Its') 
trial  wot 

But  our' 
our  week  j 

Thei 
rutiis  fro 


night  when  we  put  the  magazine  to 
bed.  Except,  we  don't  go  to  bed. 
Because  when  a  story  breaks 
on  Sunday,  we  have  to  be  ready. 
j  We  have  to  be  ready  to  stop  the 
:press,es.  To  turn  on  a  dime.  To  take 

iece  it 


■  k  together  even  as  it  is  breaking. 
Yet,  unlike  a  newspaper,  our 
long  week  gives  us  the  advantage 
of  not  only  being  immediate,  but 
reflective  as  well. 

I  It  affords  Newsweek  reporters 

the  time  to  scratch  for  the  story 
underneath  the  story.  To  depart 
from  horse  race  journalism  and 


Wed. 


Newsweek 


>«■ 


arrive  at  analysis.  To  go  beyond  the 
simple  facts  to  reveal  the  human 
issues.  To  tell  people  why. 

The  lengths  we'll  go  to  do  this 
are  evident  each  week  in 
Newsweek.  When  the  government 
wouldn't  let  the  press  into 
Grenada,  our  photographer  got 
into  Grenada.  When  the  presiden- 


tial candidates  began  the  campaign 
I    tt^ail,  it  was  our  reporters  who 
fc    went  the  complete  distance— by 

living  with  them  for  a  full  year. 
Our  weeks  haven't  gone  un- 
^    noticed.  In  fact,  Newsweek  has 

won  over  600  awards  for  excellen 

in  journalism.  More  than  any 

other  newsweekly. 


Newsweek 


iii 


1  !•*  ■  ■• 

1          1  ' 

1     * 

Iii 

m  0. 

- 
1 1 

■1 
■  1 

1 1 

a  i 

HI  ? 

m 


W.  *M      I 

* 

Which  confirms  what  we've 
believed  all  along:  when  you 
work  into  all  hours  of  the  night, 
you  eventually  have  your  day. 

Nobody  gets  you  into 
the  news  like 

Newsweek 


Thur. 


-  \    <- 


The  week  we  had  to  write  in  a  day 


Some  weeks,  it  takes  less 
than  a  week  to  write  Newsweek, 
less  effort. 

^assacre in 
those  weeks. 
Saturday  night  is 
when  we  put  our  next  week's 
issue  to  bed,  But  the  Marine 
massacre  msLebanon  early  on 


that  Sunday  morning  was  a 
rude  awakening. 

Minutes  after  the  shock- 
waves  had  subsided,  Newsweek 
assigned  a  team  of  reporters  to 
the  scene.  Back  at  the  maga- 
zine, we  stopped  the  presses  on 
Our  issue  due  on  the  newsstands 
the  following  day. 


As  the  details  of  the  traged> ;  n 
became  clear,  we  scrapped  oun!  r 
cover  story  and  wrote  the  story  l  f< 
we  wished  we  never  had  to 


wnte. 


We  were  the  only  news-  I  & 
weekly  to  bring  you  that  story  i  % 
the  very  next  day.  I « 

It  was  Newsweek  at  its  best!  i 


.    V, 


Photograph  by  Frank  Doug! 
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magazine  with  the  depth  of  a 
icwsweckly,  yet  capable  of  the 
i peed  of  newspapers  or  TV. 
Recently,  that  issue  was 
lonored  by  the  White  House 
Correspondents  Association  for 
excellence  under  deadline  pres- 
ure.  (An  award  normally  given 
jo  a  newspaper.) 


..larks  the  first  time  in 
history  that  a  newsmagazine 
has  won  this  award. 

In  fact,  during  the  last  two 
decades,  Newsweek  has  won 
over  6(X)  awards  for  excellence 
in  journalism.  More  than  any 
other  newsweekly. 

And  while  the  Marine  mas- 


» in  Beirut  took  only  a  day 
to  write,  it  was  a  story  a  lot  of 
people  could  never  forget. 

Nobody  gets  you  into 
the  news  like 

Newsweek 


*Wj 


(.V 


The  week  that  took  50  years  to  write. 


Sonic  issues  of  Newsweek 
take  a  little  longer  to  get  out 
tha1|p$||i&; ' 

For  our  50th  anniversary 
issue.  We  decided  we  weren't 
going  to  ttStash  the  news  of  the 
last  half-century,  hut  rather  re- 
examine it. 

For  over  50  years.        " 


Newsweek  had  covered  the 
people  making  the  news.  This 
time,  we  decided  to  take  a  look 
at  the  people  who  had  actually 
lived  that  news. 

The  common  men  and 
women  who  were  touched  by 
the  news.  Shaped  by  the  news. 


by  the  news. 

We  selected  a  typical  Amer ;  i 
ican  town,  Springfield,  Ohio. 
There,  we  chose  five  Americamj ) 
families.  And  sent  a  team  of     |  i 
reporters  to  unearth  the  last 
50  years  of  their  lives.  i 

The  resulting  saga  took  moi 
than  a  year  to  research  and  writ 


*/*   \ 


I  was  Newsweek  at  its  best:  in- 
epth.  insightful,  in  perspective. 

That  issue  was  honored  by 
ic  American  Society  of  Maga- 
ine  Editors  last  year  when  it 
Vas  chosen  as  a  finalist  in  the 
Rational  Magazine  Awards. 

The  National  Magazine 
(wards  are  the  highest  honor 


an  American  magazine  can 
receive.  To  date,  Newsweek  has 
captured  more  of  them  than  any 
other  newsweekly. 

In  fact,  during  the  last  two 
decades,  Newsweek  has  won 
over  600  awards  for  excellence 
in  journalism.  More  than  any 
other  newsweekly. 


Which  goes  to  prove  one 
thing:  when  you  spend  50  years 
writing  the  news  like  no  one 
else  does,  you  can  receive  some 
nice  news,  yourself. 

Nobody  gets  you  into 
m-  the  news  like    - 

Newsweek 
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Edited  by  Pamela  Sherrid 


Homegrown  wisdom 


Gerald  Mitchell,  chairman  of  Dana 
Corp.,  can't  tolerate  bureaucracy. 
The  big  manufacturer  of  auto  and  truck 
parts  had  record  revenues  last  year  of 
about  $3.6  billion,  but  Mitchell's  cor- 
porate staff  in  Dana's  Toledo,  Ohio 
headquarters  numbers  only  85. 

In  December  Mitchell  demonstrat- 
ed something  else  he  can  do  with- 
out— investment  bankers.  That's 
when  Dana  agreed  to  acquire  Illinois- 
based  Warner  Electric  Brake  &  Clutch 
Co.  for  $157.5  million.  Mitchell  and 
his  staff  negotiated  the  deal  them- 
selves. Mitchell  figures  he  saved  $1 
million  in  fees  that  way.  "We  can 
always  use  $1  million,"  he  says. 

Mitchell  just  doesn't  see  how  a 
merger  and  acquisition  hotshot  could 
have  helped  him.  He  paid  $30  a  share, 
a  13%  premium  to  Warner  Electric's 
price  on  the  New  York  Stock  Ex- 
change, or  about  15  times  1984  earn- 


ings. Before  the  offer  was  announced, 
Dana  had  agreed  to  buy  49%  of  Warn- 
er's shares,  mostly  a  block  owned  by 
the  controlling  Wood  family,  at  the 
same  price. 

To  preclude  a  rival  bid,  Mitchell 
locked  up  an  option  with  manage- 
ment to  buy  unissued  Warner  shares 
amounting  to  an  additional  22%  of 
equity.  "I  approached  top  manage- 
ment at  Warner  directly,"  Mitchell 
says.  "I  didn't  need  an  investment 
banker  to  do  that.  We  understand  that 
company's  business  pretty  well,  so  we 
didn't  need  an  investment  banker  for 
that.  And  we  never  enter  into  an  auc- 
tion for  a  company,  so  we  don't  need 
investment  bankers  for  that."  Since 
1974  Mitchell  has  completed  20  ac- 
quisitions on  his  own,  with  the  cur- 
rent deal  Dana's  largest  ever. 

Mitchell,  who  grew  up  in  a  small 
town  in  Ontario,  Canada,  came  by  his 


Dana  Chairman  Gerald  Mitchell 
Who  needs  investment  bankers? 


independence  the  old-fashioned  way. 
He  started  his  Dana  career  at  16  as  a 
graveyard-shift  machine  operator. 
Lacking  a  college  education,  he  read 
voraciously  on  business,  as  well  as 
novels  and  history.  He  rose  to  presi- 
dent of  Dana  in  1972,  the  same  year 
that  urbane  Rene  McPherson,  a  Har- 
vard M.B.A.,  became  chairman.  To- 
gether they  more  than  doubled  Dana 
employee  productivity  by  the  then 
unusual  tactics  of  stock  ownership 
plans,  free  in-house  college  courses 
and  quality  control  circles. 

McPherson  left  in  1980  to  become 
dean  of  the  Stanford  University  Grad- 
uate School  of  Business,  and  Mitchell 
alone  had  to  face  a  sudden  drop  in 
light  truck  sales.  That  fast-growing 
market  had  surged  to  40%  of  Dana's 
revenues.  Earnings  collapsed.  Mitch- 
ell, a  former  member  of  the  United 
Auto  Workers,  lost  some  of  his  repu- 
tation as  a  good  guy  with  labor  by 
laying  off  a  third  of  Dana's  work  force. 

Chastened  by  that  experience, 
Mitchell  continues  to  diversify,  even 
though  strong  vehicle  markets  led 
Dana  to  record  profits  of  about  $190 
million  last  year.  The  Warner  Electric 
acquisition  pushes  Dana  further  into 
industrial  controls.  And  Mitchell  is 
still  shopping,  unassisted  by  invest- 
ment bankers. — Jay  McCormick 

Software  hard  sell 

Can  a  first-rate  literary  agent, 
known  for  his  stable  of  highbrow 
nonfiction  authors,  find  happiness  as 
an  agent  for  hackers,  counterculture 
computer  types  and  software  writers? 
John  Brockman,  43,  president  of  Man- 
hattan-based John  Brockman  Asso- 
ciates, Inc.,  may  not  be  totally  satis- 
fied by  his  new  line  of  work,  but  he  is 
being  consoled  by  15%  of  some  very 
big  royalty  checks. 

Brockman,  whose  literary  clients 
include  anthropologist  Mary  Bateson 
and  historian  Page  Smith,  decided 
about  three  years  ago  to  try  to  com- 
puterize his  business.  He  bought  six 
books  on  how  to  buy  a  computer  and, 
like  so  many  others  before  him,  was 
totally  confused.  Retiring  to  the 
beach  for  a  few  days,  he  had  a  further, 
happier  thought.  Authors  of  software, 
he  decided,  needed  an  agent.  "Pub- 
lishers have  to  be  reminded  that  au- 
thorship is  authorship,  whatever  the 
field,"  says  Brockman,  "and  that  au- 
thors should  retain  all  the  rights  that 
relationship  implies." 

Brockman  soon  found  that,  unlike 
book  publishing,  where  writers  regu- 
larly trumpet  their  advances,  software 
is  a  business  built  on  secrecy.  "Every- 
body    signs     nondisclosure     agree- 
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Literary  agent  John  Brockman 

"Software  publishers  want  to  keep  everyone  in  the  dark. 


ments,"  Brockman  explains.  "There 
are  no  standard  software  agreements 
yet,  and  publishers  want  to  keep  ev- 
eryone in  the  dark.  They  don't  want 
author  A  to  learn  that  author  B  got 
three  times  his  royalty." 

It's  known,  however,  that  one  of 
Brockman's  clients,  New  York  City- 
based  Keron  Productions,  received  an' 
advance  of  $500,000  from  CBS  Soft- 
ware for  a  series  of  six  educational 
programs.  Perhaps  Brockman's  big- 
gest software  success  so  far  is  Typing 
Tutor  III,  published  by  Simon  & 
Schuster  Electronic  Publishing 
Group.  Developed  by  a  firm  headed  by 
Sat  Tara  Khalsa,  an  American  convert 
to  the  Sikh  religion,  the  program  has 
been  a  bestseller  for  months.  "This 
program  will  make  millions  for  Khal- 
sa's  company,"  Brockman  says. 

Building  on  his  publishing  know- 
how,  Brockman  has  also  signed  some 
truly  staggering  deals  for  books  about 
computers.  In  1983  he  negotiated  a 
$1.3  million  advance  from  Doubleday 
for  Stewart  Brand,  the  editor  of  The 
Whole  Earth  Software  Catalog.  He  then 
won  an  advance  of  $600,000  from 
Harper  &  Row  for  anthologies  of  re- 
views from  Infoworld  magazine. 

Brockman,  who  has  an  M.B.A.  from 


Columbia,  bills  himself,  only  half  fa- 
cetiously, as  an  epistemologist,  or  a 
specialist  in  the  theory  of  knowledge. 
In  the  swinging  Sixties  he  was  a  mar- 
keting consultant  for  big  companies, 
such  as  Columbia  Pictures  and  Scott 
Paper  Co.  He  has  also  written — and 
published — a  dozen  books.  Number 
13,  currently  under  way,  is  titled  Ein- 
stein, Gertrude  Stein,  Wittgenstein  and 
Erankenstein. — Stanley  W.  Angrist 

Succession  game 

W"  hen  PepsiCo  insiders  ask  Chair- 
man Don  Kendall,  63,  whether 
Wayne  Calloway  will  succeed  him, 
Kendall  replies  enigmatically,  "What 
do  you  think?" 

Calloway,  who  was  recently  ap- 
pointed PepsiCo's  president  and  chief 
operating  officer,  also  refuses  to  stake 
his  claim  publicly.  In  recent  years  a 
number  of  top  PepsiCo  executives  ru- 
mored to  be  heir  apparent  have  left 
the  company  with  the  regularity  of 
commuter  trains.  The  departed  in- 
clude John  Sculley,  who  now  runs  Ap- 
ple Computer,  and  Donald  Smith, 
who  recently  was  forced  out  of  the  top 
job  at  Diversifoods.  Andrall  Pearson, 
Calloway's  predecessor  as  president, 


is  close  to  Kendall  in  age  and  therefore 
was  thought  unlikely  to  succeed  him. 
He  quit  to  teach  at  Harvard  Business 
School. 

Certainly  Calloway  isn't  made  in 
the  Kendall  mold.  Says  John  Sculley, 
who  has  known  them  both  for  more 
than  a  dozen  years,  "Kendall  is  an 
intuitive  manager  with  great  personal 
charisma.  He  moves  in  bold  master 
strokes.  Wayne  is  different.  He  is  a 
professional  manager  who  stresses 
team  play." 

That  emphasis  on  team  play  goes 
back  to  Calloway's  youth.  After  high 
school,  Calloway,  the  son  of  a  Win- 
ston-Salem, N.C.  grocer,  couldn't  af- 
ford to  go  to  college.  At  20  he  was 
working  in  data  processing  at  Western 
Electric  when  his  talent  on  the  bas- 
ketball court  was  spotted  during  a 
pickup  game.  Calloway  played  varsity 
ball  on  scholarship  at  Wake  Forest 
University  while  majoring  in  ac- 
counting. Says  his  coach,  "Bones" 
McKinney,  a  former  Boston  Celtic, 
"He  didn't  start,  and  he  wasn't  happy 
about  not  playing,  but  he  accepted  it." 

After  a  stint  with  ITT,  Calloway 
joined  PepsiCo  in  1967  as  a  director  of 
corporate  profit  planning  and  control. 
In  the  early  1970s  he  ran  PepsiCo's 
Canadian  operations  before  being 
named  president  of  its  U.S.  Fnto-Lay 
division.  That's  where  he  made  his 
reputation.  By  successfully  introduc- 
ing new  brands  such  as  Ruffles,  Tosti- 
tos  and  Chee-tos,  Calloway  increased 
Frito-Lay's  sales  from  $700  million  in 
1976  to  more  than  $2  billion  in  1982. 
Food  products  is  now  PepsiCo's  most 
profitable  business  segment. 

Calloway's  success  at  Frito-Lay 
gave  him  the  inside  track  at  corporate 


PepsiCo  President  Wayne  Calloway 
Expect  the  answer  by  spring  1 986. 
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e  built  an  industry  on  a  handful  of  corn 


ook  some  very  inventive 
nking  to  create  the  micro- 
ve  oven.  And  a  handful  of 
n. 

Back  in  1945,  one  of  our 
pneers  sent  out  for  a  bag  of 
xorn  because  he  was  curi- 
;  to  see  if  microwave  energy 
uld  cook  food. 

The  corn  popped,  and 
rest  is  history. 

Today,  Amana,  Caloric, 
I  Modern  Maid — all 
/theon  companies — offer 
ariety  of  microwave  ovens, 
e  countertop  model  auto- 
tically  weighs  food  to  com- 
e  its  precise  cooking  time. 
[Other  combines  microwave 
ed  and  convection  brown- 
.  There  are  even  combina- 
l  microwave/electric  and 
:rowave/gas  ranges. 

Of  course  all  are  far  more 
histicated  than  anything 

our  new  brochure  write:  Raytheon  Company,  141  SpringSt..  Lexington,  MA  02173. 


our  early  engineers  could 
foresee.  And  they'd  like  that. 
After  all,  it  was  their  imagina- 
tion and  fundamental  under- 
standing of  microwave  energy 
that  started  an  entire  industry. 

We've  built  on  that  un- 
derstanding to  provide  con- 
sumers with  microwave  ovens 
that,  year  after  year,  set 
the  industry's  standards 
for  performance  and 
reliability.  Because  at 
Raytheon,  quality  starts 
With  fundamentals. 


Raytheon 
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headquarters.  He  was  named  execu- 
tive vice  president  and  chief  financial 
officer  in  1983,  before  his  recent  move 
up  to  the  presidency.  The  fact  that 
Calloway's  management  style  differs 
from  Kendall's  doesn't  mean  he  won't 
be  Kendall's  choice  to  take  the  helm 
at  PepsiCo.  Expect  the  answer  by  the 
spring  of  1986,  when  Kendall  is  slated 
to  retire. — Jeffrey  A.  Trachtenberg 

Survivor 

After  Pittsburgh's  Mellon  Bank  ac- 
!  quired  Philadelphia's  much 
smaller  Girard  Bank  two  years  ago, 
scores  of  Girard  executives  were 
pushed  out  or  quit.  Mellon  didn't  like 
Girard's  looser  lending  practices. 

But  Graham  Humes,  52,  now  direc- 
tor of  the  corporate  finance  group  at 
newly  named  Mellon  Bank  (East),  sur- 
vived the  purge.  At  Girard,  Humes 
had  carved  out  a  profitable  little  spe- 
cialty business  that  even  his  new 
masters  from  Pittsburgh  like. 

Humes  thrives  by  undercutting  the 
corporate  finance  guys  on  Wall  Street. 
More  than  half  of  his  $2  million  or  so 
in  revenues  last  year  came  from  mak- 
ing valuations  in  a  quiet,  private  way 
for,  say,  the  owner  of  a  small  business 
thinking  of  selling  out  or  a  big  corpo- 
ration that  wants  to  shed  a  division. 
Humes  offers  his  services  at  between 


Graham  Humes  of  Mellon  Bank  (East) 
Thriving  on  Wall  Street's  crumbs. 


30%  and  50%  of  what  an  investment 
banker  would  charge.  Though  it  is 
profitable,  Humes  doesn't  tout  the  ex- 
citement of  this  line  of  work.  "In 
comparison  to  doing  a  deal,"  he  says, 
"evaluating  a  business  is  like  being  a 
eunuch." 

The  other  part  of  Humes'  business 
comes  from  handling  small-potato 
mergers,  typically  with  a  purchase 
price  of  around  $10  million.  Most  of 
these  deals  are  too  inconsequential 
for  the  major  Wall  Street  firms.  But 
Humes  doesn't  mind  picking  up  their 
crumbs.  "With  the  possible  exception 
of  forestry,  investment  banking  has  to 
be  the  most  macho  profession 
around,"  Humes  says  wryly. 

In  many  respects,  the  mergers 
Humes  handles  aren't  wildly  different 
from  billion-dollar  deals.  Some  ac- 
quiring chief  executives  have  a  "Su- 
perman complex,"  Humes  explains, 
"a  false  sense  that  they  can  turn  any- 
thing around."  Many  years  ago  he 
learned  this  lesson  the  hard  way,  as 
part  of  a  group  of  investors  who 
bought  S.L.  Allen  &  Co.,  maker  of 
Flexible  Flyer  sleds.  "Management 
was  so  bad  there  was  nothing  we 
could  do  with  the  company,"  Humes 
recalls.  He  managed  eventually  to  sell 
out  at  a  profit. 

The  merger  that  most  interests  him 
personally  these  days  is,  of  course,  the 
Mellon-Girard  deal.  The  trick  is  to 
find  a  plausible  place  within  the  Mel- 
lon bureaucracy.  Humes  hopes  to  re- 
ceive referrals  from  Mellon's  far-flung 
lending  network.  "The  bad  news,"  he 
says,  "is  that  Mellon  was  five  times 
Girard's  size,  and  we  got  buried.  The 
good  news,"  he  concludes,  "is  that 
Mellon  is  five  times  our  size,  and  we 
survived." — Barbara  Rudolph 

Appraising  the  appraiser 

By  the  standards  of  oil  industry 
megamergers,  it  hardly  rates  a 
mention.  Arthur  Smith,  a  former  Wall 
Street  oil  analyst,  has  just  completed 
the  leveraged  buyout  of  John  S.  Her- 
old,  a  tiny  oil  appraisal  firm  in  Green- 
wich, Conn.  Herold's  two  oil  industry 
publications  and  a  third  on  growth 
stocks  bring  in  perhaps  a  few  million 
a  year  in  revenue.  Sale  price:  well  un- 
der $5  million. 

But  to  those  who  know  anything 
about  oil,  John  S.  Herold's  importance 
far  outstrips  its  size.  For  nearly  40  years 
the  privately  owned  firm  has  been  the 
industry's  leading  independent  source 
of  reserve  appraisals.  Herold  inven- 
tories the  total  assets  of  the  nation's 
largest  1 50  oil  companies,  then  assigns 
a  value  to  them.  Its  monthly  publica- 
tion, Oil  Industry  Comparative  Apprais- 


Arthur  Smith  of  John  S.  Herold 
Front  scorekeeper  to  dealmaker? 

als,  is  a  standard  reference  for  investors 
and  their  brokers,  as  well  as  for  take- 
over artists  like  Boone  Pickens. 

Many  Wall  Street  firms  make  their 
own  petroleum  appraisals,  of  course, 
but  until  now  Herold  has  been  the 
only  one  that  hasn't  had  to  worry 
about  client  relationships  that  could 
cause  conflicts  of  interest.  Founded  in 
1948  by  petroleum  geologist  John  S. 
Herold,  now  72,  who  plans  to  retire 
with  his  proceeds,  the  firm  gets  rev- 
enues only  from  subscriptions  to  its 
three  publications. 

But  not  if  Smith  has  his  way.  Before 
turning  entrepreneur,  Smith,  32, 
spent  ten  years  on  Wall  Street  as  a 
merger  and  acquisition  expert  for 
First  Boston  and  an  oil  analyst  for 
Oppenheimer  &  Co.  He  wants  to  ex- 
pand Herold's  universe  of  reserve  ap- 
praisals to  include  100  more  compa- 
nies and  to  publish  more  special  com- 
pany reports.  After  that?  "My  dream," 
he  declares  with  a  gleam  in  his  eye, 
"is  to  turn  this  company  into  the  new 
Rotan  Mosle" — the  Houston  broker 
and  investment  banker,  specializing 
in  the  oil  industry,  that  was  taken 
over  in  1983  by  Paine  Webber. 

Smith  thinks  that  Herold's  histori- 
cal appraisals,  and  how  a  company's 
stock  has  performed  relative  to  those 
appraised  values,  can  make  Herold  a 
valuable  backup  player  in  oil  take- 
overs. Not  incidentally,  of  course,  the 
investment  banking  fees  he  would 
earn  run  considerably  higher  than 
subscription  revenues. 

What  about  Herold's  hard-won 
reputation  for  independence?  "The 
principal  thing  is  to  maintain  the  in- 
tegrity of  our  research,"  Smith  says. 
"We  aren't  going  to  bias  our  appraisals 
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carat  or  more.  For  your  better  hall 
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A  quality  diamond  of  a  carat  or  more. 

Quality  It's  as  important  in  diamonds  as  in 
anything  else  you  own.  It's  especially,  important 
in  diamonds  ol  a  carat  or  more 

Extraordinary.  One  ol  nature's  most  perfect 
Kilts  is  also  the  hardest  natural  gemstone  known  to 
man.  It's  spectacular.  Impressive.  And  rare. 

In  order  to  understand  quality  in  diamonds, 
one  must  understand  the  4(  '.'$':  Cut)  Color,  Clarity 
and  <  aiat  weight.  It  is  the  4<o'  characteristics  that 
determine  the  value  of  a  diamond. 

Your  jeweler  is  the  expert  where  diamonds  are 
concerned.  I  ie  can  show  you  diamonds  of  a  carat  or 
more  of  such  exceptional  quality  as  to  please  even 
the  most  discriminating  tastes.  Give  her  the 
ultimate.  A  quality  diamond  o'  a  carat  or  more. 

A  diamond  is  forever. 

/  he  in;  klace  shown  features  <<  quality  diamond  of  2  carats, 

Si  ik  v  this  isn't  the  kind  o)  purchase  you  make  every  day,  we've  prepared  an  informative  brochure  to  help  you  make  the  fight  decision. 

I  m  yiiia  ( i>i>y,  vend  $2.00  lo  Diamond  ln\i>i  million  (  entry,  I  )<•/>/   (  ,',  /  i45  Avenue  o)  the  Americas,  NY,  NY  10105, 


- 

II    II   « 

^  -2  y 

) 

v* 

■■§ 

V 

- 

\ 

NBC  Chairman  G 

rant  Tinker 

Ruh  Kinn 

on* 

Is  he  just  being  coy? 


Faces 

Behind  the  Figures 


because  of  any  future  client  relation- 
ship. If  we  did,  we  just  would  no  long- 
er be  the  Tiffany  of  appraisers,  would 
we?"  But  exactly. — Carol  E.  Curtis 

Enough  already? 

Grant  Tinker  leads  what  he  calls  "a 
peripatetic  lifestyle  for  an  old 
man."  The  silver-haired,  59-year-old 
chairman  of  NBC  lives  in  a  comfort- 
able Spanish-style  house  in  the  tony 
Los  Angeles  neighborhood  of  Bel  Air. 
Most  weeks  he  flies  to  New  York  on 
Monday  and  puts  up  at  the  Dorset 
Hotel  for  three  night  while  working 
Tuesday  through  Thursday  at  NBC's 
Rockefeller  Center  headquarters.  On 
Thursday  night  he  flies  back  to  Los 
Angeles  to  spend  Friday  at  the  net- 
work's Burbank  studios. 

Exhausting  as  Tinker's  bicoastal 
shuttle  may  be,  it  certainly  has  borne 
results.  This  season,  after  nearly  a  de- 
cade in  the  cellar,  NBC  has  worked  its 
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way  up  to  a  solid  number  two  in 
prime-time  ratings.  When  it  comes  to 
delivering  highly  valued  women 
viewers  ages  1-8  to  49,  NBC  rates 
number  one  in  prime  time.  The  net- 
work contributed  an  estimated  $190 
million  in  pretax  profits  to  its  parent, 
RCA,  last  year,  up  sharply  from  $48 
million  when  Tinker  arrived. 

That  was  in  1981,  and  Tinker 
couldn't  have  been  looking  for  job  se- 
curity. In  the  six  prior  years  three 
different  executives  had  tried  unsuc- 
cessfully to  boost  NBC's  fortunes. 
And,  for  Tinker,  the  move  left  a  lot  to 
be  desired  financially.  To  avoid  con- 
flicts of  interest,  Tinker  "painfully" 
divested  himself  of  his  ownership  in 
MTM  Productions,  the  company  he 
founded  in  1970  with  his  then-wife, 
Mary  Tyler  Moore.  "You  can't  imag- 
ine the  riches  that  come  flooding  in 
the  window  at  a  production  com- 
pany," Tinker  says — at  least  at  the 
home  of  such  hit  series  as  Hill  Street 
Blues.  He  says  his  earnings  at  NBC, 
about  $650,000  a  year,  are  modest  by 
comparison. 

So  why  did  Tinker  do  it?  In  part,  to 
complete  a  personal  circuit  at  the  net- 
work. After  being  graduated  from 
Dartmouth  College  in  1949,  Tinker 
was  in  NBC's  first  class  of  manage- 
ment trainees.  He  left  in  search  of  a 


higher  salary  in  1952  but  returned  in 
1961  for  a  successful  six-year  stint  as 
a  vice  president  in  the  programming 
department.  Then  there  was  the  flat- 
tery of  being  asked  to  do  the  job.  "Like 
a  foolish  young  girl,  I  succumbed  to 
Thornton  Bradshaw's  persuasive- 
ness," Tinker  says  of  his  RCA  boss. 

Now  that  Tinker  has  got  NBC's 
prime-time  act  together,  the  big  chal- 
lenge remains  in  daytime  program- 
ming, where  NBC  is  still  a  weak  third. 
Tinker  has  high  hopes  for  some  new 
NBC  daytime  shows,  most  notably 
the  soap  opera  Santa  Barbara,  a  new 
entry  with  low  ratings.  His  program- 
ming success  at  NBC  has  been 
marked  by  a  willingness  to  stick  with 
a  show  until  it  finds  its  audience.  If 
audience-building  for  prime  time  re- 
quires patience,  says  Tinker,  the  pace 
for  daytime  is  "glacial." 

Even  Tinker  may  not  be  that  pa- 
tient. His  contract  with  NBC  expires 
next  year,  and  Tinker  won't  say  if  he 
will  renew.  It  may  be  that  he  is  just 
being  coy  again  with  Bradshaw  in  or- 
der to  get  a  more  generous  deal.  But, 
then  again,  Tinker  also  may  be  tired 
of  his  transcontinental  shuttle.  "It  is 
unlikely  I  will  stay  until  I'm  65,"  he 
says.  "I'm  a  programmer,  and  I  want 
fc)  be  in  Burbank." — finny  St.  Goar 
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Efficiency 
Figures. . . 

Midsize  business  jets  are  high  flyers.  Their  share- 
of-market  growth  led  all  other  segments  of  busi- 
ness aviation  once  US  firms  began  to  recognize 
this  group's  inherent  efficiency  in  the  late  1970s. 

Now  our  new  BAe  800  moves  to  lead  position- 
offering  you  the  most  efficient  combination  of 
range,  reliability,  comfort,  payload,  and  cost 
money  can  buy.  The  first  midsize  aircraft  with 
big-jet  range,  it  carries  8  of  your  executives  up 
to  3400  miles  nonstop,  with  reserves,  luggage, 
and  a  fully-stocked  galley. 
The  figures  show  that  you  can  buy  and  operate 
two  BAe  800s  for  the  costs  traditionally 


the  most  efficient  business  jet  in  the  world. 

associated  with  one  large  business  jet.  An  effi- 
cient way  to  double  your  travel  flexibility,  or 
halve  the  cost  of  most  journeys! 
Efficiency  grows  as  it  goes  ...  since  1965  more 
corporations,  heads  of  state  and  others  have  pur- 
chased midsize  jets  from  BAe  than  from  any 
other  business  jet  manufacturer  today. 
For  more  information  on  the  most  efficient  busi- 
ness jet  on  the  market,  call  your  nearest  BAe 
regional  office.  Or  write  Kenneth  C.  Spinney, 
Vice  President-Corporate  Marketing,  at  British 
Aerospace,  Inc.,  P.O.  Box  17414,  Dulles  Inter- 
national Airport,  Washington,  DC  20041. 


British  Aerospace,  Inc.  Offices  in  North  America: 

Washington,  DC  703/435-9100  •  Wilmington,  DE  302/322-8000  •  New  York  516/981-8000  •  Chicago  312/299-7000 

Houston  713/644-8000  •  Los  Angeles  714/756-0146  •  Mexico  City  525/596-29-39 


In  the  photographs  you  see 
here,  two  cars  were  travelling 
50m.p.h. 

Over  a  test  track  slippery  as  ice. 

The  only  difference  was,  one 
car  was  eguipped  with  a  remark- 
able new  anti-lock  brake  system, 
developed  by  Alfred  Teves,  a 
subsidiary  of  ITT. 

It,  obviously,  wasn't  the  car  on 
top.  When  that  driver  applied 
his  brakes,  the  wheels  locked. 

The  car  began  to  skid— and 
the  driver  lost  control. 


When  the  driver  in  the 
bottom  car  applied  his  brakes,  a 
built-in  computer  sensed  the  road 
beneath  the  wheels  was  slippery. 

It  automatically  "pumped"  the 
brakes.  Faster  than  any  human 
driver  could. 

There  was  no  skidding.  No 
loss  of  control. 

In  fact,  even  if  the  car  were 
being  steered  around  a  curve,  it 
could  be  braked  without  skidding. 

This  unigue  ITT  Teves  brake 
control  system  will  begin  appear- 
ing in  cars  this  year. 

Meantime,  it's  a  good  example 


of  the  kinds  of  business  activities 
that  ITT  is  concentrating  on 
these  days. 

They're  businesses  where  we 
can  apply  new  technology  in 
imaginative  and  promising  direc- 
tions—and at  top  speed. 

For  current  news  about  ITT 
Corporation,  phone  toll  free 
1-800-DIAL-ITT  for  a  continu- 
ously updated  message. 


ITT 


©  1985  ITT  Corporation,  320  Park  Avenue,  New  York,  NY  100: 


The  Forbes/Wilshire  5000  Review 


A  rally  running  on  all  cylinders.  Since  the  start  of  the  new 
lyear  Wall  Street  has  been  on  an  upward  ride.  While  sec- 
ondary issues  held  on  to  the  lead  position  that  they 
{grabbed  early  in  this  rally,  significant  gains  were  regis- 
tered by  all  major  indicators.  During  the  last  two  weeks 
jthe  Wilshire  index  of  more  than  5,600  stocks  rose  5% .  The 
JNYSE  composite  posted  a  i.7%  gain,  the  Amex  a  4.4% 
jgain  and  the  NASDAQ  a  6.8%  advance.  Although  blue- 
jchip  issues  were  generally  not  as  strong,  the  30-stock  Dow 
(industrials  still  managed  a  3.6%  rise  over  the  two-week 
stretch.  For  the  four-week  period  NASDAQ  issues  show 
the  best  performance,  a  7.7%  gain,  while  the  Dow  indus- 


trials again  bring  up  the  rear,  with  only  a  2.4%  advance. 
Right  at  the  beginning  of  the  year  our  investor  yard- 
sticks underwent  a  sharp  reversal  in  trend.  For  most  of 
1984  the  yardsticks  had  been  showing  distinctly  better 
performances  among  the  lower-risk,  conservative  issues. 
Now  the  speculative  issues  are  outperforming  their  more 
conservative  counterparts  by  a  wide  margin.  During  the 
last  four  weeks,  for  example,  high-volatility  issues  bested 
low-volatility  issues  by  better  than  a  2.5-toT  ratio.  In 
much  the  same  way  shares  of  small  companies  out- 
performed those  of  large  companies  and  high-P/E  shares 
gained  more  than  low-P/E  shares. 


Close-up  On  The  Equity  Markets 

Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  fones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

4.1 

2.9 

2.4 

3..6 

4.8 

7.7 

in  last  52  weeks 

1.1 

3.6 

-2.5 

3.0 

-6.9 

-7.5 

1 

Stocl 

i  performance  based  on  six  key  investor  yardst 

jcks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

4.3 

9.4 

12.0 

4.6 

9.9 

5.1 

4.0 

11.4 

11.1 

4.8 

3.7 

10.7 

in  last  52  weeks 

3.1 

-7.8 

-11.6 

14.1 

-15.7 

5.8 

11.0 

-8.5 

-10.8 

12.4 

6.7 

-17.0 

'Based  on  sales. 
[2A  stock's  sensitivity  to 
|4A  quantitative  evaluatic 

jvcrall  market  movemen 
n  of  a  stock's  growth  im: 

High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  a 
ge,  determined  by  Wilshire  Associates. 

re  more  table. 

iiNote:  All  data  for  periods  ending  1/18/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


What  bad  news?  During  the  most  recent  two  weeks  all  nine 
Wilshire  sectors  moved  ahead,  with  six  of  the  groups 
outperforming  the  market.  Even  transportation  stocks 
outpointed  the  Wilshire  index,  despite  sharp  declines  in 
several  airline  stocks  following  a  new  fare  war  started  by 
AMR's  American  Airlines.  The  word  from  Detroit  was  that 
there  would  not  be  a  drastic  jump  in  fourth-quarter  1984 


earnings.  Nevertheless,  consumer  durables  took  first  posi- 
tion with  a  7.9%  gain.  One  of  three  groups  that  underper- 
formed  the  Wilshire  was  energy  stocks,  with  a  3.8% 
increase.  But  the  oils  registered  this  healthy  advance  even 
though  crude  and  refined  petroleum  prices  continued  to 
fall.  Meanwhile,  utilities,  up  2%,  registered  the  smallest 
gain.  But  these  shares  typically  lag  in  strong  up  markets. 


^v^     Percent  change  in  last  52  weeks  0<2>  Percent  change  in  last  two  weeks 
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Consumer  nondurables  and  services 
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Raw  materials 
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Technology 
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Transportation 
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What  The  Analysts  Think 


Last-minute  bets.  Just  before  the  release  of  hundreds  of 
1984  annual  earnings  reports,  security  analysts  scurried  in 
with  last-minute  changes  in  their  earnings  estimates. 


During  the  last  two  weeks  the  experts  lowered  thei 
forecasts  for  all  sectors.  Utility  shares  show  the  smalles 
change,  transportation  shares  the  largest. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 

earnings  per 

share 


P7E 


latest  12  months 

1984  estimates 

1985  estimates 


$3.79 
3.92 
4.56 


9.6 
9.3 

8.0 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1984 
EPS             P/E 

%  change  in  1984  estimate 
in  2  weeks       in  4  weeks 

1 

Utilities 

$3.32 

7.3 

-0.07% 

-0.14% 

2 

Consumer  durables 

4.67 

7.8 

-0.20 

-0.43 

3 

Capital  Goods 

2.55 

11.9 

-0.34 

-0.34 

4 

Energy 

3.72 

7.9 

-0.35 

0.04 

5 

Finance 

2.79 

9.9 

-0.41 

-1.94 

6 

Consumer  nondurables 

2.40 

11.3 

-0.89 

-1.53 

7 

Technology 

2.72 

11.5 

-0.91 

-1.37 

8 

Raw  materials 

2.22 

10.5 

-1.05 

-2.20 

9 

Transportation 

2.56 

9.3 

-1.33 

-1.18 

Earnings  projections  are  equal-weighted  consensus  estimates  from  over  2,000  security  analysts  Data  are  compiled  and  updated  continously  by  the  Institutional  Brokers  Estimate 
System  (IBES),  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm. 


Note:  All  data  for  periods  ending  1/18/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. ;  IBES,  a  service  of  Lynch,  (ones  &  Ryan,  New  York. 
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Our  Professional  Calculators 

are  waiting  for 

your  next  generation  of  employees. 


Today's  kids  grow  up  fast.  They 
n  up  smart,  too.  And  before  you 
w  it,  they'll  be  working  in  your 
:es.  Demanding  the  very  best  office 
ipment  to  get  the  job  done. 

Don't  let  today's  kid  down. 

Get  today's  Canon  calculators  and 
prepared  for  tomorrow's  employees 

Why  are  we  so  sure? 

Simple.  We've  been  making 
essional  calculators  for  over 
nty  years  now.  And  every 

s  been  built  to  last.  One 
eration  after  another. 
|  Which  is  why  so  many  of 
;  customers  continue  to  rely 
Danon  calculators  as  their 
panies  grow. 

We  keep  improving  them,  too. 
ay's  Canon  calculators  are  sleek 

trim.  They're  simple  to  use.  And 
''re  made  of  components  so 


^       I 


reliable  and  durable,  they  could  save 
you  a  lot  of  headaches  in  the  long  run. 

Like  all  Canon  calculators,  our 
newest  were  designed  for  human 
comfort.  With  keyboards  weighted 
and  contoured  for  error-free  operation. 
All  of  which  may  make  your  present 
employees  hold  up  as  well  as  our 
calculators. 

So  if  you're  looking  for 
calculators  that  are  most  likely 
to  stick  by  you  through  thick 
and  thin,  it's  time  you  looked 
into  ours. 


Why  not  call  toll-free  1-800-323-1717 
Ext.  303  (In  Illinois:  1-800-942-8881, 
Ext.  303)  and  find  out  more  about  our 
latest  ten  and  twelve-digit  calculators. 
We're  sure  you'll  find  they'll  stand 
up  to  the  biggest  - 

test  of  all.  ^       ^  4f 

Time. 


CP1218D 


Other  CP  models  include: 

CP1208D,  CP1208  /  CP1018D,  CP1008D,  CP1008 

Where  quality  is  the  constant  factor. 

Canon 

ELECTRONIC  CALCULATORS 

CANON  U.S.A.,  INC.,  One  Canon  Plaza,  Lake  Success,  NY  11042 


©1985  Canon  U  S  A  .  Inc 


Streetwalker 


Nothing  fancy 

Auto  parts  supplier  Federal-Mogul 
Corp.  may  be  one  of  the  best-kept 
secrets  on  the  Big  Board.  Ellen 
Gorowitz  of  L.F.  Rothschild,  Unter- 
berg,  Towbin  expects  the  Southiield, 
Mich,  firm  to  earn  $4.25  a  share  this 
year,  up  16%  over  1984.  So  with  its 
13.3  million  shares  recently  selling  at 
34,  F-M  trades  at  a  P/E  of  8.  That's  the 
kind  of  discount  to  the  market  multi- 
ple you  would  expect  for  one  of  De- 
troit's original-equipment  suppliers. 
There's  just  one  hitch.  More  than 
40%  of  Federal-Mogul's  $911  million 
in  estimated  1984  sales,  and  about 
67%  of  profits,  weren't  in  original 
equipment.  Rather,  they  were  in  the. 
af  termarket,  where  Federal-Mogul  is  a 
leader  in  sealing,  transmission  and 
engine  products.  And  successful  after- 
market  suppliers,  Gorowitz  says,  sell 
at  a  premium,  not  at  a  discount. 

Now  F-M  has  come  up  with  a  com- 
puterized inventory  management  sys- 
tem that  should  help  it  become  an 
even  stronger  competitor  in  the  after- 
market.  Federal-Mogul  is  offering  this 
service,  free,  to  warehouse  distribu- 
tors. The  purpose  of  the  program  is  to 
help  these  customers  run  inventories 
more  efficiently  and  make  it  easier  for 
them  to  order  more  F-M  parts.  Sooner 
or  later,  Gorowitz  says,  investors  are 
bound  to  wake  up  to  this  sleeper.  She 
looks  for  the  stock  to  trade  in  the  mid- 
408  sometime  during  the  next  12  to  18 
months. — Thomas  Jaffe 

Where's  the  beef? 

fust  what  the  world  needed,  a  new  fast 
food  chain  that  serves  up  "nutrition 
and  a  choice  of  more  reasonable  calo- 
ries." They're  serious.  D'Lites  of 
America,  Inc.,  a  restaurant  outfit 
based  in  Norcross,  Ga.,  went  public 
last  September  at  9'/2  a  share,  dishing 
out  just  such  palaver.  Four  months 
later  the  5.2  million  shares  are  selling 
over-the-counter  for  15 'A,  which  may 
prove  only  that  so  far  investors  are 
swallowing  the  idea. 

D'Lites  claims,  for  instance,  that  it 
has  agreements  calling  for  franchisees 
to  start  up  some  350  units  by  the  end 
of  1987.  But,  to  date,  there  are  only  40 
open,  mostly  in  southern  states.  The 
company  also  says  it  wants  to  own 
and  operate  20%  to  30%  of  the 
D'Lites  chain  itself.  So  far  it  has  10 
restaurants,  all  but  1  of  which  are  in 
the  metropolitan  Atlanta  area.  Will 
D'Lites'  expansion  plans  work  out? 
It's  too  early  to  tell.  But  given  all  the 


D'Lites  restaurant  in  Chamblee,  Ga. 
A  thin  concept  to  go. 

competition,  a  skeptic  might  say  fat, 
er,  slim  chance. 

Analyst  Frank  Williams  of  Cantor, 
Fitzgerald  &  Co.  predicts  that  earn- 
ings for  the  March  1985  fiscal  year 
will  be  around  20  cents  a  share,  about 
a  third  of  which  will  come  from  non- 
recurring tax  credits.  At  a  price  of 
15'/2,  then,  the  stock  sells  for  119 
times  its  current  earnings  from  oper- 
ations. The  following  year  he's  look- 
ing for  some  40  cents  a  share,  which 
also  will  include  a  few  cents  from  tax 
credits.  Although  on  this  basis 
D'Lites'  P/E  drops  to  a  less  strato- 
spheric 40  times  or  so,  that  still  can 
hardly  be  called  a  bargain. 

What  does  Williams  think  D'Lites 
really  is  worth?  How  exclusive  is  a 
diet  hamburger  on  a  diet  bun?  "This 
stock  is  way  overpriced,"  he  says.  Do 
you  hear  the  short-sellers  chewing 
shares? — T.J. 

Volt  of  confidence 

The  traditional  rap  on  N.V.  Philips' 
Lamp,  the  Dutch  electronics  and 
communications  giant,  has  it  that  it's 
doomed  to  god-awfully  low  profits  be- 
cause of  high  European  labor  costs. 
David  Bodenberg  of  Morgan  Stanley 
says  otherwise,  and  from  the  look  of 
things  Bodenberg  isn't  alone.  U.S. 
ownership  of  Philips'  211.2  million 
shares  is  up  from  3%  in  late  1982  to 
more  than  20%  today.  Recent  price 
over-the-counter:  16. 

Last  year  the  $15.5  billion  (estimat- 
ed 1984  sales)  firm  managed  to  nudge 
its  net  margin  above  2%  for  the  first 
time  since  1978.  Still  mighty  dismal, 
Bodenberg  admits,  but  he  expects  it  to 
improve  again  this  year,  to  around 


2.5%.  Electronic  components,  some 
15%  of  sales  and  a  moneyloser  as  re- 
cently as  1982,  was  solidly  back  in  the 
black.  What's  needed  now  is  a  turn- 
around in  video  and  audio  products, 
roughly  25%  of  sales  and  in  the  red 
since  1983. 

The  main  problem  in  the  video  line: 
Philips'  failure  to  clean  up  in  the 
growing  $3  billion  European  videocas- 
sette  recorder  market.  Philips'  was 
selling  a  VCR  of  its  own  design  that 
could  use  only  a  limited  range  of  pro- 
grams. But  since  last  July  it  has  been 
building  and  marketing  different, 
more  versatile  machines  under  li- 
cense from  Japan's  Matsushita.  By 
1986,  helped  by  tighter  Common 
Market  restrictions  on  Japanese  im- 
ports, Bodenberg  expects  Philips'  to 
have  become  the  market  leader  in 
VCRs  on  its  home  turf.  For  the  year 
just  ended  he  thinks  the  company 
earned  $1.65  a  share.  In  1985  he  ex- 
pects about  a  20%  gain,  to  $2  or  so.  At: 
its  current  P/E  of  8,  Bodenberg  thinks 
the  stock  looks  good. — T.J. 

Will  lightning  strike? 

Sparks  are  flying  in  electrical  equip- 
ment lately.  Rockwell  International 
just  agreed  to  pay  $1.65  billion  for 
automation  equipment  maker  Allen- 
Bradley,  Automatic  Switch  is  on  the: 
auction  block  and  Foxboro  is  often  i 
rumored    to    be    a    takeover    target. 
That's  just  for  starters.  Martin  Sankeyv 
of  First  Boston  thinks  the  sizzle  could! 
spread  to  a  handful  of  smaller  compa- 
nies that  are  characterized  by  excess* 
cash,  modest  growth  prospects,  stable- 
cash  flow  and  concentrated  owner- 
ship. Sankey's  top  bargain  is  $275  mil- 
lion (sales)  Cubic  Corp. 

San  Diego-based  Cubic  is  in  defense, 
electronics — everything    from    flight: 
training     systems     to     surveillance, 
equipment.  This  accounts  for  around- 
45%  of  sales  and  about  60%  of  profits. 
It  also  is   the   fifth-largest   elevator: 
manufacturer  in   the   U.S.    and   the; 
world  leader  in  automated  fare  collec- 
tion    systems.      Current     earnings, 
though,  aren't  much  to  speak  of.  For' 
fiscal  1984  (ended  last  Sept.  30)  they 
fell    19%— from    $2.19    a    share    to 
$1.77 — and  Sankey  doesn't  see  them 
rising  much  above  $1.90  in  1985.  No 
wonder  the  7.9  million  Amex-listed 
shares  recently  sold  around  18,  nearly 
50%  below  their  1983  high. 

But  Sankey's  emphasis  isn't  on 
earnings,  it's  on  cash  flow.  And  seen 
that  way,  Cubic  looks  a  darned  sight 
better.  It  ended  the  fiscal  year  with 
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BREAKTHROUGH: 

TAKE  THE  HEADACHES  0 
OF  HIGH  ALTITUDES. 

Planes  going  a  long  distance  fly  at  high  altitudes 
to  conserve  fuel.  But  at  those  altitudes,  some  oxygen 
atoms  cluster  together  in  threes  to  form  ozone  that 
can  give  passengers  headaches  and  respiratory 
problems. 

Our  engineers  reasoned  that  it  is  easier  to  pull 
the  ozone  apart  than  to  build  heavy  filters  to  keep 
it  out.  A  concept  was  developed  using  catalytic 
screens  in  the  air  ducts  to  attract  the  ozone  for  an 
instant  as  it  passes,  allowing  the  atoms  to  reform 
as  oxygen  and  literally  turning  a  noxious  gas  into  a 
breath  of  fresh  air. 

We're  creating  breakthroughs  not  only  in  airline 
travel,  but  in  space  manufacturing,  information 
systems,  and  helicopter  design  and  production. 

We're  McDonnell  Douglas. 


Material  used  is  Deoxo 
catalyst  substrate  ozone  abater 
manufactured  by  Englehard  Corporation 
Specialty  Chemicals  Division. 


AN  INSTANT 
RARITY! 


ON  JANUARY  3, 1985  THE  U.S.  MINT  DESTROYED  ALL 
DIES  USED  IN  THE  PRODUCTION  OF  THE  1984  OLYMPIC 
GOLD  COINAGE.  YOU  CAN  NO  LONGER  ORDER  THESE 
HISTORIC  COINS  FROM  THE  U.S.  MINT,  AS  OF  JANU- 
ARY 18, 1985. 

THIS  IS  THE  FIRST  TIME  THAT  A  NEWLY  MINTED  COIN, 
ISSUED  BY  THE  U.S.  MINT,  HAS  BEEN  CLASSIFIED  AN 
INSTANT  RARITY  BY  SO  MANY  NUMISMATIC  EXPERTS. 
NOT  SINCE  1894  HAS  THERE  BEEN  A  U.S.  $10  GOLD 
BRANCH  MINT  COIN  WITH  A  MINTAGE  THIS  LOW! 

WE  HAVE  SECURED  AN  ALLOCATION  OF  5,000  $10  OLYMPIC  GOLD  EAGLES  AVAILABLE  FOR  IMMEDIATE 
DELIVERY  TO  MEET  THE  FINAL  DEMAND  ON  THIS  VERY  HISTORIC  COIN.  WE  ARE  OFFERING  THESE 
COINS  ON  A  FIRST  COME  FIRST  SERVE  BASIS. 

According  to  our  studies,  we  estimate  the  final  mintages  of  the  Denver  and  Philadelphia  minted  Olympic  $1 0 
Gold  Eagles  will  not  exceed  25,000  coins.  The  following  list  is  our  estimate  of  the  number  of  Olympic  Eagles 
that  the  U.S.  Mint  is  going  to  produce.Maxjmum  Legal       MTBs  Mjntage  Prjce 

Mintage  Estimate  Delivered 

1984  $10West  Point  Proof 
1984  $10West  Point  Uncirculated 
1984  $10  Philadelphia  Proof 
1984  $10  Denver  Proof 
1984  $10  San  Francisco  Proof 
When  one  considers  the  mintage  of  other  U.S.  coins,  the  immediate  scarcity  of  these  Olympic  $10  Gold 
Eagles  becomes  apparent.  For  example,  the  1942  Proof  Set  consisting  of  the  penny,  nickel,  dime,  quarter, 
and  half-dollar  produced  by  the  U.S.  Treasury  had  a  mintage  of  21 ,120  sets.  Today,  the  market  value  of  this 
set  is  approximately  $1 ,200.  It  is  important  to  note  that  just  as  the  1984  Olympic  Eagles  are  intended  for  col- 
lector's purposes  and  not  general  circulation  so  too  was  the  1942  Proof  Set.  If  we  now  compare  MTB's 
estimated  mintage  of  the  1984  Denver  Olympic  Eagle  with  the  1942  Proof  Set  one  can  only  assume  that  by  a 
strict  mathematical  formula  the  Denver  Olympic  must  appreciate  very  rapidly  in  the  years  to  come,  since  the 
1942  Proof  Set  has  appreciated  approximately  600  times  it's  original  value  (the  original  issue  set  sold  for 
$2.02  in  1942).  The  price  histories  of  U.S.  coins  show  that  values  can  be  precisely  equated  to  the  number  of 
pieces  minted  in  any  given  year.  The  lower  the  mintage,  the  higher  the  market  value. 

In  view  of  these  facts  we  recommend  the  following  course  of  action.  If  you  are  contemplating  the  purchase 

of  these  coins,  make  sure  that  you  secure  either  the  P,  S.  or  D  mint  marks  first.  Individuals  who  have  already 

acquired  Olympic  Gold  coins  should  make  sure  that  they  have  the  P,  S,  and  D  mint  marks  already  in  their 

possession 

MTB  HAS  SOLD  APPROXIMATELY  30,000  OLYMPIC  GOLD  COINS  OF  COMBINED  MINT  MARKS  OVER  THE 

LAST  8  MONTHS.  WE  EXPECT  THAT  OUR  FINAL  5,000  COIN  ALLOCATION  WILL  BE  QUICKLY  SOLD  OUT 

TO  THE  PUBLIC,  AS  WE  ARE  NO  LONGER  ACCEPTING  DEALER  ORDERS. 

CALL  TOLL  FREE!  1-800-535-7481 

The  Olympic  Eagle  contains  .4838  troy  oz.  of  fine  gold  and  is  delivered  in  its  own 
original  mint  sealed  Treasury  presentation  case.  We  reserve  the  right  to  withdraw 
this  offer  at  any  time 

MANFRA,  TORDELLA  &  BROOKES,  INC. 

59  West  49th  Street,  New  York,  NY.  10020  (212)621-9502 

Licensed  by  the  N  Y  Slate  Banking  Department  under  Banking  Law  Article  Xlll/B  848 


FOR  MORE  THAN  ONE  QUARTER  OF  A  CENTURY.  ONE  OF  THE  NATION'S  LARGEST  AND  MOST 
DEPENDABLE  DEALERS  IN  RARE  COINS.  BULLION  COINS.  BULLION  AND  FOREIGN  CURRENCY 


1,360,000 

400,000 

$374.50 

190,000 

80,000 

$349  50 

150,000 

25,000 

$389.50 

150,000 

25,000 

$389  50 

150,000 

32,000 

$384.50 
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almost  $26  million  excess  cash  flow, 
more  than  $3.25  a  share.  By  next  Sep- 
tember that  should  be  up  a  bit.  As  for 
pretax  cash  flow,  it's  holding  steady 
around  $36  million,  over  $4.50  a 
share.  So  Cubic  sells  for  only  four 
times  pretax  cash  flow.  In  Sankey's 
book,  that's  cheap.  And  there  is  al- 
ways a  chance  of  a  takeover,  a  share 
buyback  or  even  a  leveraged  buyout. 
Consider  that  Cubic  Chairman  Wal- 
ter J.  Zable,  69,  owns  31%  of  the 
stock.  Any  way  you  cut  it,  right  now 
Cubic  looks  to  be  one  heck  of  an  in- 
teresting buy. — T.J. 

Don't  go  near  the  water 

Burlington  Industries,  biggest  in  U.S.> 
textiles  ($3.2  billion  sales),  recently 
proposed  a  slew  of  antitakeover  mea- 
sures and  threw  in  a  zinger  that  would 
make  it  tough  for  any  greenmailer  to 
wring  a  premium  from  the  company 
above  the  stock's  market  price.  Ap- 
parently J. P.  Stevens  submitted  to 
such  an  indignity  last  fall — villain  un- 
known— and  Burlington,  with  $143' 
million  cash  and  equivalents  on  hand, 
doesn't  want  to  be  the  next  victim. 

The  mere  fact  of  such  precautions, 
of  course,  has  a  way  of  rousing  specu- 
lators. After  all,  at  a  recent  price, 
around  27,  the  28.8  million  Big  Board; 
shares  sell  35%  below  their  book  val- 
ue. But  just  because  there's  shark  re- 
pellent, it  doesn't  always  follow  that 
there  must  be  bait.  Fundamentals  foi 
the  industry,  reeling  under  attack  b> 
cheap  imports,  are  lousy.  Moreover, 
Burlington  is  lagging  in  a  laggarc 
group,  having  lately  charged  1984 
earnings  $34.4  million  on  account  oi 
"restructuring"  expenses.  Restructur- 
ing is  what  Burlington  seems  to  do  £ 
lot  of.  So  far  in  the  Eighties  it  ha$ 
gotten  out  of  hosiery,  lamps  and  wooc 
furniture.  Lately,  it  has  shut  one  Irisr 
plant  in  textured  wovens  and  is  con 
verting  another. 

The  object  of  all  this?  Burlingtor 
wants  to  operate  the  most  modern 
efficient  plant  and  equipment  around 
To  that  end,  over  the  last  five  yean 
capital  spending  has  been  about  $1 
billion,  some  65%  dedicated  to  appar 
el  products.  Yet  during  that  period  the 
operating  return  on  roughly  the  sam( 
amount  of  apparel  assets  fell  fron 
9.4%  to  5.7%.  As  for  earnings,  $2.18 ; 
share  last  year,  analysts  say  Burling 
ton  will  be  lucky  to  show  $2.25  ir 
fiscal  1985  (ending  Sept.  30).  Conclu 
sion:  This  is  one  ugly  duckling  bette 
left  to  swim  alone. — T.J. 
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re  Civil  Justice 


Year  after  year,  our  civil  justice  system  has 
become  slower.  More  costly.  Less  fair  to  the  very 
people  it  was  meant  to  help. 

We  all  pay  the  price.  Some  of  us  pay  in  the  frus- 
tration of  waiting  for  a  case  to  end,  or  by  seeing  a 
settlement  eaten  away  by  legal  costs.  All  of  us  pay  in 
the  form  of  higher  taxes  and  insurance  premiums. 

Experts  agree  on  the  urgent  need  for  civil 
justice  repair.  Chief  Justice  Burger  has  criticized 
"the  high  cost  of  legal  services  and  the  slow  pace 
of  justice!'  Derek  Bok,  president  of  Harvard  and 
former  dean  of  Harvard  Law,  has  called  our  legal 
system  "the  most  expensive  in  the  world!' 

A 1984  Rand  Corporation  study  of  thousands 
of  asbestos-related  lawsuits  shows  how  serious  the 
crisis  has  become.  Cases  closed  took  an  average 
two  years  and  eight  months,  with  11  percent  taking 
six  years.  How  much  money  went  to  asbestos  vic- 
tims? Only  37  percent  of  the  expenses  and  compen- 
sation paid  by  defendants  and  insurers.  The  other 
63  percent  went  to  pay  litigation  costs. 

Can  anything  be  done?  We  think  it  can. 

We're  the  Insurance  Information  Institute. 
Our  members,  property  and  casualty  insurance 
companies,  are  vitally  involved  in  this  issue.  They've 
joined  with  others -doctors,  lawyers,  government 
officials,  business  leaders- in  coalitions  of  con- 
cerned citizens.  Together,  they're  developing  new 
solutions.  In  many  states,  their  ideas  are  being 
translated  into  action. 

Our  latest  report,  The  Civil  Justice  Crisis, 
examines  the  reforms  now  being  proposed.  It  tells 
how  you  can  get  involved.  Phone  us  toll  free  at 
800-221-4954  for  a  free  copy. 


Insurance  Information  Institute 

A  nonprofit  action  and  information  center 
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The  Forbes/TUCS  Institutional  Portfolio  Report 


Institutions — pension  funds,  mostly — carry  a  lot  of 
weight  on  Wall  Street.  When  they  throw  that  weight 
around,  stocks  and  bonds  can  move  abruptly.  The 
wary  individual  trader  keeps  an  eye  on  these 
heavyweights.  What  stocks  are  institutional  favorites?  Are 
the  big  players  moving  in  or  out  of  technology  stocks? 
Utilities?  Consumer  issues?  Are  money  managers  desert- 
ing equities  on  balance  for  cash  or  bonds  or  real  estate? 

The  figures  shown  on  these  two  pages  answer  such 
questions.  They  are  based  on  more  than  3,000  pension 
funds  monitored  by  Wilshire  Associates  in  Santa  Monica, 
Calif,  in  its  Trust  Universe  Comparison  Service  (TUCS). 
Within  this  pension  sample  are  accounts  holding  $136 
billion  in  equities — that  is  almost  8%  of  publicly  held 
stock — dispersed  among  4,126  issues. 

How  have  the  institutions  been  doing?  Not  poorly,  of 
late.  For  the  last  quarter  of  1984  the  median  total  return 
(appreciation,  interest  and  dividends)  for  the  TUCS  sample 
was  3%.  That  beats  both  the  total  return  on  stocks  (1.3% 
for  the  Wilshire  5000)  and  what  an  account  could  have 
earned  in  a  risk-free  cash  investment. 

There  is  an  element  of  self-fulfillment  in  the  money 
managers'  performance.  "The  institutions  jumped  all  over 
some  of  the  better  [performing]  stocks,  like  Digital  Equip- 
ment," says  Dale  Stevens,  a  vice  president  of  Wilshire. 
Meanwhile,  heavy  institutional  buying  of  Digital  helped 
that  stock.  As  noted  in  the  "Top  ten  holdings"  table 
below,  Digital  is  an  institutional  favorite.  And  as  shown  in 
the  table  "Position  changes"  below  at  right,  Digital's  share 
of  the  average  account  has  increased.  The  gain  of  0.2 
percentage  points  looks  small  but  represents  hundreds  of 
millions  of  dollars  in  the  institutional  equity  pool. 

The  table  "Where  the  institutions  put  their  money" 
shows  that  institutions  ended  the  quarter  with  a  greater 
allocation  of  their  portfolios  to  equities.  To  some  extent, 
this  reflects  the  fact  that  stocks  favored  by  institutions  did 
fairly  well.  In  the  third  table  on  the  right,  the  "shift  in 
holdings"  column,  by  contrast,  shows  net  changes  in  asset 
allocation  above  and  beyond  stock  price  changes. 


Top  ten  holdings 

Security 

Weighting  of 

institutional 

portfolios 

Total 
quarter 
return 

IBM 

4.1% 

0.0% 

General  Motors 

1.4 

4.7 

General  Electric 

1.2 

2.6 

Philip  Morris 

1.0 

4.5 

Digital  Equipment 

0.8 

17.7 

Exxon 

0.8 

2.5 

SdMumberger 

0.7 

-16.5 

Motor 

0.7 

1.7 

/  tlanfic  Richfield 

0.7 

-13.8 

American  Express 

0.7 

11.0 

Where  the  institutions  put  their  money 


Segment 


Equity 


Fixed  income 


Cash  and  equivalents 


Convertibles 


Other1 


Portfolio  weighting 

most  recent        previous 
quarter  quarter 


57.8% 


27.5 


10.9 


0.9 


2.8 


50.5% 


31.5 


12.6 


0.9 


4.5 


Equity  portfolio  characteristics 


Financial  ratio 


Price/earnings  ratio 


Dividend  yield 


Beta2 


Institutional 
portfolios 


11.2 


3.8% 


.01 


Wilshire 
5000 


11.2 


4.3% 


1.10 


The  most  recent  quarter 


Segment 


Equity 


Fixed  income 


Cash  and  equivalents 


Convertibles 


Other1 


Total 


Median 
total 
return 


1.7% 


7.5 


2.5 


4.6 


0.2 


3.0 


Shift  in 

institutional 

holdings 


-4.2% 


-3.6 


-14.5 


2.4 


NA 


-5.1 


Position  changes:  These  securities  had  the  greatest 
changes  in  institutional  holdings  over  the  last  quarter. 


Company 


Increase 
in  holdings 


Chevron 


0.4% 


Xerox 


0.3 


Digital  Equipment 


0.2 


Philip  Morris 


0.2 


Safeway  Stores 


0.2 


Waste  Management 


0.1 


FW  Woolworth 


0.1 


AMR 


0.1 


NWA 


0.1 


Loews 


0.1 


Company 


Decrease 
in  holdings 


IBM 


-0.3% 


Atlantic  Richfield 


-0.3 


Motorola 


-0.2 


Ford  Motor 


-0.2 


Coca-Cola 


-0.2 


Schlumberger 


-0.2 


Hewlett-Packard 


-0.2        , 


Texas  O&G 


-0.2 


Wal-Mart  Stores 


-0.1 


American  Broadcasting  -0. 1 


'Real  estate,  foreign  investments,  venture  capital,  guaranteed  insurance  contracts 

2A  measure  of  risk  A  stock  with  a  beta  of  1.00  tends  to  move  up  or  down  at  the  same  rate  as  the  S&P's  500.     NA:  Not  available 


Note:  Data  for  quarter  ending  12  31  S-t  Prepared  by  the  Trust  Universe  Comparison  Service  (TUCS®).  a  service  of  Wilshire  Associates,  Santa  Monica,  Calif. 


184 


FORBES,  FEBRUARY  11,  198 


Edited  by  Steve  Kichen 


Where  the  institutions  are — and  aren't 


Most  overweighted  relative  to  Wilshire  5000: 


-%  of- 


institutional 
universe 


Wilshire 
5000 


Digital  Equipment 


0.8% 


0.4% 


Philip  Morris 


0.6 


Federated  Dept  Stores 


0.5 


Citicorp 


0.6 


0.3 


Lockheed 


0.4 


0.2 


Waste  Management 


0.4 


0.1 


McDonald's 


0.5 


0.3 


Boeing 


0.5 


0.3 


AMR 


0.3 


0.1 


i  American  Express 


0.7 


0.5 


Most  underweighted  relative  to  Wilshire  5000: 


%  of- 


institutional 
universe 


Wilshire 
5000 


Exxon 


0.8% 


2.1% 


Shell  Oil 


0.0 


1.0 


AT&T 


0.5 


1.2 


EI  du  Pont  de  Nemours 


0.3 


0.7 


Standard  Oil  Ohio 


0.3 


0.6 


Royal  Dutch  Petroleum 


0.5 


0.8 


General  Electric 


1.2 


1.5 


IBM 


4.1 


4.4 


Standard  Oil  Indiana 


0.6 


0.8 


BellSouth 


0.3 


0.6 


rhe  exodus  from  energy.  Oil  is  not  popular  among  institu- 
tional investors  these  days.  At  the  end  of  the  third  quarter 
[if  1984,  9.4%  of  the  typical  institutional  equity  portfolio 
was  invested  in  energy.  For  the  most  recent  quarter  that 
igure  was  8.9%.  Exxon  is  the  most  widely  held  energy 
tock,  representing  0.8%  of  institutional  portfolios.  But 
lOte  in  the  table  above  that  Exxon  and  four  other  oils 
ppear  on  the  list  of  issues  underweighted  by  institutions, 
neaning  that  these  stocks  make  up  a  smaller  percentage 
f  institutional  portfolios  than  they  do  of  the  market. 


In  contrast,  the  list  of  overweighted  securities  reflects 
the  desire  of  pension  money  managers  to  have  relatively 
high  levels  of  growth,  but  with  some  size  and  financial 
stability.  McDonald's,  for  example,  fits  that  description. 
However,  the  recent  sudden  drop  in  the  price  of  Toys  "R" 
Us  illustrates  the  danger  a  small  investor  faces  when  an 
institutional  favorite  falls  from  grace.  The  table  below 
shows  sector  weightings  for  institutional  stock  portfolios, 
with  some  of  the  more  important  stocks  within  each 
sector  listed  as  well. 


Sector  activity  and 

top  holdings 

1  %  of  institutional  portfo 

io:     1  J  most  recent  quarter          J  previous  quarter 

Consumer  nondurables 

25.2 

Raw  materials 

10.3        11.3 

Energy 

8.9       9.4 

%  holdings 

%  holdings 

%  holdings 

Philip  Morris 

1.0% 

Waste  Management 

0.4% 

Exxon 

0.8% 

Eastman  Kodak 

0.5 

EI  du  Pont  de  Nemours 

0.3 

Schlumberger 

0.7 

Pfizer 

0.5 

Dow  Chemical 

0.3 

Atlantic  Richfield 

0.7 

Federated  Dept  Stores 

0.5 

Aluminum  Co  of  Am 

0.3 

Standard  Oil  Indiana 

0.6 

\  McDonald's 

0.5 

Allied  Corp 

0.2 

Mobil 

0.5 

Consumer  durables 

5.1 

Capital  goods 

5.0          5.5 

Technology 

17.5 

%  holdings 

%  holdings 

%  holdings 

General  Motors 

1.4% 

General  Electric 

1.2% 

IBM 

4.1% 

(Ford 

0.7 

Emerson  Electric 

0.3 

Digital  Equipment 

0.8 

:  Chrysler 

0.3 

Westinghouse  Electric 

0.2 

Boeing 

0.5 

I  Goodyear  Tire  &  Rubber 

0.3 

Caterpillar  Tractor 

0.2 

Minnesota  Mining  &  Mfg 

0.5 

J  Whirlpool 

0.2 

Signal  Cos 

0.2 

Hewlett-Packard 

0.5 

«  Transportation 

3.5 

Utilities 

8.2          7.3 

Finance 

10.3 

%  holdings 

%  holdings 

%  holdings 

r  AMR 

0.3% 

AT&T 

0.5% 

American  Express 

0.7% 

Norfolk  Southern 

0.3 

NYNEX 

0.4 

Citicorp 

0.6 

Burlington  Northern 

0.3 

GTE 

0.4 

Phibro-Salomon 

0.4 

Union  Pacific 

0.2 

Southwestern  Bell 

0.4 

American  Intl  Group 

0.4 

UAL 

0.2 

US  West 

0.4 

Merrill  Lynch 

0.3 

1 
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The  pioneer  instrument  of  interest  rate 
futures  is  dying.  Is  there  a  way  to  profit 
from  its  death  throes? 

R.I.P.  for 
GNMA  futures? 


By  Ben  Weberman 


ICHAEL      MORTARA,      35,      a 

managing  director  of  Salo- 
mon Brothers  Inc.,  is  a  bright 
young  innovator  who  likes  to  shake 
up  Wall  Street  with  unconventional 
ideas.  One  of  his  most  unconvention- 
al involves  a  terminally  ill  invest- 
ment instrument,  the  Government 
National  Mortgage  Association  fu- 
tures contract. 

Back  in  1975  GNMA  futures  blazed 
the  way  for  the  interest  rate  futures 
market.  By  1980  an  average  9,300 
GNMA  contracts  were  trading  daily 
on  the  Chicago  Board  of  Trade.  No 
more.  In  the  second  full  business 
week  of  1985,  trading  averaged  a  mi- 
nuscule 318  contracts  a  day,  com- 
pared with  125,000  a  day  in  Treasury 
bond  futures. 

Why?  Because  two  kinds  of  players 
use  the  futures  markets,  speculators 
and  hedgers,  and  you  need  both  to 
make  a  market.  But  the  GNMA  future 
is  not  a  good  hedging  instrument  be- 
cause changes  in  its  yields  don't  corre- 
late closely  enough  with  changes  in 
mortgage  rates  in  general.  A  GNMA 
passthrough  certificate  is  a  share  of 
both  interest  and  repaid  principal 
from  a  pool  of  government-guaran- 
teed mortgages.  Each  month  each  cer- 
tificate holder  gets  his  share  until  the 
mortgages  are  all  paid  off  and  the  pool 
is  retired.  When  homeowners  pay  off 
mortgages  faster,  payments  to  certifi- 
holders  go  up,  and  vice  versa.  All 
thi.->  leads  to  fluctuations  in  GNMA 
futures  that  don't  track  well  with  the 
cash  mortgage  market.  Result:  The 
futures  traders  have  moved  to  other 
instruments. 

While  GNMA  futures  are  dying  of 
trader  neglect,  Mortara  sees  how  this 
can  be  turned  to  advantage.  Individual 
investors  looking  for  a  high-yielding 


Salomon  Brothers'  Michael  Mortara 
Take  the  money  and  run. 

short-term  investment,  he  thinks,  can 
use  the  GNMA  contract  profitably. 

How?  By  buying  the  contract  clos- 
est to  maturity — currently,  the  March 
contract — and  taking  delivery.  What 
is  delivered  in  settlement  is  a  "collat- 
eralized depositary  receipt."  The 
CDR  is  backed  by  GNMA  mortgages 
deposited  with  a  bank  trustee  and  de- 
liverable to  a  CDR  holder  upon  de- 
mand. But  under  the  contract  terms 
the  seller  may  deliver  mortgages  of 
"equivalent  value"  to  an  8%  GNMA 
benchmark.  Instead  of  delivering 
$100,000  of  8%  GNMAs  the  seller 
can  satisfy  his  obligation  with 
$62,208.40  par  value  of  16%  GNMAs. 

But  in  the  cash  market,  $62,208.40 
par  value  GNMA  16%  certificates  sell 
for  less  than  $100,000  of  8s.  All  high 
coupons  sell  at  discount  from  their 


intrinsic  value,  of  course,  but  with 
GNMAs  there  is  an  additional  kicker. 
Any  homeowner  with  a  high-coupon 
mortgage  will  refinance  as  soon  as  he 
can  at  today's  prevailing  12.5%  rates. 
As  a  result,  16%  GNMA  pools  are 
paid  off  at  an  astonishingly  rapid  pace. 
Their  "half -life,"  or  the  point  at 
which  half  the  principal  in  the  pool 
has  been  repaid,  averages  2.49  years, 
compared  with  10.79  years  for  an  8% 
pool.  Result:  The  investor  in  a  16% 
pool  has  his  principal  on  his  hands 
again  in  a  very  short  time,  with  the 
prospect  of  reinvesting  it  at  a  lower 
rate.  That  means  those  juicy  16%. 
coupons  are  not  worth  as  much  as 
might  appear,  and  they  sell  at  a  sub- 1 
stantial  market  discount. 

Obviously,  these  lower-price,  high- 
er-coupon GNMA  pools  are  the  ones 
the  seller  of  a  futures  contract  tries  to 
find  for  delivery — "cheapest  to  deliv- 
er," as  the  pros  call  the  technique — 
and  the  pricing  of  GNMA  futures  re- 
flects the  discount.  So  look  through 
the  contract  to  the  delivered  CDR, 
says  Mortara,  and  you  have  a  wonder- 
ful investment.  The  CDR  is  backed  by 
instruments  guaranteed  by  the  full 
faith  and  credit  of  the  Treasury.  Itl 
doesn't  diminish  in  principal  amount, 
as  underlying  GNMA  pools  do,  be- 
cause the  seller  of  the  contract  is  obli- 
gated to  replace  mortgages  that  have 
been  paid  off.  In  fact,  the  CDR  must 
be  maintained  at  equivalent  value  to 
8%  GNMAs  for  as  long  as  the  holdei 
wishes — forever,  if  that's  what  hei 
wants.  And  any  time  the  buyer  wants 
possession  of  underlying  GNMA  pool 
certificates,  he  can  demand  them. 

"In  today's  market  all  you  can  gel 
on  a  Treasury  bill  is  about  8%,  while  i 
GNMA  futures  contract  is  priced  tc 
result  in  a  CDR  that  pays  11.035%,' 
says  Mortara.  "Granted,  the  CDR  car 
ries  market  risk  that  could  cut  intc 
the  price  if  yields  rise."  But  if  thai 
happens,  he  says,  the  "cheapest  tc 
deliver"  factor  that  has  held  down  the 
value  of  GNMA  futures  as  rate; 
moved  down  would  act  as  a  cushior 
for  prices  even  if  yields  were  to  begir 
rising  again.  As  yields  rise,  the  half 
life  of  higher-coupon  GNMA  pool; 
would  extend  out  again,  and  the  pric( 
decline  would  be  slowed. 

Mortara  insists,  too,  that  investor: 
should  have  no  problem  getting  mon 
ey  out  when  they  wish  to  sell  CDRs 
Either  sell  a  futures  contract  and  de 
liver  the  CDR  as  payment  or  just  as! 
for  delivery  of  the  underlying  poo 
certificates  and  then  resell  them  oi 
the  cash  market.  Be  careful  to  get  ful 
price  for  the  securities  without  exces 
sive  discount,  Mortara  warns. 

As  they  say,  it's  an  ill  wind.  .  .  .  ■  l 
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The  business 
fever 

MILAN  FAIR: 

•  an  inexhaustible  source  of  contacts 

•  a  bridge-market  for  the  new  requirements  of  world  economy 

•  a  permanent  centre  of  active  business  promotion 

•  a  meeting  point  where  to  know  and  compare  cultures,  technologies  and  different 
economic  systems. 

MILAN  FAIR: 

the  most  stimulating  meeting  point  for  manufacturers  and  consumers  to  continuously 

develop  a  demand  and  supply  market:  an  essential  requirement  of  today's  business  world. 

Take  your  next  business  appointments  at  the  Milan  Fair. 

The  business  fever  will  take  also  your  people 

Fiera  di  Milano,  Largo  Domodossola  1,  20145  Milano  (Italy), 
tel.  (02)  49971,  cable:  Fieramil,  telex  331360  EAFM  I 
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Statistical  Spotlight 


Investors  looking  for  a  discount  have  plen- 
ty of  fallen  stocks  to  pick  from.  But  it  takes 
some  work  to  find  the  genuine  bargains. 


Rummage  sale 


By  Leslie  Pittel 


SHOPPERS  WHO  CAN  NEVER  resist 
a  sale  sign  may  find  intriguing 
buys  these  days  among  risky, 
low-capitalization  stocks,  many  of 
which  are  available  for  half  or  less  of 
their  prices  only  a  year  ago.  While  the 
overall  market  as  measured  by  the 
Wilshire  5000  was  off  a  slight  1.2%  in 
1984,  over-the-counter  shares  fin- 
ished the  year  down  a  hefty  11.2%. 
Are  small  stocks  a  bargain  now? 

Some,  no  doubt,  are.  But  remember: 
Stocks  are  usually  cheap  for  a  reason. 
Some  of  these  companies  have  prob- 
lems that  have  yet  to  show  up  in  the 
numbers.  Shares  of  Provincetown- 
Boston   Airline,    for    example,    have 


VIST 


Knrn  k  Mel  >■  innell 


nose-dived  following  regulators'  con- 
cerns about  safety  and  the  recent 
crash  of  one  of  its  planes.  St.  fude 
Medical,  the  maker  of  heart  valves, 
has  a  lot  of  cash  in  the  bank  but  is 
running  out  of  inventory  because  of  a 
legal  dispute  with  its  sole  supplier  of 
valve  parts.  Yet  these  firms,  and  oth- 
ers like  them,  may  escape  their  cur- 
rent dilemmas,  meaning  that  some  of 
them  are  great  buys  now. 
Bargain  hunters  are  already  at  work, 


to  judge  from  market  activity  in  the 
first  two  weeks  of  January.  "Unlike 
the  rally  in  August,  which  was  a  Dow 
extravaganza,  the  rally  we've  seen  so 
far  in  1985  has  had  secondary  stocks 
leading  the  way,"  says  Stephen  Leeb, 
editor  of  Investment  Strategist,  a  market 
newsletter.  If  the  market  continues  tc 
rally,  many  of  the  smaller,  less  well 
known  firms  on  NASDAQ  and  the 
exchanges  could  recover  sharply. 

In  order  to  look  at  those  issues  thai 
were  hit  hardest  last  year,  we 
screened  the  database  at  Wilshire  As- 
sociates for  stocks  recently  selling  al 
discounts  of  50%  or  more  from  theii 
1984  highs.  We  excluded  stocks  with 
negative  per-share  earnings  for  the 
latest  12  months  and  those  selling  foi 
less  than  $1.  Finally,  we  included  onh. 
stocks  selling  at  no  more  than  2( 
times  earnings  and  no  more  than  21 
times  book  value.  With  a  few  dele 
tions  where  the  reason  for  the  come 
down  in  price  was  both  obvious  anc 
compelling,  we  came  up  with  the  10( 
issues  listed  in  the  table  below. 

Technology  issues,  not  surprising' 
ly,  dominate  the  list,  but  a  wide  range 
of  industries  is  represented.  Alongside 
Compaq  Computer  and  Alpha  Micro 
systems  are  restaurateur  Horn  &.  Han 
dart  and  oil-service  supplier  Smith  Im 
temational.  Several  electric  utility 
firms  also  show  up  on  this  list,  ever 
though  utilities  as  a  group  were  u]i 
last  year.  The  caution  here:  For  mos' 
of  these,  like  Public  Service  of  Nev 
Hampshire,  the  future  is  particularll 
uncertain  because  of  unfinished  nu 
clear  plants  (see  cover  story,  p.  82). 

Many  companies,  especially  in  th 
technology   industry,    have    sufferei 


Off 

price 

stocks 

The  100  stocks  below  are  down  at  least  half  from  their  1984  highs.  Not  all,  to  be  sure,  are 
bargains,  but  P/E  ratios  are  at  most  20  and  prices  don't  exceed  250%  of  book  value. 

Exch  Company/business 

current 

—Price 

1984 
high     low 

%  decline 

from  1984 

high 

Latest 

12  months — 

EPS                 P/E 

Book 
value 

Price 

as  %  of 
book 

a     Esprit  Systems/video-display  equip 

l'/4 

9'/4- 

Wi 

-81% 

$0.18 

9.7 

$2.21 

79% 

o     Xebec/disk  drives 

4 

20  V»- 

3Vi 

-80 

0.79 

5.1 

6.11 

65 

o     BFI  Communications  Sys/communications  equip 

1% 

8'/2- 

1% 

-79 

0.24 

7.3 

1.75 

100 

o     Protocol  Computers/computer  equip 

2'/4 

10%- 

1% 

-79 

0.12 

18.8 

2.06 

109 

o     California  Amplifier/electronics 

3% 

17>/4- 

3 

-79 

0.74 

4.9 

2.43 

149 

a     TIE/communications/communications  equip 

7 

28%- 

5'/2 

-75 

0.68 

10.3 

7.60 

92 

a     Texscan/CATV  equip 

5'/4 

20    - 

3'/4 

-74 

0.65 

8.1 

6.44 

82 

a     Eagle  Clothes/apparel 

m 

8%- 

2*4 

-73 

0.15 

15.8 

3.24 

73 

o     Hogan  Systems/computer  software 

Wi 

23 '/2- 

PA 

-72 

0.37 

17.6 

3.39 

192 

o     Computer  Memories/disk  drives 

3  >/> 

12    - 

25/8 

-71 

0.24 

14.6 

4.75 

74 

n     Omnicare/health  care  sves 

9% 

31%- 

5% 

-71 

0.95 

9.9 

6.96 

135 

n     Consumers  Power/electric  &  gas  utility 

5 

16'/s- 

m 

-69 

2.41 

2.1 

25.92 

19 

a:  American  Sti  ick  Exchange,     rt:  New  York  Stock  Exchange. 

o:  over-the-counter. 

Sources  Wilshire  Associates 

.  Standard  &  Poor's  Stockpak-ll  System. 
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long  enough  to 


makes  them  tick 


jutes  /  Playboy  Interview  March,  1985 


PLAYBOY. 

Important  issues  in  every  issue. 


Statistical  Spotlight 


price  declines  for  good  reasons,  such 
as  big  earnings  disappointments.  But 
the  shakeout  may  have   caused  an 


overreaction  in  the  market,  bringing 
down  good  stocks,  too.  And  the  fall  in 
high  tech  was  severe  enough  to  make 
some  of  these  stocks  cheap  in  relation 
to  their  balance  sheets,  never  mind 
the  future  of  technology.  "A  lot  of 


stocks  that  were  highfliers  have  com 
down  so  far  that  they  are  almost  valu 
plays,"  says  Leeb. 

Leeb    points    to    Dataproducts, 
manufacturer  of  computer  terminals 
In  the  most  recently  reported  quartei 


Off 

price  stocks 

Exch  Company/business 

current 

—Price — i 

1984 
high     low 

%  decline 

from  1984 

high 

Latest 

— -12  months 

EPS                 P/E 

Book 
value 

Price 

as  %  of 

book 

o     Sorg  Printing/printing 

7% 

23  Vi-  6'/2 

-68% 

$1.37 

5.4 

$6.64 

111% 

n     Commodore  Intl/computer  equip 

15% 

49%- 16 'A 

-68 

4.77 

3.3 

10.56 

149 

o     Cosmo  Communications/electronics 

5% 

18    -  4% 

-68 

0.84 

6.8 

7.14 

81 

a     Mountain  Medical  Equip/health  care  equip 

45/a 

14    -  2% 

-67 

0.35 

13.2 

3.52 

131 

o     Covington  Technology/manufactured  housing 

1 

3    -     %   ' 

-67 

0.05 

20.0 

1.12 

89 

o     Scientific  Sys  Svcs/computer  systems 

4 

12    -  2% 

-67 

0.21 

19.0 

4.05 

99 

a     Yankee  Cos/oil  &  gas 

5% 

171/4-  5% 

-66 

1.15 

5.1 

3.82 

154 

o     Lee  Data/computer  equip 

7Vi 

22    -  5*4 

-66 

0.9"7 

7.7 

6.27 

120 

o    DST  Systems/computer  software 

9Vi 

28 Vi-  9Vi 

-66 

0.97 

10.1 

6.60 

148 

o     Provincetown-Boston  Airline/airline 

4'/2 

13-4 

-65 

0.48 

9.4 

4.38 

103       | 

n     Pub  Svc  New  Hampshire/electric  utility 

4V5 

12%-  3'-: 

-65 

3.17 

1.4 

20.24 

22 

o     Sunrise  S&L  Assoc/savings  &  loan 

9 

25%-  8-Vs 

-65 

4.22 

2.1 

10.55 

85 

n     Gearhart  Inds/oilfield  services 

107/8 

30%- 10% 

-64 

0.90 

12.1 

8.13 

134 

o     Auto-trol  Technology/computer  equip 

9'/4 

25*4-  71/. 

-63 

0.53 

17.5 

7.39 

125 

o     E&B  Marine/marine  supplies 

7'/4 

19%-  7 

-63 

0.65 

11  2 

5.93 

122 

o    Horizon  Inds/carpets 

SVa 

14%-  3'/2 

-63 

0.62 

8.5 

7.32 

72       1 

o     Oxoco  Inc/oil  &  gas  explor  &  devel 

3% 

9'/s-  3% 

-63 

0.89 

3.8 

4.43 

76       ' 

o     Micropolis/disk  drives 

5 

13%-  4 

-63 

0.25 

20.0 

6.55 

76 

o     Tandon/disk  drives 

7% 

20-%-  4% 

-63 

0.58 

13.1 

4.78 

160 

o     M  Kamenstein/household  prods 

3% 

9%-  4% 

-62 

0.55 

6.8 

2.96 

127 

o     Invacare/health  care  svcs  &  equip 

m 

11  Vi-  3% 

-62 

0.63 

6.9 

4.53 

97 

o     Kroy/graphic  products 

10% 

28  >/4-  8% 

-62 

1.05 

10.2 

6.03 

178 

o     CPT/word  processoring  equip 

6% 

16%-  5% 

-62 

0.83 

7.7 

7.77 

82 

o     Cordis/health  care  equip 

9'/4 

24 %-  6% 

-62 

1.09 

8.5 

7.57 

122 

n    Inexco  Oil/oil  &  gas  explor  &  devel 

5% 

15    -  5'/2 

-62 

0.42 

13.7 

10.78 

53 

o     Ultrasystems/construction 

8M 

21'/:-  8% 

-62 

0.93 

8.9 

4.86 

170 

o     Delta  Data  Systems/computer  equip 

1  <A 

3'/4-    l'A 

-62 

0.11 

11.4 

0.67 

187 

o     Interface  Flooring  Sys/carpets 

10% 

28  !/i-  6'/5 

-62 

0.71 

15.3 

4.73 

230 

o     Shopsmith/tools 

4% 

12 W  4% 

-61 

0.49 

9.7 

4.73 

100 

o     Hytek  International/electronics,  water  treatment 

l*i 

4I/8-     17/16 

-61 

9.00 

18.1 

1.06 

153 

o     Templeton  Energy/oil  &.  gas  explor  &  devel 

m 

m-  \Vi 

-61 

0.11 

14.8 

4.53 

36 

o     HEI  Inc/health  care  svcs 

m 

9¥t-  3'/s 

-61 

0.42 

8.9 

4.38 

86 

o     Compucare/data-processing  svcs 

6% 

17    -  5% 

-60 

0.43 

15.7 

4.85 

139 

o     Datasouth  Computer/computer  equip 

4% 

10%-  3 

-60 

0.37 

11.1 

2.63 

157 

a     Hofmann  Inds/steel  tubing 

3M 

8'/»-  2% 

-60 

0.43 

7.6 

6.43 

51 

o     Quotron  Systems/financial  info  svcs 

9 

221-2-  7'/4 

-60 

0.79 

•11.4 

4.69 

192 

o     Key  Tronic/computer  equip 

9% 

24    -  7Vi 

-60 

1.17 

8.2 

6.92 

139 

o     St  fude  Medical/health  care  equip 

7'/4 

19'/.-  7% 

-60 

1.11 

7.0 

7.56 

103 

a     Kentron  Intl/engineering  svcs 

3% 

8%--  3 

-59 

0.22 

16.5 

2.61 

139 

o     SFE  Technologies/electronics 

8''/4 

20%-  7 

-58 

0.62 

14.1 

7.69 

114 

o    Hyde  Athletic  Inds/footwear 

5 

11%-  3 

-57 

0.96 

5.2 

7.64 

65 

n     Purolator  Courier/freight  forwarding 

28 

65'/2-23% 

-57 

1.76 

15.9 

28.47 

98 

o     Bayly/apparel 

6% 

14%-  6'/i 

-57 

0.49 

13.0 

10.08 

63 

o     LJN  Toys  Ltd/toys 

6% 

16    -  5% 

-57 

1.13 

6.1 

4.15 

166 

a:  American  Stock  Exchange     n:  Mew  York  Suck  Exchange 

0:  over-i 

ic  counter 

Sources  Wilshire  Associates,  Standard  & 

Poor's  Slockp 

ik-II  System 
1 

190 


FORBES,  FEBRUARY  11,  19: 


ERT  FRANDEN.  MANAGER  OF  DISTRIBUTION  SERVICES,  HFC 


"ZIP+4  codes 
will  save 
Household 
Finance 


36,000  ayear." 

MAIL  THIS  COUPON  TO  SEE  HOW  YOUR  COMPANY  CAN  SAVE,  TOO. 


1 


Household  Finance  is  a  firm  believer  in 
using  ZIP +4  codes— the  Postal  Service's 
9-digit  system  for  First-Class  Mail® 

"We  mail  over  1  million  customer 
statements  each  month,"  Mr.  Franden 
stated.  "ZIP +4  coding  enables  us  to 
save  an  additional  $3,000  per  month 
over  our  Presort  savings."  The  total 
savings  is  "quite  substantial,"  he 
explained. 

As  for  start-up  costs,  "we  purchased 
software  from  an  outside  vendor,  and 
we  expect  to  recover  that  cost  in  about 
six  months  with  our  ZIP +4  savings." 

Find  out  how  the  ZIP  +  4  program  can 
work  for  you.  Complete  this  coupon.  For 
immediate  assistance  or  the  number  of  a 
local  postal  customer  service  represen- 
tative, call  1  (800)  842-9000,  ext.  349. 


Please  check  your  line  of  business: 

D  Insurance,  □  Banking,  D  Manufacturing, 

D  Securities,  □  Utilities,  □  Education, 

□  Retail,  D  Government,  □  Publishing, 

□  Service  Company,  □  Other. 


And  check  your  yearly  First-Class  Mail 
volume:  □  Up  to  10,000,  □  10,001-50,000, 
D  50,001-100,000,  □  100,001-1,000,000, 
D1,000,000+ 

U.S.  Postal  Service,  Regular  Mail  Services 

P.O.  Box  2999 

Washington,  D.C.  20013-2999 

Name 


Title. 


.Company. 


Address. 
City 


State. 


ZIP. 


^ 


ADDRESSING  TOMORROW  TODAY. 


.J 

USPS  1985 


Statistical  Spotlight 


its  earnings  rose  by  a  disappointing 
percentage,  and  the  market  punished 
it — unjustly,  Leeb  says.  Dataproducts 


now  sells  at  a  small  premium  to  book 
value  and  at  only  eight  times  what 
Leeb  figures  it  will  earn  this  year. 

Not  all  the  fallen  angels  on  this  list 
are  comparably  cheap  in  relation  to 
earnings.  Compaq  Computer  and  Pio- 


neer Systems  go  for  more  than   IS 
times  latest  12-month  earnings. 

A  final  caution:  Computer  screen; 
are  only  a  starting  point  for  the  inves 
tor.  Some  stocks  that  are  cheap  toda> 
will  get  cheaper  tomorrow.  ■ 


Off 

price  stocks 

Exch  Company/business 

current 

p  • 

%  decline 

from  1984 

high 

12 

EPS 

Latest 

months 

P/E 

Book 
value 

Price 

as  %  of 

book 

1984 
high     low 

o 

Alpha  Microsystems/computer  equip 

7% 

18    -  51/. 

-57% 

$1.14 

6.8 

$9.23 

84% 

o 

Dewey  Electronics/electronics,  snowmaking  equip 

5% 

12%-  4'/4 

-57 

0.40 

13.8 

2.66 

207 

0 

Seagate  Technology/disk  drives 

7% 

17-4 

-57 

0.75 

9.8 

3.74 

197 

a 

Pioneer  Systems/parachutes 

5% 

12%-  5 

-57 

0.28 

19.2 

5.43 

99 

0 

Carl  Karcher  Enterprises/fast  foods 

14>/4 

32'/2-137/8 

-56 

1.72 

8.3 

11.17 

128 

0 

Syntrex/office  automation  prods 

4% 

10V4-  3% 

-56 

0.31 

14.5 

3.63 

124 

0 

National  Data/computer  services 

9 

20%-  6% 

-56 

0.82 

11.0 

5.76 

156 

n 

GenRad/test  equip  for  electronics 

171/4 

39    -13% 

-56 

0.95 

18.2 

11.10 

155 

0 

FDP  Corp/computer  software 

7% 

17'/2-  6 

-56 

0.71 

10.9 

4.21 

184 

0 

Overland  Express/trucking 

11% 

16V*-  9% 

-55 

1.83 

6.4 

12.16 

97 

0 

Analogic/computer  equip 

11 % 

25-9 

-55 

0.77 

14.6 

7.11 

158 

0 

Evans  &  Sutherland  Comp/computer  equip 

14% 

31V4-11 

-55 

1.03 

13.8 

7.73 

184 

0 

Scientific  Computers/data  processing 

5'/4 

11  Vi-  4'/2 

-54 

0.74 

7.1 

6.31 

83 

0 

Priam/disk  drives 

5% 

11%-  3% 

-54 

0.41 

13.1 

5.80 

93 

0 

Royal  Resources/oil  &  gas  explor  &  devel 

6% 

13%-  7% 

-54 

0.73 

8.4 

4.01 

153 

0 

Zitel/semiconductors 

5 

10%-  4'/4 

-53 

0.29 

17.2 

7.73 

65 

o 

California  Microwave/communications  equip 

9 

19'/4-  6% 

-S3 

0.66 

13.6 

4.50 

200 

0 

Culp/textiles 

7% 

15%-  5 

-53 

0.67 

10.8 

6.72 

108 

a 

MSI  Data/precision  instruments 

10 

21%-  9'/8 

-53 

0.96 

10.4 

11.13 

90 

n 

ManvilleVbuilding  materials 

6% 

13%-  5% 

-53 

1.47 

4.3 

34.62 

18 

0 

Peak  Health  Care/health  care  sves 

11% 

25    -  9% 

-53 

0.67 

17.5 

5.04 

233 

a 

Sunair  Electronics/communications  equip 

7 

14%-  5% 

-53 

0.53 

13.2 

4.33 

162 

0 

Microdyne/communications  equip 

5'/8 

10%- 10% 

-52 

0.37 

13.9 

7.66 

67 

n 

Tesoro  Petroleum/integrated  oil 

10 

20%-  95/8 

-52 

0.59 

16.9 

29.20 

34 

0 

Rax  Restaurants/fast  foods 

9 

18%-  8% 

-52 

0.59 

15.3 

4.50 

200 

0 

Hyponex/garden  prods 

6>/4 

13    -  41/4 

-52 

065 

9.6 

3.64 

172 

a 

Maine  Public  Svc/electric  utility 

12  >/2 

26    -12% 

-52 

5.12 

2.4 

37.04 

34 

0 

Oak  Hill  Sportswear/apparel 

3% 

7    -  3'/s 

-52 

0.27 

12.5 

4.72 

72 

a 

Horn  &  Hardart/restaurants,  mail  order 

10]/4 

21%-  8% 

-52 

0.81 

12.7 

7.31 

140 

a 

MCO  Resources/oil  &  gas 

1% 

3%-   1% 

-52 

0.12 

14.6 

2.69 

65 

0 

Linear/security  systems 

5% 

11 '/8-   5% 

-52 

0.86 

6.3 

6.77 

79 

0 

Adv'd  Semi  Materials  Intl/equip  to  mfg  semicond 

18  Va 

37%- 14% 

-52 

1.24 

14.7 

7.57 

241 

0 

Aero  Systems/aerospace  equip 

2% 

4%-  1% 

-51 

0.12 

17.7 

1.09 

195 

0 

DH  Technology/computer  equip 

3'/2 

7'/e-  2% 

-51 

0.52 

6.7 

1.60 

219 

a 

Alpha  Inds/electromcs 

11 

22%-  9Vi 

-51 

0.86 

12.8 

7.65 

144 

0 

BR  Communications/communications  equip 

11  Vi 

23%-10 

-51 

1.19 

'  9.7 

6.37 

181 

a 

Zimmer  Homes/manufactured  housing 

7      ■ 

14%-  5% 

-50 

0.35 

20.0 

5.21 

134 

0 

Compaq  Computer/computer  equip 

7'/4 

14%-  31/2 

-50 

0.37 

19.6 

3.90 

186 

a 
n 

Dataproducts/computer  equip 

15% 

31'/2-13% 

-50 

1.54 

10.1 

10.54 

148        11 

Smith  Intl/o:lfield  equip  &  services 

10% 

21%-  9% 

-50 

0.57 

18.6 

23.45 

45           ! 

a 

Damson  OilA  il  &  gas  explor  &  devel 

5'/8 

1C/4-  3% 

-50 

1.40 

3.7 

6.65 

77 

0 

Monolithic  Memories/semiconductors 

15% 

30%- 12% 

-50 

1.42 

10.8 

8.51 

181 

a 

Sage  Energy/oil  &  gas  explor 

7'/2 

15-7 

-50 

0  69 

10.9 

7.29 

103 

0 

Zondervan/publ  i  shmg 

9'/4 

18'/2-   6'/2 

-50 

0.79 

11.7 

7.73 

120          14 

a:  American  Stock  Exchange,     n:  New  York  Stock  Exchange. 

o:  over-the 

-counter      'Chapter 

1 1 .  Sources  Wilshtre  Associates:  Standard  &  Poor  s  Stockpak-II  System. 

192 


FORBES,  FEBRUARY  11,  191 


•■>■■ 


m- 


Foul  weather  friends. 

Even  when  the  investment  climate  is  gloomy,  the 
L  gnomes  of  Freddie  Mac  will  help  you  weather 
the  storm.  ■  In  good  times  and  bad,  year  in  and 
year  out,  our  securities  have  provided 
exceptional  investment  opportunities.  ■  And  the 
future  looks  sunny! 


Freddie  Mac  m  Investor  Relations  m  1776  G  Street,  N.W.  ■  P.O.  Box  37248  ■  Washington,  DC.  20013-7248 


©1984FHLMC 


THE  GNOMES 

KNOWa, 

Freddie 

Mac 

Federal 

Home  Loan 

Mortgage 

Corporation 

\mmmm 


Does  the  public  have  the  right  to  know? 
United  telecom  asked  Eric  Sevareid. 


Following  are  excerpts 
from  an  exclusive 
United  Telecom  interview 
with  newsman  Eric  Sevareid. 


Wf  hat  people  have  is 
the  right  to  find  out 
You  can't  spoon  feed 
them.  You  can't  make  everything  easy. 
People  have  to  pay  attention.  And 
when  they  listen  to  only  one  news 
program  or  read  one  paper  I'm 
sorry  for  them  but  they're  not  going 
to  be  very  well  informed. 

What's  the  role  of  the 
news  media? 

Walter  Lippmann  said  that  the  central 
point  is  not  that  the  full  truth 
is  revealed  in  any  one  account 
but  that  out  of  free  reporting 
and  discussion  truth  emerges. 
It  takes  time.  And  a  fairly  long 
attention  span.  If  a  story  is  50  per- 
cent wrong  the  first  day,  it's  probably 
85  percent  right  the  second  and 
99  percent  the  third.  The  news  tends 
to  correct  itself.  And  it's  the  only 
institution  that  advertises  attacks 
upon  itself.  How  do  we  hear  about 
the  inadequacies  of  the  press  except 
through  the  press? 

Is  TV  living  up  to  its  potential? 

Television  has  a  lot  of  faults.  But  it  seems 
to  be  the  only  sort  of  national  hearth  this 
country  has.  It  brings  us  together  if  just 
for  brief  moments:  as  when  the  prisoners 
came  home  from  Vietnam  or  the  hostages 
from  Iran.  And  this  is  important  because 
our  greatest  long  term  danger  is  fragmen- 
tation. Television  has  helped  to  supplant 
the  principal  means  of  communication, 
the  oldest  of  all,  word  of  mouth.  And  word 
of  mouth  is  a  treacherous  thing. 


-..-••••'viif/'.; 
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What's  the  big  difference  between 
electronic  and  print  journalism? 

It's  in  this  business  of  covering  things  live, 
publishing  news  as  it  happens.  That's 
a  quantum  leap.  Most  people  who  criticize 
broadcasting  don't  seem  to  grasp  this  simple 


United  Telecom 


fact.  And  they  don't  appreciate  the 
extreme  difficulty  of  doing  it  well.  Ima* 
ine  a  columnist  willing  to  sit  at  his  type< 
writer  and  start  off  a  review  of  a  presiden- 
tial speech  as  the  man  is  talking  and  havin 
it  finished  and  published  instantaneously. 

/*  communication  getting  better? 

The  technology  is  better.  But  what  are  we 
communicating?  Now  there's  so  much  to 
know.  Journalists  have  to  try  to  simplify  so 
the  information  can  be  understood  by  as 
many  people  as  possible.  But  you  must  not 
vulgarize  it.  It  seems  to  me  that  mass  media  I 
and  mass  public  education  go  along  rather 
naturally.  And  we're  one  of  the  few  coun 
tries  that  have  tried  both.  We  may  noM 
do  it  so  well  but  we  must  never  give 
'up  the  effort. 


Eric  Sevareid  says  that  in  an  "un- 
graceful moment"  he  coined  the  ter 
"electronic  journalism."  He's  cer- 
tainly one  of  its  foremost  practitioners.  At 
United  Telecom  we're  pleased  to  be  able  to 
share  his  views  on  communication. 

Communication  is  our  business.  Our 
United  Telephone  System  companies  providt 
the  local  telephone  service  that  makes  com- 
municating easier  in  hundreds  of  communis 
ties  across  America.  And  we're  putting  new 
communications  technologies  to  work  in  oi 
paging,  cellular  mobile  radio,  and  security 
and  alarm  businesses. 

We're  a  2.8  billion  dollar  company  with ;  1 
big  stake  in  one  of  man's  most  basic  needs.  I 
The  need  to  communicate. 

For  more  information  and  reprints  of  oui 
ad  series,  write  D.F.  Forsythe,  United  Telecon 
Box  11315,  Kansas  City,  MO  64112. 


The  Funds 


How  would  you  like  to  buy  a  dollar  bill  for 
only  77  cents?  Opportunities  like  that  show 
up  in  London  investment  trusts. 

I    Funds  across 
the  sea 


By  Robert  McGough 


Here  is  how  to  get  IBM,  United 
Technologies  and  other  stocks 
at  a  23%  discount:  Buy  Amer- 
ican Trust,  a  Scottish  investment 
company  with  80%  of  its  assets  in 
North  American  companies.  Behind 
each  share,  recently  selling  at  the 
equivalent  of  $1.43,  stands  $1.87  in 
net  assets. 

The  appeal  of  closed-end  funds  like 
American  is  the  chance  to  buy  assets 
at  a  discount.  With  a  few  exceptions, 
those  days  are  gone  in  the  U.S. 
Closed-ends  in  the  States  are  rarely 
Available  at  a  deep  discount  to  asset 
value.  But  in  the  U.K.  investors  can 
still  buy  good  funds  at  discounts  of 
20%  and  more.  Investment  trusts,  the 
British  term  for  closed-end  funds, 
have  assets  of  $15  billion  and  consti- 


tute about  5%  of  the  market  value  of 
the  London  Stock  Exchange. 

Few  legal  or  tax  barriers  stand  in  the 
way  of  your  buying  a  London  fund. 
Your  broker,  however,  may  be  less 
than  cooperative.  E.F.  Hutton,  for  ex- 
ample, says  it  doesn't  know  if  it  can 
handle  the  transaction,  even  though  it 
has  four  offices  in  London.  Dean  Wit- 
ter Reynolds  and  Shearson  Lehman/ 
American  Express  will  take  the  order 
but  they  refuse  to  disclose  what  their 
commissions  would  be. 

As  the  name  suggests,  closed-end 
funds  differ  from  open-end  funds  be- 
cause they  have  a  fixed,  or  closed, 
amount  of  shares.  While  the  open-end 
fund  buys  and  sells  its  own  shares  at 
net  asset  value,  closed-end  funds  are 
traded  as  stocks,  the  price  being  set  by 
supply  and  demand. 

Buying  assets  on  the  cheap  is  no  use 


Jolly  good  discounts 

British  investment  trusts  often  sell  below  net  asset  value.  Buyers 
hope  that,  as  has  happened  in  recent  years  among  U.S.  closed-end 
funds,  discounts  will  narrow  or  be  eliminated  when  trusts  find  them- 
selves subject  to  takeover  or  "unitizing." 

1  Investment  trust 

Recent  price 

Discount  to  net 
asset  value 

Alliance  Trust 

£6.03 

$6.75 

27% 

American  Trust 

1.28 

1.43 

23 

Foreign  &  Colonial 

1.37 

1.53 

24 

1  Globe  Investment  Trust 

2.61 

2.92 

28 

Monks  Investment  Trust 

1.59 

1.78 

22 

Scottish  Eastern 

1.52 

1.70 

29 

Whan  Investment  Co 

1.47 

1.67 

27 

S 

Sources 

Vickers  da  Costa  Securities  Inc.,  Morgan 

Grenfell  &  Co  Ltd. 
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if  they  stay  cheap.  But  there  are  signs 
that  the  factors  that  have  shrunk  dis- 
counts on  closed-ends  in  the  U.S. 
have  begun  working  in  London. 

"The  discount  is  getting  narrower," 
says  Dominic  Cock,  analyst  at  Mor- 
gan Grenfell,  a  London  merchant 
bank,  "but  it  hasn't  caught  up  with 
American  funds."  Investors  in  Lon- 
don are  taking  a  more  aggressive 
stance  toward  investment  trusts.  In- 
creasingly, investment  trusts  with 
large  discounts  are  being  taken  over 
and  liquidated,  to  yield  their  full  net 
asset  value,  or  else  "unitized" — that 
is,  turned  into  open-end  funds  ("unit 
trusts"  in  British  parlance). 

U.S.  investors  willing  to  speculate 
on  the  British  pound  may  want  to 
look  at  London  investment  trusts  that 
buy  mostly  British,  not  U.S.,  securi- 
ties. If  the  pound  recovers  against  the 
dollar,  the  investor  will  get  more  dol- 
lars when  he  sells  the  shares  and  con- 
verts back  to  dollars.  (If  the  invest- 
ment trust  has  a  purely  U.S.  portfolio, 
by  contrast,  exchange  fluctuations  are 
almost  irrelevant.  If  the  pound  goes 
up,  IBM  stock  will  be  worth  fewer 
pounds,  but  each  of  those  pounds  will 
be  worth  more  dollars  when  the  U.S. 
trust  holder  cashes  out.) 

Why,  then,  haven't  you  heard  about 
these  funds  before?  Because  the  funds 
can't  tell  you  about  their  virtues.  For  a 
foreign  investment  company  to  mar- 
ket its  shares  in  the  U.S.,  it  must 
register  with  the  SEC,  a  time-con- 
suming and  uncertain  process.  Re- 
cently a  West  German  fund  dropped 
the  effort  after  more  than  ten  years  of 
SEC  frustrations.  But  if  you  happen  to 
hear  about  the  funds  on  your  own,  the 
SEC  doesn't  mind  if  you  invest. 

As  for  taxes:  Dividends  paid  to  U.S. 
investors  are  subject  to  a  15%  with- 
holding tax  in  Great  Britain,  says 
Nick  Henny,  a  partner  at  Price  Water- 
house,  but  a  foreign  tax  credit  in  the 
U.S.  should  make  up  for  that  pain. 
(The  situation  gets  more  complicated 
if  you  earned  more  than  $80,000  over- 
seas, or  if  your  tax  rate  is  less  than 
15%;  for  more  information,  see  IRS 
publications  54  and  514.)  Unlike  a 
deduction,  a  tax  credit  offsets  a  U.S. 
tax  bill  dollar  for  dollar. 

There  is  another  tax  benefit  for  U.S. 
investors.  Unlike  U.S.  mutual  funds, 
U.K.  trusts  are  not  required  to  distrib- 
ute their  capital  gains,  so  holders  can 
postpone  taxes  indefinitely  while  al- 
lowing trading  profits  to  pile  up  inside 
the  fund.  An  American  holder  would 
owe  taxes  on  those  gains  only  when 
he  sold  shares  in  the  fund.  ■ 
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The  Case  for  Advertising  in  Forbes' 

Information  Industry  Supplements  is 

Stronger  Than  Ever 


Schedule  your  campaign  in  the  Forbes/Yankee  Group  Series  of 
Advertising  Supplements—  "Case  Studies: 
Linking  Information  Systems  To  Business  Strategy." 


Traditionally,  business 
expertise  is  described  in 
terms  of  marketing, 
finance,  distribution, 
service  or  science.  But 
in  today's  high-tech 
world,  the  new  level  of 
competence  will  be  described  by  how  well 
companies  tie  communications  and  information 
systems  to  business  strategy 

Developing  this  new  area  of  competence  is 
now  an  imperative  for  every  business,  large  and 
small.  And  that's  the  issue  the  Forbes/Yankee 
Group  series  of  supplements  will  address — how  strategy 
and  information  systems  interact —  through  the  case 
study  approach. 

By  illustrating  how  companies  of  all  sizes  have  succeed 
ed  in  developing  this  new  level  of  high-tech  competence,  the 
supplements  will  be  of  exceptional  interest  to  Forbes' upper 


management  audience; 
Marketers  will  benef -i 
from  these  unmatched 
advertiser  values:  A 
positive  editorial  envi- 
ronment that  adds 
impact  and  visibility  to 
your  message  •  Case ; 
study  participation 
for  all  full  page  or  larger 
advertisers*  Extensiv- 
trade  show  distribution 
Reprint  mailings  to 
decision  makers  who  account  for  nearly  $20  billion 
in  DP/EDP  purchases  •  Reader  response  card  and 
toll-free  telephone  inquiry  service  •    Free  reprints. 

Send  for  your  free  media  kit  describing  in  full  detail 
the  Forbes/Yankee  Group  series  of  special  supple- 
ments scheduled  for  1985. 


"Case  Studies:  Linking  Information  Systems  to  Business  Strategy" 

Supplement  Issue  Date  Ad  Close 


Business  Equipment 


Feb.  25 


Dec.  31,  1984 


"Just-in-Time "  Manufacturing 


Apr.  8 


Feb.  11 


Personal  Computing 


May  20 


Mar.  25 


Data  Processing 


Jul.  1 


May  6 


Business  Communications 


Office  Automation 


Sept.  23 


Jul.  29 


Nov.  4 


Sept.  9 


Software  &  Services 


Dec.  16 


Oct.  21 


1985  Forbes/Yankee  Group  Series  of  Supplements 


Contact: 

Arnold  J.  Prives 

Director  of  Special  Projects 
Forbes  Magazine 
60  Fifth  Avenue 
New  York,  N.Y  10011 
Tel:  212/620-2224. 


Forbes 

CapitalistTbol 


Capital  Markets 


CATS  and  TIGRS  will  soon  have  a  big 
competitor  in  the  booming  zero  coupon 
securities  market:  the  U.S.  Treasury. 

STRIPTEASE 


So  far,  at  least  $45  billion  in  Trea- 
surys  have  been  stripped  by  securi- 
ties firms  and  resold  as  products, 
such  as  Salomon  Brothers'  CATS 
and  Merrill  Lynch's  TIGRS. 
The  benefit  to  an  investor  is  that 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


As  one  of  his  parting  shots  from  the 
Treasury  Department,  Donald  Re- 
gan has  set  out  to  scalp  his  old  firm, 
Merrill  Lynch,  and  the  rest  of  Wall 
Street  as  well,  by  going  into  compe- 
tition with  them  on  zero  coupon 
securities. 

Beginning  with  the  30-year  Trea- 
sury bonds  and  10-year  notes  to  be 
issued  at  the  Treasury's  quarterly 
auction  in  February,  the  govern- 
ment will  permit  banks  to  turn  in 
whole  securities  and  receive  sepa- 
rate obligations  for  each  interest 
payment  and  for  the  corpus,  or  prin- 
cipal. In  effect,  the  Treasury  is  strip- 
ping its  own  bonds  and  notes  and 
issuing  zero  coupon  securities. 

This  can  be  done  easily  because 
the  Treasury  is  adding  these  securi- 
ties to  its  book-entry  system  of  rec- 
ord keeping.  Treasury  officials 
won't  have  to  cut  up  pieces  of  paper 
and  return  IOUs  for  the  corpus  and 
for  the  separate  semiannual  interest 
payments,  as  the  brokers'  trustees 
must  do.  Uncle  Sam  will  merely 
record  the  ownership  of  each  piece 
on  its  books — just  as  a  savings  bank 
records  passbook  savings. 

The  demand  for  zero  coupon  se- 
curities, which  are  sold  at  a  dis- 
count and  paid  off  at  maturity  at 
face  value,  has  been  enormous  since 
Merrill  Lynch  created  the  first 
stripped  Treasury  receipts  in  1982. 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


a  zero  coupon  security  carries  no 
reinvestment  risk.  If  the  bond  has  a 
10%  return,  the  selling  price  is  es- 
tablished so  that  10%  a  year  com- 
pounded semiannually  will  bring  it 
to  full  face  value  at  maturity. 

By  contrast,  the  ordinary  debt  in- 
strument pays  interest  in  cash  every 
six  months,  which  has  to  be  rein- 
vested at  prevailing  rates.  If  yields 
have  gone  up,  that's  fine.  But  not  if 
they  have  dropped,  as  they  have 
been  doing  since  June  and,  in  my 
opinion,  as  they  will  continue  to  do 
this  year. 

The  problem  of  reinvesting  is  par- 
ticularly acute  for  the  small  inves- 
tor, because  small  interest  pay- 
ments can't  easily  be  put  back  into 
generous  yielding  securities.  A 
$10,000  portfolio  of  12%  bonds 
throws  off  $600  every  six  months. 
That  is  not  enough  to  buy  a  fixed- 
income  security,  and  it  is  hardly 
large  enough  to  invest  in  an  inter- 
est-bearing bank  certificate  or  to  get 
into  a  money  market  mutual  fund. 

With  all  this  going  for  zeros,  the 
government  reasoned,  why  not  join 
the  fun?  Especially  since,  if  the  new 
Treasury  zeros  increase  demand  and 
expand  the  market,  the  Treasury 
will  save  a  considerable  sum 
through  lower  financing  costs.  (An- 
other Treasury  decision,  to  elimi- 
nate the  provision  permitting  re- 
demption of  30-year  bonds  five 
years  prior  to  maturity,  should  en- 
hance the  pricing  and  provide  addi- 
tional savings.) 

Why  will  the  Treasury's  zero  in- 
crease demand?  Because  it  is  not  an 
IOU  from  a  broker's  bank  trustee 
but    a    true    Treasury    obligation, 


points  out  John  Niehenke,  the  Trea- 
sury's deputy  assistant  secretary  for 
federal  finance.  That  should  attract 
new  buyers  and  rekindle  demand 
from  investors  who  have  been  out  of 
this  market  in  recent  months. 

In  many  states,  for  example,  state 
and  local  governments  must  invest 
funds  in  direct  Treasury  obligations. 
A  trustee's  vow  that  it  holds  Trea- 
surys  to  back  a  receipt  is  not  satisfac- 
tory. Other  investors  will  also  want 
the  security  of  knowing  that  they  are 
holding  the  real  thing  and  not  an  IOU 
for  it,  Niehenke  believes. 

Because  of  the  stronger  quality — 
real  or  perceived — of  direct  Trea- 
sury zeros,  the  issues  should  sell  at 
yields  10  to  15  basis  points  lower 
than  those  on  the  CATS,  TIGRS  and 
their  offspring.  But  since  this  differ- 
ence in  quality  is  largely  perceived 
rather  than  real,  investors  should 
buy  the  CATS-type  zeros  for  their 
higher  yield.  Be  sure,  though,  that 
the  securities  can  be  put  away  for  a 
long  time  and  that  there  is  no  need 
or  desire  to  sell  prior  to  maturity. 
Now  that  the  Treasury  is  getting 
into  the  market,  I  can't  vouch  for 
the  future  depth  and  liquidity  of  the 
markets  in  CATS  and  the  like  if  you 
have  to  sell.  You  may  get  a  price 
that  is  right  on  the  yield  curve,  but 
you  also  may  have  to  take  substan- 
tially less. 

Remember,  too,  that  these 
stripped  Treasury  issues,  whether 
stripped  by  the  government  or  by  a 
broker,  are  subject  to  income  tax 
even  though  there  is  no  cash  in- 
come. The  IRS  considers  the  annual 
increase  in  value  of  a  zero  security 
to  be  "imputed  interest." 

The  Treasury's  new  zero  pro- 
gram— called  STRIPS,  or  Separate 
Trading  of  Registered  Interest  and 
Principal  of  Securities — represents  a 
180-degree  turn  from  the  govern- 
ment's position  until  mid- 1982. 
When  Wall  Street  first  started  strip- 
ping Treasury  bonds,  the  Depart- 
ment accused  the  brokers  of  defac- 
ing government  property. 

What  the  bureaucrats  were  really 
worried  about,  of  course,  was  that 
zeros  could  be  used  to  avoid  taxes. 
But  with  the  "imputed  interest" 
concept,  embodied  in  the  1982  tax 
act,  that's  no  longer  a  problem.  And 
Don  Regan  should  know  better  than 
anyone  that  the  swing  to  zero  cou- 
pon securities  is  unstoppable.  If  you 
can't  lick  'em,  join  'em.  ■ 
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By  Susan  Lee 


The  Big  Portfolios 


Global  money  runners  expect  good 
things  from  1985.  Hong  Kong,  Germany 
and  Japan  look  particularly  delicious. 

DAMN  THE  DOLLAR 


The  Hang  Seng  Index  of  Hong 
Kong  stocks  increased  37%  in  the 
second  half  of  1984.  But  that  runup 
hasn't  scared  boosters,  who  point 
out  that  the  sluggishness  in  1983 
had  left  it  extraordinarily  underval- 
ued. Money  runners  figure  the  mar- 
ket has  plenty  of  room  to  rise — 
corporate  profits  should  put  on  a 
good  show  now  that  money  is  com- 
ing back  and  firms  are  expanding. 

Peter  Hartley  of  Baring  Interna- 
tional, for  one,  thinks  Hong  Kong 
will  benefit  from  trade  with  China. 
He  likes  two  conglomerates  with 
trading  companies:  Hutchinson 
Whampoa  and  Swire  Pacific. 

Money  runners  with  the  hots  for 
Hong  Kong  might  not  be  a  major 
surprise,  but  their  bet  on  Germany 
is.  For  many  managers  Frankfurt 
ranks  as  the.  world's  most  boring 
stock  market,  and  they  usually  ig- 
nore it.  That  might  be  changing. 
Last  year  was  unusually  active  for 
stock  offerings:  Both  Nixdorf  and 
Porsche,  for  example,  issued  equity 
instead  of  turning  to  the  banks  for 
funding.  As  for  this  year,  the  expec- 
tation is  that  German  pension 
funds,  which  basically  have  been 
investing  internally,  will  move  into 
the  stock  market. 

In  general,  runners  shoveling 
money  into  Germany  are  anticipat- 
ing that  its  recovery  will  continue 
to  be  strong  and  its  government  will 
run  a  more  stimulative  economic 
policy.  Money  runners  figure  inter- 
est rates  will  come  down,  so  banks, 
like  the  Deutsche,  will  look  good. 
Siemens,  the  big  electronics  firm, 
seems  popular.  So  does  Daimler- 
Benz,  the  manufacturer  of  cars, 
trucks,  buses  and  various  engines. 

Then  there's  Japan.  The  Tokyo 
exchange  had  a  super  year,  up  26% 
in  local  currency,  which  has  made 
managers  selective.  In  fact,  there's 
quite  a  bit  of  on-the-one-hand  and 


MONEY  &  INVESTMENTS 


On  international  markets,  1984  was 
quite  an  okay  year.  Eight  countries 
outperformed  the  U.S.  market  in 
dollars,  13  in  local  currencies. 
What's  the  big  deal,  since  the  U.S. 
market  itself  bombed?  The  big  deal 
is  that  these  bourses  logged  stellar 
performances  even  with  the  dollar 
flying  against  major  currencies  and 
a  steamy  economic  recovery  in  the 
U.S.  Pretty  heady  stuff,  and  it  has 
made  global  managers  cheery  about 
prospects  for  1985,  no  matter  what 
the  dollar  does. 

Unlike  the  past  year,  when  run- 
ners busily  placed  their — oops,  oth- 
er people's— eggs  in  lots  of  baskets, 
I'm  hearing  consensus  chat  about 
Germany  and  Japan,  with  Hong 
Kong  emerging  as  a  new  favorite. 
"Hong  Kong,"  says  Paul  Meredith 
of  Phillips  &  Drew,  "is  the  world's 
most  speculative  market  .  .  .  and 
the  most  interesting." 

The  major  red  light  for  Hong 
Kong,  uncertainty  over  its  future  as 
part  of  China,  turned  green  with  the 
initialing  of  the  Sino-British  agree- 
ment last  September.  The  treaty  re- 
kindled investor  confidence,  first 
among  foreigners  and  now  among 
locals,  thus  reversing  a  major  cap- 
ital outflow.  One  reliable  sign,  ac- 
cording to  Philippa  Grant  of  Rowe 
Price-Fleming,  is  that  property 
prices  have  been  going  up. 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


on-the-other-hand  stuff. 

On  the  downside,  money  runners 
fret  that  the  market  has  become  too 
fashionable,  that  the  economy  is  ul- 
tra-vulnerable to  protectionist  mea- 
sures and  that  Korean  competition 
will  kibosh  some  export  industries 
such  as  videotape  recorders.  On  the 
upside,  money  movers  point  out 
that  the  Tokyo  Stock  Exchange  In- 
dex is  dominated  by  bank  stocks, 
which  more  than  doubled  in  value. 
At  the  end  of  last  year  banks  repre- 
sented more  than  20%  of  the  TSE 
Index.  Thus,  says  one  money  push- 
er, two-thirds  of  the  companies  ac- 
tually underperformed  the  index,  so 
it's  still  possible  to  find  good  values. 

These  pickers  and  choosers  are 
concentrating  on  companies  with 
good  domestic  markets  where  they 
see  lots  of  liquidity  and  domestic 
demand.  They  expect  pension  funds 
to  buy  at  home  and  consumers  to 
spend  more.  Plump  1984  year-end 
bonuses,  for  example,  should  be 
good  for  the  retail  sector.  Picks  here 
include  Kirin  Brewery  and  Royal,  an 
operator  of  a  large  restaurant  chain. 

Strict  bargain  hunters  should 
note  that  world-famous  global  con- 
trarian John  Templeton  has  been 
doing  some  buying  in  Japan.  He  has, 
however,  reduced  his  Japanese  hold- 
ings from  a  1970  high  of  50%  (when 
P/Es  were  around  4;  now,  he  says, 
they're  running  about  26). 

Templeton 's  biggest  position  is  in 
Fuji  Photo  Film.  He  says  that  even 
though  the  company  has  been  grab- 
bing a  larger  and  larger  share  of  the 
world  market,  its  stock  price  hasn't 
been  run  up  yet.  Templeton  also 
likes  fire  and  casualty  companies, 
not  because  their  earnings  are  good 
but  because  their  asset  values  are 
high.  Chiyoda  Fire  &  Marine,  for 
instance,  has  a  market  value  of 
about  365  yen  and  a  liquidating  val- 
ue of  1,200.  (Is  he  betting  on  a  take- 
over play?  Nope.  Templeton  says 
there  are  no  takeovers  in  Japan  be- 
cause "it  .would  be  considered  im- 
polite.") 

Net-net,  then,  international  mon- 
ey movers  are  optimistic,  even 
though  the  dollar  looks  impervious 
to  a  crack.  What's  striking  is  that 
they've  not  only  stopped  predicting 
the  dollar's  decline,  but  they've 
pretty  much  stopped  jawing  about 
it.  And  why  not?  Last  year  proved 
they  can  make  bucks  globally  even 
with  a  skyrocketing  dollar.    ■ 
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Why  Value  Line  Pinpoints  these... 

400  STOCKS  TO  AVOID 
OR  SELL  NOW! 

Plus  100  stocks  that  may  outperform  most  others  in  the  next  12  months 


i  view  of  current  stock  market  conditions,  right  now  is  the  time  to 
clean"  your  portfolio  of  the  most  vulnerable  stocks  . . .  the  ones 
rhlch— If  clung  to— might  have  a  devastating  effect  on  your  overall 
westment  results  In  the  months  directly  ahead. 

he  Value  Line  Investment  Survey  is  expressly  designed— perhaps 
tore  effectively  than  any  other  advisory  service— to  help  you  deter- 
line  on  an  always-current  basis  . . . 

a)  which  of  the  1 700  leading  stocks  under  continuing  review  of- 
fer the  ttrongett  market-performance  prospects  relative  to 
all  the  others,  and  . . . 

b)  which  of  these  1700  stocks  have  the  woakett  market-per- 
formance prospects. 

More  Specifically: 

mong  the  1700  stocks  under  intensive  year-round  study  by  Value 
Ine's  70  research  specialists,  400  are  now  ranked  Lowest  (5)  or 
eiow  Average  (4)  for  relative  Probable  Market  Performance  in  the 
ext  12  Months. 

hese  low-ranked  stocks,  clearly  specified  in  each  weekly  edition  of 
ie  Value  Line  Survey,  are  deemed  likely,  by  our  research,  to  go  up 
tss  or  down  more  than  the  rest  of  the  1 700  stocks  in  the  1 2  months 
nmed lately  ahead— depending  on  the  general  trend  of  the  market. 
!  he  400  stocks  we  believe  should  be  avoided  or  sold  now  (although  a 
lumber  of  them  have  favorable  longer-term  prospects)  include 
lome  of  the  leading  names  in  the  industry— such  as  AdvestGroup, 
Dhnson  Products,  and  Western  Union  Corp. ,  to  cite  a  few. 
it  the  upper  end  of  the  ranking  scale,  100  stocks  are  now  ranked 
ighest  (1)  for  relative  Probable  Market  Performance  in  the  next  12 
\1onths.  These  top-ranked  stocks— which  we  believe  merit  careful 
lurchase  consideration  at  this  time— are  expected  to  give  the  best 
^aar-ahead  price  performance— to  go  up  more  or  down  less  than  the 
list  of  the  1700  stocks. 

Mth  the  Value  Line  rankings— updated  every  week— you  can  im- 
mediately check  where  any  of  the  stocks  of  interest  or  concern  to  you 
|ow  stands  in  the  ranks  for  next-12-months  Probable  Market 
erformance,  as  follows: 

100  stocks  are  ranked  1  (Highest) 

300  stocks  are  ranked  2  (Above  Average) 

900  stocks  are  ranked  3  (Average) 

300  stocks  are  ranked  4  (Below  Average) 

100  stocks  are  ranked  5  (Lowest) 

ote:  Not  every  stock  will  always  perform  in  accordance  with  its  rank. 
|ut  it  is  a  fact  that  favorably  ranked  stocks,  as  a  group,  have 
jtperformed  poorly  ranked  stocks  with  remarkable  consistency 
nee  the  ranking  system  was  introduced  in  1965. 
I'hile  past  performance  can  never  guarantee  future  success,  this 
icord  of  19  years  of  successful  discrimination  suggests  that  you  can 
it  the  Investment  probabilities  in  your  favor  by  using  the  Value  Line 
links. 

Updated  Every  Week 

i  Every  week,  Value  Line's  regular  Summary  &  Index  presents  up- 
date ratings  of  EACH  of  1700  stocks  relative  to  all  the  others,  as 
•Hows: 

Rank  for  Probable  Price  Performance  in  the  Next  12  Months— 
f    ranging  from  1  (Highest)  down  to  5  (Lowest). 

Ratings  for  Investment  Safety  (from  1  down  to  5). 
'    Estimated  Yield  in  the  Next  12  Months. 

Estimated  Appreciation  Potential  In  the  Next  3  to  5  years— show- 
ing the  future  "target"  price  range  and  percentage  change  from 
current  price. 
>  P/E  ratio  and  current  price,  plus  estimated  annual  earnings  and 
'  dividends  In  current  12  months.  Also  latest  quarterly  results 
against  a  year  ago. 


Introductory  Offer 


L_ .,_, 

■y  money-back  guarantee)  for  the  next  10  weeks  for  only  $39— 
•rout  HALF  the  regular  rate—  If  no  one  in  your  household  has  sub- 
"Ibed  in  the  past  two  years.  And  you  get  this  bonus: 


A  Subscriber's  Guide  by  Arnold  Bernhard, 
Value  Line's  founder  and  research  chief, 
revealing  methods  of  stock  evaluation  that 
took  decades  to  develop.  You  KEEP  this  book 
even  if  you  return  the  other  material  for  your 
money  back. 


A  Subscriber's  Guide 

b» 

ArnoW  Bernhard 

Research  Chairman 


Special  Bonus  Offer 

Subscribe  to  The  Value  Line  Investment  Survey  for  a  full  one  year 
term  and  receive  as  an  additional  bonus  the  2000-page  Investors 
Reference  Service,  with  our  full-page  reports  on  all  stocks  currently 
under  review— fully  indexed  for  your  immediate  reference. 


The  Value  Line  Ranks  suggest  that  half  of  these  stocks  may  well 
lag  the  market  In  the  next  12  months. 

No  fewer  than  half  the  stocks  listed  below  are  currently  rank- 
ed 4  (Below  Average)  or  5  (Lowest)  for  Probable  Price  Perform- 
ance in  the  Next  12  months— relative  to  all  1700  stocks  under 
review  by  The  Value  Line  Investment  Survey.  The  other  stocks 
are  ranked  highest.  (Value  Line  12/7/84.) 


AdvestGroup 

FerroCorp. 

Lynch  Communic. 

Sherwin-Williams 

Amer.  Greetings 

GAFCoro. 

McDonnell  Douglas 

Snap-On  Tools 

AnctMr  Hockinf 

Gen'l  Refractories 

Mitel  Corp. 

Tootsie  Roll  Ind. 

BIC  Corp 

Heileman  (G)  Brewing 

National  Homes 

Toys  'R'  Us 

Brush  Wellman 

Holiday  Inns  Inc. 

N.t  rimes  Co. 

United  Merchants 

Castle  t  Cooke 

Honeywell,  Inc. 

Ogiivy  t  Mather  Int'l 

United  Technologies 

Champion  Spark  Plug 

Int'l  Business  Mach. 

Orion  Pictures  Corp. 

Varco  Int'l 

Control  Data 

ITT  Corp. 

Paine  Webber  Group 

verbatim  Corp. 

Datapoint  Corp. 

Johnson  Products 

Petro-Lev/is 

Washington  Post 

Delta  Air  Lines 

Kelly  Services  '1 

Polariod  Corp. 

Western  Union  Corp. 

ENSERCH  Corp. 

Kenai  Corp. 

Rite  Aid  Corp. 

ZavreCorp. 

Farmers  Group 

Lockheed  Corp. 

Rohrlnd. 

ZimmerGorp. 

As  you  can  see,  the  list  above  includes  the  stocks  of  many 
highly  successful  companies  that  are  leaders  in  their  fields.  This 
helps  to  point  up  an  important  principle:  Don't  confuse  the 
quality  of  a  company  with  the  timeliness  of  its  stock. 

The  performance  ranks  outlined  above  are  just  a  small  part- 
though  a  very  vital  part— of  what  you  receive  every  week  in  the 
Value  Line  Survey.  Here's  an  overview  of  this  extraordinary  in- 
vestment service  which  now  has  more  than  100,000  subscribers 
and  clearly  dominates  its  field  in  terms  of  number  of  subscribers 
and  total  subscription  revenues. 


CALL  TOLL-FREE: 

If  you  have  MasterCard,  American  Express  or  Visa, 

phone  1-800-633-2252  (operator  281)  24  hrs.  7  days  a  week. 

The  Value  Line  Investment  Survey 

711  Third  Ave.,  N.Y.,  N.Y.  10017  Department: 31 6K11 

INTRODUCTORY  OFFER 

D  Begin  my  10-week  trial  subscription  for  $39  to  The  Value  Line  Survey 
(limited  once  to  any  household  every  two  years)  and  send  me  the  A 
Subscriber's  Guide  booklet. 

ONE  YEAR  SUBSCRIPTION 
O  Begin  my  1-Year  (52  issues)  subscription  for  $395  and  send  me  the  two 
bonuses  listed  above.  There  are  no  restrictions  with  this  annual  subscrip- 
tion. 

SPECIAL  EXTRA  BONUS  i -y 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR  given  111 
to  you  when  you  order  The  Value  Line  Investment  Sur- 
vey for  one  year. 
D  My  payment  is  enclosed. 
□  Please  charge  to:  D  American  Exp.  D  Master  Card  D  Visa 

Expiration  Date 

Account  # 

This  subscription  is  tax-deductible  and  non-assignable. 
(N.Y.  residents  add  sales  tax.)  Allow  4  to  6  weeks  for  delivery. 


Signature 

Name 

Address 

Apt.  No 

City 

State 

Zip 

An 
Advertising 


That's 
Special 


CORPORATE  REPORT 


Special  because  publicly-held 
corporations  can  reach  Ameri- 
ca's most  important  investors  by- 
using  Corporate  Report 
Updates  in  Forbes. 

Appearing  once  each  month, 
Corporate  Report  Updates  en- 
ables companies  to  announce 
important  developments  to  the 
astute  investors  who  read 
Forbes.  Moreover,  for  added 
impact,  this  Forbes  advertising 
service  is  positioned  in  the 
popular  "Money  and  Invest- 
ments" section  of  the  magazine. 

Forbes  has  720,000  sub- 
scribers and  a  total  readership 
of  almost  4  million.  92%  of 
Forbes'  subscribers  own  corp- 
orate stock,  with  average  hold- 
ings exceeding  $474,000.  Over 
half  are  involved  with  helping 
others  make  investments  deci- 
sions. Those  others  include  cor- 
porations, institutions,  pension 
funds,  trusts,  and  estates. 

Corporate  Report 
Updates    in  Forbes  is  an  ad- 
vertising investment  your  com- 
pany can  profit  from. 

Forbes  gets  results.  For  more 
information  call  or  write: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue 

New  York,  NY  10011 

Phone:  (212)  620-2371 
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Stock  Trends 


My  annual  list  of  low-priced  issues  offers 
investors  good  opportunity  for  gains — 
but  not  without  a  caveat  or  two. 

A  GRAND  ON 
THE  LITTLE  GUYS 


By  Ann  C.  Brown 


It  has  become  my  pleasant  custom 
early  each  year  to  answer  reader  re- 
quests for  low-priced  stocks  with  a 
list  of  attractive  affordables.  No 
penny  stocks.  No  battered  too-new 
issues.  Just  seemingly  solid  situa- 
tions selling  in  single  digits  or  a 
shade  away. 

Low-priced  stocks  in  general  are 
victims  of  a  not-so-subtle  prejudice, 
particularly  on  the  part  of  large  in- 
stitutional investors.  One  reason  is 
guilt  by  association.  After  all,  com- 
panies "in  trouble"  almost  invari- 
ably sell  at  low  prices.  Another  rea- 
son is  that  the  big  players  in  the 
stock  market  have  millions  upon 
millions  to  put  to  work  quickly,  and 
it  is  easier  and  more  efficient  to  buy 
fewer  shares  of  higher-priced  issues 
with  greater  liquidity.  These  fac- 
tors, in  turn,  lead  to  a  lack  of  cover- 
age by  analysts  and  a  lack  of  spon- 
sorship of  low-priced  issues  by  the 
major  stock  brokerage  firms.  There- 
fore, before  rushing  to  buy  any  of 
the  issues  below,  remember  that 
the  deck  could  be  stacked  against 
you  for  these  powerful,  if  extrane- 
ous, reasons. 

To  spread  your  risk — and  com- 
pound your  fun — try  buying  a  pack- 
age of  at  least  three  or  four  of  these 
stocks.  The  big  winner  from  last 
year's  list  is  up  42% .  The  big  loser  is 

Ann  •  Brown  is  chief  execntii  e  officer  of  the 
equity  advisory  and  portfolio  management 
firrr,    f  AC  Brown  &  Associates 


down  43% .  The  loss  of  a  single 
point  in  a  low-priced  stock  means  i 
whopping  percentage  decline.  Bw ! 
the  gains  are  commensurately  great 
and  the  low-priced  long  shots  pro 
vide  most  of  the  market's  double; 
and  triples.  For  $1,000,  give  or  take 
you  should  be  able  to  buy  100  share; 
of  any  of  the  following.  One  gram 
for  a  grand  old  time  cheering  on  th< 
"little  guys." 

Here  are  1985's  picks,  not  in  orde 
of  preference: 

Hamischfeger  (10)  was  a  supe 
trading  stock  back  in  1978  anc 
1979.  The  company  may  get  its  ac 
together  this  year  after  a  rough  gc 
Mining  and  materials  handlin,: 
equipment  continue  to  look  good 
especially  in  a  steady-growth,  low' 
inflation  environment.  Foste. 
Wheeler  and  Kobe  Steel  both  hav 
interests,  which  could  be  increasec 
Hamischfeger  is  estimated  to  earr 
$1.35  per  share  for  1985,  up  from  aii 
estimated  30  cents  in  1984. 

Rymer  Co.  (10)  was  twice  its  cui 
rent  price  a  year  ago,  despite  steao. 
ily  rising  earnings.  For  the  fiscs. 
year  ending  this  October,  this  foo 
processor    is    estimated    to    ear: 
around  $1.50  to  $1.55  per  share.  U\ 
siders  hold  44%    of  the  commo 
stock  and  institutions  another  15° 
or  so  at  last  count,  so  buy  with  care 
There's  not  much  stock  around. 

Fay's  Drug  Co.  (10)  is  a  mediurr:; 
size  retail  drug  chain  now  concern 
trating  on  the  less  competitive  m» 
kets  in  the  northeastern  states.  Th! 
company  has  increased  earnings  i 
all  but  one  year  since  1973  and,  f( 
the  fiscal  year  just  ended  this  Jai 
31,  is  estimated  to  earn  70  cents  p( 
share.  In  fiscal  1985  Fay's  Da 
could  earn  90  cents  per  share.  A  P/ 
of  11  looks  low  for  a  25%  growl 
rate — provided  it  continues. 

High  Voltage  Engineering  (11)  ha 
shown  impressive  earnings  growl 
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ince  1983,  with  this  year's  EPS  es- 
imated  at  $1  to  $1.20,  which  would 
<e  the  company's  highest  ever.  The 
tock  has  been  good  for  50%  to 
00%  appreciation  in  a  year  when 
he  timing's  right. 

InterFirst  Corp.  (10)  is  a  bank  hold- 
ag  company,  unfortunately  holding 

number  of  nonperforming  energy 
Dans.  However,  InterFirst  has  bit- 
en  some  big,  loan-loss-reserve  bul- 
;ts  over  the  past  couple  of  years, 
nd  earnings  appear  to  be  on  the 
lend.  This  year  $1.15  to  $1.25  per 
hare  seems  possible — up  from  an 
jstimated  75  cents  to  85  cents  in 
984.  The  stock  has  sold  at  over  $17 
'very  year  for  the  past  13,  and  there 
\\  no  apparent  reason  that  1985 
'hould  be  any  exception. 
f  Emerson  Radio  (10)  could  probably 
'et  a  boost  simply  by  changing  the 
'ame  of  the  company  to  Emerson 
Electronics.  The  company  is  now 

eavily  into  selling  television  sets, 
rCRs  and  medical  electronic 
quipment,  as  well  as  radios  and 
tereos.  Emerson  Radio  imports 
'lost  of  the  goods  it  sells  from  the 

[ar  East  and  markets  them  under 
le  Emerson  name,  which  enjoys 
ood  recognition  among  the  buyers 
f  popularly  priced  merchandise.  If 
ie  economy  holds  up,  which  I  ex- 
!ect  it  to  do,  EME  could  earn  $1  per 
pare  for  the  fiscal  year  ending  this 
larch,  and  as  much  as  $1.20  the 
ear  following. 
'  Products  Research  &  Chemical  Corp. 

1)  sold  at  $17  per  share  in  1983 
•nd  over  $14  in  1984,  with  earnings 

owhere  near  as  good  as  they  are 
l5timated  to  be  for  fiscal  1985,  end- 
ing in  September.  Preliminary  esti- 
mates for  this  maker  of  coatings  and 

slants  is  for  78  cents  to  85  cents 
ler  share,  with  $1.10  possible  for 
Iscal  1986.  Products  Research  &. 
Ihemical's  average  multiple  over 
lie  past  five  years  has  been  around 
17.  This  suggests  that  PRC  could 
fcll  in  the  $15-to-$18  range  over  the 
lext  12  months. 

I  Varo  Inc.  (11)  makes  all  kinds  of 
lectronic  devices;  many  are  used 
jy  the  military,  whose  purchasing 

ower  may  be  somewhat  diminish- 
d  by  the  deficit  cutters.  At  the  mo- 
lent,  Varo  doesn't  appear  to  be  part 
m  any  major  project  likely  to  be 
Ipriously  affected.  For  the  fiscal 
tear  ending  in  April,  $1.15  per  share 
hoks  possible.  A  year  from  now, 

1.40  to  $1.45  is  estimated.  ■ 


VENTURE  CAPITAL 

The  Complete  Guide 
for  Investors 

A.  David  Silver 

You  may  have  thought  of  making 

venture  capital  investments,  but 

wondered  about  the  fundamentals. 

Fundamentals  such  as  generating 

a  flow  of  investment  opportunities,  raising  capital  to  form  a  venture 

capital  fund,  selecting  companies  to  invest  in,  monitoring  those 

companies,  hiring  "corporate  achievers"  to  enhance  their  value,  and 

then  taking  them  public.  At  last  there  is  a  book,  by  one  of  the 

country's  foremost  venture  capitalists,  that  shows  you  how. 

Venture  Capital,  by  A.  David  Silver,  explains  how  to  form,  fund  and 
operate  a  venture  capital  partnership,  with  all  of  the  necessary 
support  systems  (such  as  an  entrepreneurial  incubator)  in  your  own 
community.  Silver,  author  of  the  recent  Who's  Who  in  Venture 
Capital,  has  been  involved  in  launching  some  of  the  most  innovative 
new  companies  (from  high  tech  to  no  tech)  of  the  last  decade.  His 
ventures  have  included  ActMedia,  Codex,  Epyx,  FoxMeyer,  Lexitel, 
MSA,  Pathfinder  Computer  Centers,  Peachtree  Software  and  over  130 
others.  And  . . .  Silver's  pioneer  work  in  bringing  venture  capital  to 
northern  New  Mexico  over  the  last  four  years  provides  evidence  that 
what  his  book  describes  can,  indeed,  be  accomplished. 

VENTURE  CAPITAL  is  available  at  fine  bookstores  for  $19.95,  or  by 
telephoning  John  Wiley  &  Sons,  Inc.  at  800-526-5368. 
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FREEDOM 

for  mas. 


^!8s^ 


UttBFS   FFRRIIARY1.     loss 


Freedom  to  invest  aggressively 
in  the  no-  load  stock  fund  created 
specially  for  IRAs.  And  freedom 
to  change  your  investment  quickly 
fAjn  .     with  one  toll-free  call. 

It's  Fidelity  Freedom  Fund  for 
your  IRA  America.  Start  with  as 
little  as  $500.  Call  Fidelity  now. 

For  a  free  IRA  fact  kit  and  a  Fund  pro- 
spectus with  more  complete  information 
including  management  fees  and  expenses,  call, 
write  or  visit  a  Fidelity  Investor  Center  today.  Read  it 
carefully  before  you  invest  or  send  money.  1-800-544-6666 
(In  Mass.  617  523-1919).  Fidelity  Distributors  Corporation,  RO. 
Box  832,  82  Devonshire  St.,  Boston,  MA  02103,  Dept.  J B0 21 185 

FIDELITY  FREEDOM  FUND 


FIDELITY  INVESTMENTS  @MH  1-800-544-6666 
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"  HELP  YOUR 


EXECUTIVES 
OPEN  NEW 
MARKETS 
FOR  AMERICAN 
BUSINESS." 

Edwin  C.  Holmer, 

President, 

Exxon  Chemical  Company 


I'm  a  volunteer  supporter  of  the  Inter- 
national Executive  Service  Corps,  a 
not-for-profit  organization  that  sends 
retired  U.S.  executives  to  help  com- 
panies in  developing  countries,  which 
buy  40  percent  of  U.S.  exports. 


Join  me  in  helping  businesses  in 
these  countries.  Write  to  Ed  Holmer, 
President,  Exxon  Chemical  Company, 
at  8  Stamford  Forum,  P.O.  Box  10005, 
Stamford,  CT  06904-2005.  Or  simply 
call  this  number:  (203)  967-6000. 


International 
Executive 
Service  Corps 


(Sinai 


ONE  DOZEN 
CALIFORNIA 
ROSES 

premium  quality 
long  stem 

Delivered  grower  fresh 
to  your  door  overnight 

via  /liRBORNE 


95 


*34Z 

Satisfaction  guaranteed 
Credit  card  orders  only 

ROSELAND 


EXPRESS 


1-800-772-7272^ 


%%> 


RISTORANTE 

ITALIANO 

LUNCH  &  DINNER 

Amer.  Express  & 

Diners  Club 

251  E.  53rd  Street 


•  *• 

"NTV  Timno      (Bet  2nd& 3rd  Aves.) 
ll.I.  llilUJb  NYC. 753-8450-1  fl 


By  David  Dreman 


The  Contrarian 


With  institutional  giants  crashing  around 
the  market,  is  the  individual  investor  an 
endangered  species?  Far  from  it. 

BROBDINGNAGIAN 
BLOOPERS 


indicate  is  inevitable — the  effect 
will  become  more  pronounced. 

Take  what  happened  to  ITT  stock 
in  the  second  half  of  1984.  In  late 
June  the  company  said  it  expected  a 
sharply  lower  quarter  and  temporar- 
ily cut  its  dividend.  The  institu- 
tions panicked:  On  the  first  trading 
day  after  the  news,  the  stock  nose- 
dived from  32  to  19. 

The  pros  had  violated  a  rule  as  old 
as  the  markets:  Never  sell  blindly. 
First  understand  and  weigh  the 
problem,  something  most  trigger- 
happy  institutions  have  proved  un- 
able to  do.  In  ITT's  case,  as  in  many 
others,  the  problem  was  not  nearly 
as  serious  as  it  first  seemed.  Much 
of  ITT's  writeoff  came  from  its 
Hartford  insurance  subsidiary.  In- 
variably, insurance  rates  are  raised 
after  a  large  writeoff,  and  profits  in- 
crease to  new  highs  within  a  year  or 
two.  By  pulling  the  trigger,  many 
pros  sold  ITT  at  around  19.  In  a  few 
weeks  it  bounced  back  to  27.  Now, 
with  the  Jacobs  value-hunting 
bunch  stalking  ITT  and  the  an- 
nounced divestiture  of  $1.7  billion 
in  assets,  the  stock  has  gone  back  to 
33  again,  recouping  its  entire  loss 
and  providing  as  much  as  a  70% 
gain  to  those  who  bought  at  the 
bottom — all  with  no  change  in  un- 
derlying fundamentals. 

Institutional  overreaction  can 
also  provide  an  edge  for  the  individ- 
ual investor  in  the  market  as  a 
whole.  And  this  leads  to  a  second 
important  rule:  If  you  see  value, 
don't  outsmart  yourself  by  trying  to 
catch  the  stock's  exact  bottom.  Buy 
it  now.  Playing  too  cute  can  often 
cause  you  to  miss  the  boat. 

That's  another  rule  the  institu- 
tions often  violate.  For  example, 
many  pros,  convinced  prices  were 
going  lower,  were  strong  sellers  at 
the  market  bottom  of  1974,  though 
stocks  were  at  some  of  the  cheapest 


In  Gulliver's  Travels  the  shipwrecked 
hero  faced  dangerous  adventures 
when  washed  up  on  the  shores  of 
the  giant  Brobdingnagians.  Fortu- 
nately for  him,  one  voyage  Gulliver 
managed  to  avoid  was  to  the  land  of 
the  institutional  Brobdingnagians, 
where  the  slightest  market  distur- 
bance provokes  gargantuan  stam- 
pedes, flattening  everything  around. 

Individual  .investors  can't  avoid 
this  land  of  the  giants,  though.  To- 
day, professional  money  managers 
account  for  about  50%  of  the  own- 
ership and  75%  of  the  trading  on  the 
NYSE.  So,  does  that  mean  the  aver- 
age investor  has  any  chance  hunting 
on  the  same  terrain  as  these  charg- 
ing behemoths?  My  answer  is  a  defi- 
nite yes.  The  growing  institutional 
dominance  betters  the  odds  of  the 
little  guy  who  knows  what  triggers 
the  rampages  of  the  professionals 
and  how  to  take  advantage  of  them. 

That  trigger  is  the  institutions' 
lemming  instinct:  paying  high  to 
astronomical  prices  for  exciting 
concepts  and  then  stampeding  at 
the  first  sign  of  trouble.  It  hasn't 
changed  in  the  least  over  the  years. 
It's  primarily  responsible  for  the 
greater  volatility  and  uncertainty  of 
markets  today.  As  institutional 
ownership    grows — which    studies 

David  Dreman  is  managing  director  of 
Dreman  &  Embry,  Investment  Counsel,  New 
York,  and  author  of  The  New  Contrarian 
Investment  Strategy. 
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evels  in  decades.  The  same  thing 
lappened  in  1982.  Some  experts 
:ven  sold  short,  convinced  the  mar- 
;ets  were  heading  south,  in  spite  of 
he  exceptional  value  available.  It 
vas  the  individual  investor  at  both 
lOttoms  who  recognized  the  bar- 
;ains  and  made  major  profits. 

Last  year,  trying  to  time  the  mar- 
;et  was  one  of  the  principal  reasons 
hat  only  about  30%  of  the  profes- 
ionals  outperformed  the  S&P's  500 
rhrowing  darts  would  have  given 
hem  a  50-50  chance).  The  rally  that 
ent  the  Dow  up  180  points  in  just 
2  trading  days  in  early  August  ac- 
ounted  for  the  year's  entire  gain. 
[List  prior  to  the  rally  most  institu- 
tions had  large  cash  positions,  al- 
i  hough  stocks  were  ultracheap.  By 
j  voiding  the  myth  of  market  tim- 
iig,  you  get  a  lead  over  the  herd. 
!  What's  a  bargain?  The  following 

iuidelines,  which  I  have  mentioned 
i  previous  columns,  should  prove 
elpful:  Make  sure  that  the  com- 
any  has  medium  to  large  capital- 
nation,  is  strong  financially,  has  a 
ood  yield  and  a  reasonable  five-  and 
;n-year  earnings  and  dividend 
rowth  record.  If  these  check  out 
nd  the  stock  has  been  battered 
own,  chances  are  you  will  do  well. 
Here  are  three  stocks  I  believe 
)ok  good  today: 

Baxter  Travenol  Labs  (13)  has  been 
nocked  down  to  half  its  previous 
igh  because  of  disappointment 
ith  the  hospital  supply  industry  as 
'ell  as  writeoffs.  Earnings  growth 
b.ould  resume  at  a  12% -to- 15% 
ite  later  this  year.  Baxter  trades 
;t  a  P/E  of  10  and  yields  2.5%. 
General  Foods  Corp.  (55)  is  one  of 
le  largest  factors  in  the  packaged 
>od  industry.  A  solid  grower,  it 
ades  at  a  P/E  of  9  and  yields  4.5% . 
SmithKline  Beckn\an  Corp.  (55),  a 
lajor  drug  and  medical  equipment 
roducer,  is  also  down  sharply  on  a 
isappointing  1984.  Earnings 
lould  grow  at  a  10% -plus  rate  this 
ear  and  continue  to  move  up  in 
985.  The  stock  trades  at  a  P/E  of 
yielding  5.1%. 

Since  herd  reactions  are  so  predi.ct- 
3le,  the  little  guy  has  every  chance 
the  land  of  elephants  and  the 
xasional  dinosaur.  Just  listen  for 
le  trumpeting,  watch  the  direction 
i  the  stampede,  and  when  it's  over, 
ove  back  and  pick  up  some  of  the 
jundant  values  that  have  been 
lampled  into  the  ground.  ■ 


T.  Rowe  Price  &  Coldwell  Banker  announce 

TheXRowe  Price  Realty  Income  Fund  I, 
A  No-Load  Limited  Eirtnership. 


$5,000  minimum  investment— $2,000  for  IRAs. 

T.  Rowe  Price  and  Coldwell  Banker  announce  the  T.  Rowe  Price  Realty 
Income  Fund  I,  A  No-Load  Limited  Partnership. 

The  Fund  will  invest  in  a  diversified  portfolio  of  income-producing 
commercial  real  estate  purchased  on  an  all-cash  basis. 

If  you  think  you  may  be  interested  in  this  $100,000,000  offering,  you 
should  write  or  call  for  complete  information  and  a  Prospectus.  Simply  return 
the  coupon  or  call  our  Investment  Service  Specialists  toll  free:  1-800-638-5660. 

Mail  to:  T.  Rowe  Price,  100  East  Pratt  St.,  Baltimore,  MD  21202 

Please  send  my  free  Realty  Income  Fund  I  information  kit  and  Prospectus 
with  complete  details.  I  will  read  it  carefully  before  I  invest  or  send  money. 

Name 

Company 

Address 

State                                     Zip  RF248 
□  Home  □  Business 


pity 


Phone 


coLouieu. 

BANK<2RD 


TRowefticeltL 

Invest  With  Confidence  VBttk 


This  does  not  constitute  an  offer  to  sell  Of  a  solicitation  ol  an  offer  to  buy  any  security  The  offer  can  be  made  only  by  trie  Prospectus,  which  has  been  died  with  the 
Bureau  of  Securities,  Department  of  Law  and  Public  Safety  of  the  State  of  New  Jersey  and  the  Department  of  Law  of  the  State  of  New  York  Neither  the  Bureau  of 
Securities  of  the  State  of  New  Jersey  nor  the  Attorney  General  of  the  State  of  New  York  has  passed  on  or  endorsed  the  merits  of  this  offering 
T  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC 


T.  Rowe  Price  real  estate  fund:  call  1-800-638-5660. 


Is  your 
IRA 


Nearly  everyone  knows  that  an  IRA  is  a  good 
tax  deduction.  But  an  effecdve  IRA  should  also 
be  a  good  investment.  That's  why  you  should 
know  about  Twentieth  Century  Investors,  the  no-load  mu- 
tual fund  company  with  an  impressive  track  record.  We 
invite  you  to  check  our  performance.  And  when  you're 
_  ready  for  an  IRA  that's  also  a  good  investment,  we'd  like  to 
^t  hear  from  you.  Want  to  know  more?  For  complete 

a^^Ff^f^^W  information,  zvrite  or  call  for  our  free  IRA  Infor- 
2^x^X^^^#>  mat^on  Kit.  In  it  you'll  find  a  prospectus  on  the 
^         4^7  ^^  five  funds  in  Twentieth 

W\7m~^^\  it^l  gram:  Growth  Investors, 

<*■■*  *  ▼  W*J  %»<■> M.  M+rM.  M.%,%    Select  jnvestors>   ultra 

Investors,  Vista  Investors  and  U.S.  Governments.  Please  read  the  prospectus  carefully 
before  investing. 

TWENTIETH  CENTURY  INVESTORS— No-Load  Mutual  Funds 


Please  send  a  free  prospectus  to: 
Name 


Address . 
City 


State . 


.Zip. 


P.O.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 
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By  Srully  Blotnick 


Psychology  &  Investing 


Start  worrying  about  your  1985  taxes 
now,  rather  than  waiting  until  Decem- 
ber. By  then,  it  will  be  too  late. 

DEREGULATING 
THE  TAXPAYER 


about  how  much  you  used  the  com- 
puter for,  say,  personal  financial 
planning  (not  a  legitimate  business 
expense)  and  for  work  directly  relat- 
ed to  your  profession.  Especially  if 
you  are  self-employed — making  de- 
ductibility of  the  unit  much  more 
likely — keeping  the  log  can  pay  big 
dividends  this  time  next  year. 

Another  tax  code  revision  likely 
to  cause  grief  is  a  change  in  the 
requirements  for  income  averaging. 
This,  too,  is  particularly  important 
to  the  self-employed,  as  well  as  to 
those  who  work  on  commission, 
since  their  earnings  tend  to  fluctu- 
ate more  from  one  year  to  the  next. 
It  used  to  be  that  an  average  of  the 
previous  five  years'  earnings  deter- 
mined whether  you  could  benefit 
from  income  averaging.  Now,  only 
the  prior  three  years  count. 

That  may  not  seem  like  much  of  a 
difference  at  first  glance,  but  look 
again.  Because  of  the  compounded 
effects  of  previously  high  rates  of 
inflation  in  the  U.S.,  many  workers 
were  in  significantly  lower  earnings 
brackets  during  1979  and  1980  than 
they  are  now.  Those  years,  which 
can  no  longer  be  used,  would  have 
helped  lower  the  overall  average. 

An  additional  change  in  income 
averaging  to  note:  Whereas  in  the 
past  your  earnings  had  to  exceed 
120%  of  the  base  average,  now  it  is 
140%.  What  it  boils  down  to  is  that 
fewer  workers  will  be  able  to  take 
advantage  of  the  sometimes  sizable 
savings  available  from  income  aver- 
aging. Those  who  do  qualify  prob- 
ably will  see  smaller  savings  from 
its  use. 

Another  area  of  potential  trouble, 
especially  for  investors,  concerns 
the  new  alternative  minimum  tax. 
Investors  in  prior  years  were 
thrilled  to  find  that  60%  of  the  net 
income  from  any  long-term  capital 
gain  could  be  excluded  from  their 
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The  enormous  publicity  the  Trea- 
sury Department's  proposed  "flat 
tax"  has  received  is  giving  many 
investors  in  my  sample  a  false  sense 
of  security.  There  may  be  a  flat  tax 
eventually,  but  it  won't  be  soon. 

In  the  meantime  a  large  number 
of  new  regulations  have  gone  into 
effect  that  make  the  old  tax  code 
even  more  complex.  Present  laws, 
not  the  tentative  proposals  being 
discussed,  govern  the  amount  of  tax 
you  will  pay,  in  April  1986,  for  cal- 
endar 1985. 

For  that  reason,  this  year  it  is  es- 
pecially worth  your  while  to  start 
worrying  about  taxes  now,  rather 
than  waiting  until  December.  Why? 
Because  by  then  it  will  be  too  late. 
You  may  well  have  done  yourself 
out  of  some  significant  tax  benefits. 

For  example,  if  you  have  a  com- 
puter at  home  that  is  used  at  least 
50%  for  business  purposes,  the  new 
twist  this  year  is  that  you  must 
keep  a  contemporaneous  diary  of 
the  time  you  spend  on  the  unit.  Few 
things  are  more  troublesome  to  IRS 
auditors  than  the  gray  area  repre- 
sented by  "mixed  personal  and  busi- 
ness use"  of,  for  instance,  vacation 
homes,  cars  or  computers.  The  log 
is  essential  to  eliminate  uncertainty 


Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  [he  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career  and. 
recently  published  by  McGraw-Hill,  Com- 
puters Made  (Ridiculously)  Easv. 


gross  income.  That,  in  conjunction 
with  a  50%  maximum  tax  on  both 
earned  and  "unearned"  (an  absurd 
misnomer)  income,  meant  that  the 
max  tax  on  capital  gains  was  20% . 

No  more.  As  Miller's  Personal  In- 
come Tax  Guide,  1985  Edition  (Har- 
court  Brace  Jovanovich,  $8.95)  puts 
it  bluntly:  "The  computation  of  the 
alternative  minimum  tax  has  been 
changed  [in  1984]  generally  to  the 
disadvantage  of  the  taxpayer."  The 
book  has  a  good  section  on  how  to 
compute  this  complicated  tax  if  you 
have  a  large  capital  gain.  Many  in- 
vestors do  have  one,  thanks  to  the 
recent  wave  of  mega-mergers.  The 
book  also  has  a  first-rate  section  on 
the  tax  consequences  of  transac- 
tions involving  the  securities  issued 
as  a  result  of  the  breakup  of  AT&T. 

The  final  area  worth  focusing  on 
concerns  "cancelation  of  debts." 
Look  before  you  leap.  Some  of  the 
investors  I  monitor  were  incensed 
recently  when  the  savings  bank 
from  which  they  had  gotten  their 
old,  low-interest  mortgage  of  6%  or 
7%  offered  to  let  them  pay  off  the 
remainder  for  less  than  the  princi- 
pal amount  due.  For  example,  one 
was  able  to  pay  $16,000  instead  of 
the  $21,000  balance  of  the  mort- 
gage. Why  was  the  bank  willing  to 
play  Santa  Claus  in  July?  Because 
the  mortgage  was  at  5'/2%,  and  the 
bank  wanted  to  be  "out  from  under" 
this  agreement. 

The  trouble  is  that,  once  the  deal 
was  done,  the  IRS  wanted  to  tax  the 
$5,000  as  ordinary  income.  Forgive- 
ness of  a  debt  you  incur,  unless  it 
becomes  an  outright  gift  (which  this 
certainly  wasn't;  it  was  business  as 
usual),  results  in  income  to  you.  As 
one  chagrined  homeowner  in  New 
York  remarked,  "What  my  S&.L 
gave,  Uncle  Sam  took." 

The  good  news  in  this  area  con- 
cerns the  many  students  who,  un- 
able to  afford  college,  have  financed 
their  higher  education  by  taking  out 
a  government  loan,  one  in  which  a 
certain  portion  of  their  indebted- 
ness is  forgiven  each  year  if,  for  in- 
stance, they  teach  or  take  a  public 
service  job.  Cancelations  of  this 
debt  are,  thanks  to  tax  code  revi- 
sions in  1984,  not  taxable. 

Given  the  large  and  growing 
number  of  regulations,  most  of  the 
people  I  have  surveyed  feel  a  flat  tax 
won't  be  arriving  a  day  too  soon,  no 
matter  when  it  goes  into  effect.  ■ 
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Americans  have  been  allowed  to  own 
and  trade  gold  for  ten  years  now.  Has  it 
fulfilled  their  expectations? 

GOOD  AS  . . .  GOLD? 


By  Stanley  W.  Angrist 


Ten  years  ago  last  December  Presi- 
dent Gerald  Ford  signed  an  execu- 
tive order  permitting  U.S.  citizens 
j  once  again  to  purchase,  sell  or  hold 
gold.  The  goldbugs  were  elated.  At 
long  last,  they  said,  Americans 
would  have  a  surefire  method  of 
protecting  themselves  against  the 
ravages  of  inflation  and  other  cata- 
strophic events. 

The  available  evidence  suggests 
that  the  goldbugs  were  at  least  part- 
ly correct — Americans  were  eager 
to  resume  owning  and  trading  gold. 
The  total  volume  for  the  first 
month  of  trading  on  the  Comex,  the 
largest  metals  trading  exchange  in 
the  world,  was  in  excess  of  33,000 
contracts  (100  ounces  per  contract). 
Ten  years  later,  trading  volume  in 
gold  futures  during  December  1984 
was  for  more  than  575,000  con- 
tracts, plus  an  additional  133,000 
options  on  gold  futures. 

Dr.  Henry  farecki,  chairman  of 
Mocatta  Metals  Corp.,  probably  the 
world's  largest  gold  trading  com- 
pany, believes  that  Americans'  abil- 
ity to  own  gold  is  a  distinct  change 
for  the  better.  "I  tell  my  clients  to 
consider  putting  10%  of  their  assets 
in  gold  and  hope  that  it  falls  in 
price.  If  it  does,  that  means  we  are 
not  experiencing  war,  runaway  in- 
flation, revolution  or  riots  in  the 


Stanley  W.  Angrist  is  a  commodity  specula- 
'or,  consultant  and  longtime  observer  of  the 
commodity  markets. 


streets.  Isn't  that  worth  a  drop  in 
gold's  price?" 

Just  how  well  has  gold  offered  in- 
flation protection  of  assets  for 
Americans  since  1974?  Well,  it  de- 
pends on  how  you  compute  the  out- 
come. Assume  that  you  bought  gold 
on  the  last  day  of  each  year  since 
1974  and  that  you  sold  out  your 
holdings  on  Dec.  31,  1984  at  the 
spot  price  of  $307.90  per  ounce.  A 
compound  rate  of  return  can  then  be 
calculated.  The  chart  shows  that  a 
purchase  made  ten  years  ago  yielded 
a  5.4%  annual  rate  of  return,  where- 
as one  made  on  Dec.  31,  1983  would 
have  produced  a  20.8%  loss.  One 
can  make  a  similar  calculation  us- 
ing the  Consumer  Price  Index  for 
the  last  month  of  each  year.  Such  an 
exercise  shows  that  inflation  over 
the  last  ten  years  has  been  at  a  7.3% 
annual  rate.  The  chart  also  shows 
that  if  you  bought  gold  after  1977 
you  received  no  protection  from  in- 
flation, as  the  rise  in  the  price  of 
gold,  if  there  was  one,  was  less  than 
the  inflation  rate.  The  chart  actual- 


ly overstates  gold's  inflation  protec- 
tion since  it  does  not  take  into  ac- 
count the  fact  that  money  tied  up  in 
gold  foregoes  the  secure  return  that 
would  have  been  available  had  it 
been  put  into,  say,  T  bills. 

What  about  gold  as  a  refuge  for 
scared  money?  The  answer  there  is 
a  little  more  murky.  But  basically 
gold  did  not  increase  in  price  in  re- 
sponse to  a  number  of  shocks— the 
Iran-Iraq  war  in  July  1980,  for  exam- 
ple, or  Anwar  Sadat's  assassination 
in  October  1981.  Gold,  of  course, 
did  respond  vigorously  to  the  Hunt 
brothers'  attempt  to  corner  the  sil- 
ver market  in  late  1979  and  early 
1980.  Spot  gold  ran  up  to  its  record 
price  of  $875  per  ounce,  staying 
there  very  briefly  before  starting  a 
descent  that  is  still  going  on.  All  in 
all,  the  evidence  seems  to  say  that 
over  the  past  ten  years  gold  did  not 
consistently  protect  assets  from  in- 
flation nor  disaster. 

Well,  did  anybody  make  money 
from  gold  during  this  time?  Certain- 
ly. There  were,  no  doubt,  relatively 
few  people  who  bought  gold  prior  to 
the  fall  of  1979  and  sold  out  some 
time  during  the  runup  of  late  1979 
and  early  1980,  wisely  ignoring  the 
siren  song  of  the  doomsayers  prom- 
ising $2,000-an-ounce  gold.  And,  of 
course,  there  were  also  the  bears 
who  have  been  cheerfully  taking 
money  out  of  the  bulls'  pockets  over 
the  past  five  years.  Contrary  to  what 
the  goldbugs  espouse,  gold  is  like 
any  other  investment  in  that  good 
timing  is  required  in  order  to  reap 
above-average  rewards.  ■ 


Some  protection 


The  red  bar  shows  what  your  annual  compound  rate  of  return  would  have  been 
had  you  bought  gold  at  the  end  of  each  year  since  1974  and  sold  it  on  Dec.  31, 
1984.  The  green  bar,  the  annual  compound  rate  of  inflation  as  computed  by  the 
Consumer  Price  Index  from  the  year  shown  through  the  end  of  1984.  For 
example,  gold  purchased  at  the  end  of  December  1978  would  have  returned  5.2% 
on  an  annual  basis,  while  inflation  over  that  same  time  period  has  been  7.5% 
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GREAT  MINDS  AGREE  on  the 
GREAT  TASTE  OF  A  GOOD  CIGAR  from  the 

OVER  400  BRANDS  OF  THE  FINEST 
CICARS  FROM  ALL  OVER  THE  WORLD 
DISCOUNT  SAVINGS  AVERAGING  25% 
EXTRA  DISCOUNTS  FOR 
QUANTITY  ORDERS 
FREE    GIFT  WRAP- 
PING WITH  YOUR  PERSONAL 
GREETING  ENCLOSED 
FREE  DELIVERY  ANYWHERE 
IN  U.S. 


DISTRIBUTORS 
WANTED 


Forbes  Market 


FORBES  MARKET/CLASSIFIED  is  published  in  the  first  issue 
of  each  month .  Advertising  closing  date  is  one  month  preceding 
date  of  issue. 

Frequency  discounts  available.  Payment  must  accompany 
order  unless  from  accredited  agency. 

FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  MARKET/CLASSIFIED 

60  FIFTH  AVENUE/NEW  YORK,  NY  10011 
(212)  620-2440 


NEW  PRODUCTS 
FOR  DISTRIBUTION 

We  are  an  established,  publicly-owned 
R&D  company  with  40  years  experience 
in  that  field  We  have  developed  more 
new  products  than  we  can  market,  and 
are  seeking  reliable  firms  capable  of 
marketing  products  in  the  pharmaceu- 
tical, health-care,  medical  devices,  spe- 
cialty-chemical, and  cosmetic  fields. 
Principals  only. 

United-Guardian,  Inc. 

PO.  Box  2500 

Smithtown,  New  York  1 1 787 

(516)273-0900 

TWX:  510-227-6230 


BUSINESS 
OPPORTUNITIES 


•  FREE  • 

Lisr  ot  businesses  for  sale,  both  lo- 
cal and"  nationwide.  Send  name, 
address  and  phone  to:  BUSINESS 
INVESTMENT  GROUP  OF 
AMERICA,  l519KilleamCtr.  Blvd., 
Suite  C,  Tallahassee,  FL  32  308  or 
call  TOLL  FREE  1-800-874-8154. 
In  Florida,  (904)893-4904. 

*  FREE  • 


TRAVEL 


FLY  FOR  LESS 


SA  VE  25  ■  60%  on  first  class 
travel  to  Europe.  Mid-East,  Hawaii, 
Caribbean,  S.  Pacific  and  Orient. 

THE  COUPON  BROKER 

1 780  S  Bellaire  #  1 25.  Denver,  CO  80222 
(303)  759-9768  ESTAB   1979 


SHARING 


IS  CARING 


The  American 
Cancer  Societ 
thanks  you. 

Your  employe 
thank  you. 

Their  familie 
thank  you. 


You've  become  a  life 
saver.  Literally.  For  installinj 
our  Employee  Education 
Program.  For  letting  us 
supply  free  films,  exhibits, 
speakers,  pamphlets,  posters 
and  articles  for  your  compan 
publications.  For  accepting 
our  help  in  arranging  "actionr 
programs  for  your 
employees ...  for  detection  o  : 
colorectal  cancer,  instruc- 
tions in  breast  cancer 
examination,  for  detection  o 
cervical  cancer  via  the  Pap 
test.  For  simply  under- 
standing that  if  cancer  is 
detected  in  its  early  stages, 
chances  for  cure  are  greatly 
increased.  Thank  you. 

Hundreds  of  companies 
now  have  an  American 
Cancer  Society  Employee 
Education  Program.  If  your; 
isn't  one  of  them,  call  us. 


American  Cancer  Socit 

2,000,000  people  fighting  can 

miSM'AU  CONTRIBlTHPAb  M'lHIK  SU* 


FAST  FACTS 
ABOUT  FORBES 
SUBSCRIBERS: 

♦Total  paid  circula- 
tion: 720,000 


•205,762  serve  on 
their  companies' 
board  of  directors 

•338,400  are  in  top 
management  positions 


•267,572  serve  on 
boards  of  one  or 
more  companies 

•Average  household 
income:  $124,060 


•707,270  own 
securities.  Average 
value:  $615,240 


•Average  Net  worth: 
$915,313 


J 
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CORPORATE  ITEMS 


CORPORATE  ITEMS 


EXERCISE  EQUIPMENT 


EXERCISE  EQUIPMENT 


2tampt£fZta£l,  £td. 


BE  RECOGNIZED 

In  Boardrooms  and  Club- 
ioms;  By  having  your  com- 
any  name  or  logo  on  a 
uality  product  from 
AMPfON  HALL,  LTD. 
I  For  nearly  ten  years 
ampton  Hall  has  been  a 
ading  supplier  of  tastefully 
;signed  ties  and  other 
jality  items  to  Corporations 
id  clubs. 

Please  call  or  write  for  our 
ochure. 

HAMPTON  HALL,  LTD. 

220  Fifth  Avenue 

New  York,  N.Y.  10001 

Suite  903-04 

(212)  685-2440 

(Minimum  order 

150  pieces  per  item) 

Dept.  FB  2 


MISCELLANEOUS 
FOR  SALE 


'ESTMENT  GEMSTONES! 
ARANTEED  LIQUIDITY!!! 

vholesale  catalog.  Satisfaction  Gtd 
yrs!  Member:  Jewelers  Board  of 
Chamber   Commerce,    American 
"rade  Assn. 

HOUSE  OF  ONYX 

No.  One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


FORBES  BINDERS 


SLIP  CASES 


TRADE  AGENT 


SHANGHAI  TRADE  AGENT 


SHANGHAI  BASED  AMER.  WILL 
REPRESENT  YOUR  CO.  IN  CHINA 

•  Sell  your  products/services 

•  Buy  Chinese  goods  for  you 

•  Exp.  trader/speaks  Mandarin 
CONTACT:  M.  MASTAIN,  1146  N. 
Puenet  St.,  Brea,  CA  92621, 
(714J-671-2270  (CALL  24  HRS.) 
After  2/28/85— Cypress  Hotel  #39, 
2419  Hong  Qiao  Rd.  Shanghai,  PR 
China.  CBL  9921/Ph.  329388  Ext  39/ 
TLX  33288  CHY-CN 


BUSINESS  OPPORTUNITIES 


OR  BINDERS 


In  red  and  gold 
leatherette. 

Shpcase:  $6.95 

thiee  for  $20.00 

Binders:  $8.50 

three  for  $24.75 

J  check  with  your  name  and 

address  to: 

ESSE  JONES  BOX  CORP. 

Dept.  FB,  P.O  Box  5120 

Philadelphia,  PA  19141 


» 


13,000  BUSINESSES 

FROM  COAST 

TO  COAST 

No  Brokerage  Commission 
nquines  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800  327  9630 
in  Fla  call  305  462  2524 


WESTERN  BUSINESS 
OPPORTUNITIES 

Established  businesses  located  west  of  the 

Mississippi  for  sale  by  owners.  Many  owner 

financed.  More  than  500  to  choose  from.  All 

price  ranges  available.  Write  or  call  collect. 

Mr  Toxie  Thomas  (303)  630-8188. 

AFFILIATED  BUSINESS 

CONSULTANTS 

Box  6339,  Dept.  F,  Co.  Spgs.,  CO  80934 

No  fee  to  buyer  involved 


Better  Than  Jogging, 
Swimming,  or  Cycling 

fSjordic/rack 


Jarless  Total  Body 

Cardiovascular  Exerciser 

Duplicates  X-C  Skiing  for  the 

Best  Way  to  Fitness 


NordicTrack  duplicates  the  smooth,  rhyth- 
mic, total  body  motion  of  XC  skiing  for  the 
most  effective  cardiovascular  exercise  ob- 
tainable. Uniformly  exercises  more  muscles 
than  any  other  exercise  device.  Makes  high  heart  rates  easy  to  obtain  and  keeps 
more  muscles  in  tone.  Highly  effective  for  weight  reduction.  Used  by  both 
men  and  women.  Does  not  cause  joint  and  back  problems  as  in  jogging  or  run- 
ning. Arm  and  leg  resistances  are  separately  adjustable.  Uses  no  motors  and 
folds  compactly  for  convenience.  Used  in  homes,  businesses  and  institutions. 

Call  or  write  for  FREE  BROCHURE      I  800-328-5888     MN  612-448-6987 
PSI      124FO  Columbia  Court      Chaska.  Minn.  55318 


FASHION 


EXECUTIVE  GIFTS 


MATERNITY       ^fe. 

BUSINESS  SUITS    W^ 

&  DRESSES 


Catalog  with  swatches  and 
fit  guide  S3,  refundable  with 
order  Visit  our  stores  in 
Atlanta,  Chicago,  Denver, 
Houston,  Los  Angeles, 
New  Orleans,  New  York, 
Philadelphia,  Ian 
Francisco,  Stamford,  CT, 
Washington,  D.C.  or 
inquire  about  opening  a 
store  in  your  area 
Tel  2IS-625-0ISI 
PO  Box  40 1 2 1.  Dept  FB 
Phila,PAI9l06 


MgthersMrk' 


EXECUTIVE  SERVICES 

tS 'NECK .TIES »         Save  yoo- 

^shS^^Ueachsetol 
widthVSend*" 

B.vd.Dep.0^^ 


CALCULATORS  AND  COMPUTERS 
AT  GREAT  DISCOUNTS 

IBMPC256K.2  drives,  Video/Printer  color  & 

monocard,Mono-Monitor$l,895.00-lBM 

PC  XT  capability  256K,  one  floppy,  one  10MB 

hard  disc  drive,  controller,  Video/Printer 

color/Mono  card,  Mono  Monitor  all  for 

$2595.00  IBM  PC  AT  multiuser,  5I2K,  one  1.2 

MB  floppy,  one  20MB  hard  disc  drive,  controller 

card,  Video/Printer  color/mono  card,  Mono 

Monitor  all  for  $4,995.00-  Hewlett-Packard 

1 IC  J59-12C  $89-15C  $89-16C  $89-4ICV  $169 

41CX  $239-71B  computer  $389-Thinkjet  printer 

$389  -  Canon  Bond  Copiers  PCI0  $529-PC  20 

$729-PC  25  reduction  $999.  -  Sanyo  Computer 

555-2  $1 ,069  incl  free  $2,000  software  -  Piaget, 

Concord,  Corum,  Movado,  Bulova,  Seiko 

Lassale  at  35%  off  Retail  prices  —  Ask  for  our 

famous  WINES  catalog  one  thousand  kind  of 

wines  at  wholesale  prices  to  the  public. 

Express  Sales 
P.O.  Box  74545,  Los  Angeles,  CA  90004 
(800)  421-8045  or  in  CA  (213)  9373221 


SCOTTISH 
CASHMERE  SWEATERS 

CUPPLIED  FROM  QUALITY 
JBRAND  NAME  MAKES  SUCH 
AS  PR1NGLEJ.YLE  A  SCOTT. 
SRAEMAR    ETC 
MENS  V  NECK  SWEATERS  40 -46 

OtCBWAVN  II  8ll)f.  NA1UHA1   NAVY  CREY 

DISCOUNT  PRICE   $89    POST  PAID 

The  W99LEH  KILL -Whitefarland. 
Isle  of  Arran.  Scotland.  S44  77085  298 
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REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Alliance  Trust  (U.K.) 195 

Amerco  Business  Consultant 64 

American  Telephone  &  Telegraph 202,  204 

American  Trust  (U.K.) 195 

Amoco 12 

AMP 54 

AMR 12,   178 

APL 60 

Apple  Computer 142 

Automatic  Switch  180 

Avco 143 

Baxter  Travenol  Laboratories 202 

Bendix 136 

Booz,  Allen  &  Hamilton 82 

Boston  Edison 82 

British  Telecom  |U.K.| Ill 

Broadview  Financial 134 

Bucyrus-Ene 54 

Burlington  Industries  182 

CBS 168 

Chase  Manhattan Ill,  134 

Chiyoda  Fire  Insurance  |)apan| 198 

Citicorp Ill 

ConAgra 44 

Continental  Illinois 43,   134 

Corrections  Corp  of  America 112 

Cubic  180 

D'Lites  of  America 180 

Daewoo  IS.  Korea|  38 

Daimler-Benz  |W.  Germany) 198 

Dana 168 

Dart  &  Kraft 79 

Daseke  &  Co 156 

Data  Switch 156 

Dawson  Geophysical 122 

Deere  &  Co 142 

Deloitte,  Haskins  &  Sells 134 

Delta  Air  Lines 102 

Deutsche  Bank  (W.  Germany) Ill 

Digital  Equipment 12 

Walt  Disney  Productions 27 

Dominion  Resources  (Richmond,  Va.) 82 

Doubleday  &  Co 168 

Dow  Chemical  82 

Drake  Beam  Morin 8 

Drexel  Bumham  Lambert 60 

Duke  Power 6 

Eastern  Air  Lines 102 

Eastman  Kodak 12 

EL1D  Insurance 60 

Emerson  Radio 200 

Entertainment  Publications 12 

Equifax 154 

Ernst  &  Whinney 134 

Fay's  Drug 200 

Federal  Paper  Board 79 


Federal-Mogul  180 

Financial  Corp  of  America 134 

First  Boston Ill 

First  Executive 60 

Florida  Power  &  Light 82 

Foreign  &  Colonial  Trust  (U.K.) 195 

Foxboro  180 

Fuii  Photo  Film  llapanl 198 

Fuqua  Industries 142 

General  Electric 123,  142 

General  Foods... 202 

General  Medical 148 

General  Motors 12 

General  Public  Utilities 82 

Globe  Investment  Trust  |U.K.| 195 

Government  National 

Mortgage  Association 186 

Graco 54 

Great  Northern  Nekoosa 79 

Greyhound 44 

Hallmark 126 

Handy  Associates 156 

Harmschfeger 200 

Harper  &  Row 168 

High  Voltage  Engineering 200 

Hutchinson  Whampoa  IHong  Kong) 198 

Hyundai  (S  Korea) 38 

InterFirst 200 

International  Business  Machines 142,  154,  156 

Ionics 54 

The  Irvine  Co 143 

Jartran 64 

Jefferson  Smurfit 79 

Jefferson  Smurfit  Group  (Ireland) 79 

John  Brockman  Associates 168 

John  S.  Herold 172 

Johnson  Controls 82 

Keron  Productions 168 

Kirin  Brewery  (Japanl 198 

Kleinwort,  Benson  (U.K.) Ill 

Kohlberg,  Kravis,  Roberts  &  Co  42 

Lazard  Freres Ill 

Lexidata 123 

Arthur  D.  Little 132 

Long  Island  Lighting 6 

Lucky  Group  (S.  Korea) 38 

Lukens 82 

Masco 42 

Matsushita  (Japan) 180 

McDonnell  Douglas 12 

Medco  Containment  Services 60 

Mellon  Bank 172 

Mercury  Securities  (U.K.) Ill 

Merrill  Lynch 74,  111,  197 

MGM/UA  Entertainment 16 

Mocatta  Metals 205 


Monks  Investment  Trust  (U.K.) 19 

Monsanto 14- 

Morgan  Guaranty 11 

NCR 1 

NI  Industries  4 

Nightingale-Conant 21 

Nissho  Iwai  (Japan)  14- 

Nixdorf  Computer  (W.  Germany) 156,   19: 

Northwest  Airlines 10 

Paid  Prescriptions 61 

Pan  American  World  Airways 13  < 

Peat,  Marwick,  Mitchell 13 

Pentel  (Japan) 14 

People  Express 44,  10  , 

PepsiCo 16  J 

Phibro-Salomon 11 

N.V.  Philips'  Lamp  (Netherlands)  18 

Porex  Technologies 6^ 

Porsche  (W.  Germany) 19 

PPG  Industries 14* 

Procter  &  Gamble 1 

Products  Research  &  Chemical 201 

RCA 112,  17 

Republic  Airlines 10 

Revco  D.S 

Reynolds  Metals 2  J 

Rockwell  International 12,   18f 

Royal  (Japan) 19<i 

Russ  Berne  &  Co 121 

Ryder  System 6* 

Rymer 20). 

Salomon  Brothers 186,  19 

Samsung  (S.  Korea) 3t 

Scottish  Eastern  Trust  (U.K.) 19» 

Scovill 13  J 

C.J.  Segerstrom  &  Sons 14^ 

Shearson  Lehman/ American  Express Ill 

Siemens  |W.  Germany) 19 

Simon  &  Schuster 16 

SmithKhne  Beckman 2C( 

Southwest  Forest  Industries 7 

J.P.  Stevens  18 

Swire  Pacific  (Hong  Kong) 19! 

Syongsung  (S.  Korea) 

Texas  Instruments 1 

Texas  International  Airline 4 

Torrance 14 

Transamerica £ 

Triton  Alliance  (Canadal  1 

TRW  Information  Systems 13 

U-Haul  International (i 

Union  Bank  of  Switzerland  11 

United  States  Steel i 

Varo 201 

S.G.  Warburg  &.  Co  (U.K.) 11 

Witan  Investment  (U.K.) 19 


Do  you  know  anybody 

who  is  somebody  in  business 

who  does  not  read 

Forbes  Magazine? 
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Flashbacks 


"The  more  things  change. . .  ." 
Items  from  past  issues  of  Forbes 

ixty  years  ago  in  Forbes 

rom  the  issue  of  February  15,  1925) 

\pparently  the  child  labor  amend- 
lent  to  the  Constitution  has  been 
Seated  with  the  rejection  of  the  pro- 
jsal  by  one  or  the  other  house  of  the 
hio,  Kansas  and  North  Dakota  legis- 
tures.  The  number  of  states  that 
ive  refused  to  agree  to  the  amend- 
lentisnow  13,  or  more  than  [the]  one- 
jarter  .  .  .  sufficient  for  rejection." 

V  treaty  involving  the  ultimate  ex- 
:nditure  of  $500  million  to  insure  an 
lequate  water  supply  for  New  York 
'ity,  Philadelphia  and  other  cities  has 
|:en  signed  by  representatives  of 
jew  York,  New  Jersey  and  Pennsyl- 
inia.  The  object  will  be  accom- 
lished  by  regulating  the  flow  of  the 
elaware  River." 


Edited  by  Dero  A.  Saunders 


liter  S.   Gifford  became  president  of 
'&T  in  1925  at  age  40 


Tie  Seaboard  Air  Line  has  opened  its 
w  cross-state  line  connecting  the 
'O  coasts  of  Florida.  The  completion 
this  road  is  regarded  as  the  most 
lportant  event  in  the  transportation 
story  of  Florida  since  the  building  of 
e  first  railroad." 


lifty  years  ago 

low  the  issue  of  February  15,  1935) 

'Jew  York  is  the  latest  important 
t  y  to  flirt  with  the  idea  of  spending 
txpayers'  money  to  construct  a  plant 
(compete  with  existing  power  facili- 
Is.  ...  Its  fuel  was  to  consist  of  rub- 


bish collected  by  the  Street  Cleaning 
Department — to  cost  nothing.  The 
municipal  authorities  were  quite  sure 
they  could  thus  manufacture  power  at 
nominal  cost  and  that  they  would  be 
independent  of  private  companies  for 
lighting  Williamsburg  Bridge,  then 
newly  opened.  Alas,  their  beautiful 
dream  turned  into  a  nightmare.  The 
scheme  was  found  utterly  impractica- 
ble. It  was  abandoned." 

"In  Japan  there  were  sold  in  1934 
about  950  Japanese-built  light  passen- 
ger cars.  Many  Japanese-built  trucks 
were  sold  direct  to  the  government. 
Japan  still  is  working  hard  to  develop 
its  own  automobile  manufacturing 
industry,  although  most  of  the  28,000 
vehicles  sold  there  last  year  were,  as 
usual,  products  of  General  Motors 
and  Ford  Japanese  plants." 

Twenty-five  years  ago 

(From  the  issue  of  February  15,  1960) 

"Movies  really  do  seem  to  be  getting 
better  than  ever.  Despite  the  competi- 
tion of  television,  attendance  at  the 
nation's  theaters  rose  10%  duringjanu- 
ary  over  the  same  month  of  1959.  Even 
better,  attendancefor  all  of  1959wasup 
7.3% .  One  reason:  a  continuing  round 
of  successful  films,  particularly  such 
spectacles  as  Ben  HuramlOn  the  Beach." 

"Inventories  are  probably  not  yet  at  a 
dangerous  level.  At  the  end  of  1959 
inventories  were  still  a  shade  below 
their  1957  high,  even  though  business 
has  moved  up  about  6%  since  then. 
But  if  the  lei'el  was  not  too  high,  the 
rate  of  accumulation  probably  was. 
Our  economy  obviously  cannot  go  on 
for  long  adding  to  inventories  at  a  $10 
billion-plus  annual  rate.  Certain  in- 
dustries especially  are  getting  much 
of  their  impetus  from  inventory  accu- 
mulation rather  than  from  actual  con- 
sumption. .  .  .  When  inventory  build- 
up in  steel  and  autos  finally  ends, 
there  will  be  something  of  a  shock  to 
the  economy." 

"New  York,  New  Haven  and  Hartford 

and  the  New  York  Central  settled 
their  dispute  over  leasing  the  air  rights 
over  Grand  Central  Terminal  for  a 
$100  million,  54-story  office  building. 
Under  the  agreement,  the  New  York 
Central  will  get  roughly  60%  of  the 
proceeds,  the  New  Haven  40%.  Both 
roads  will  spend  the  money  to  reduce 
the  $4  million  annual  deficit  incurred 
in  operating  the  terminal." 


Ten  years  ago 


James  C.  Wheat  Jr.,  though  blind  since  24, 
built  his  securities  firm  into  the  biggest  in 
Virginia  and  the  Carolinas 

"Wheat,  First  Securities  of  Richmond 
spread-eagles  the  securities  business 
in  Virginia,  West  Virginia  and  North 
Carolina.  [It]  is  the  creation  of  a  re- 
markable man.  Richmond-born  James 
C.  Wheat  Jr.,  54,  is  totally  blind  and 
has  been  since  he  was  24.  Perhaps  it 
was  the  challenge  of  his  developing 
blindness.  It  may  have  been  the  urge 
to  keep  his  father's  tiny  securities 
house  from  being  absorbed  into  one  of 
Wall  Street's  expanding  giants.  What- 
ever motivated  Jim  Wheat,  it  was  a 
powerful  force.  .  .  . 

"A  tall,  burly  man  with  a  craggy, 
ruddy  face,  Wheat  is  not  the  kind  of 
person  who  cerebrates  about  motives; 
he  is  a  doer,  not  a  thinker.  Asked  why 
he  was  so  successful,  Wheat  tends  to 
reply:  'The  territory.'  He  means  the 
200-mile  corridor  south  from  Wash- 
ington to  Richmond  and  then  south- 
east to  Newport  News  and  Norfolk." 

"G.  Robert  Evans,  the  young  (43)  oper- 
ating chief  of  Areata  National  Corp., 
likes  to  cite  the  Christopher  Columbus 
Better  Management  Award.  It  is,  says 
Evans,  'given  in  honor  of  old  Chris,  the 
greatest  manager  of  all  time:  He  started 
out  not  knowing  where  he  was  going; 
uponarriving,  he  didn't  know  where  he 
was;  and  upon  returning,  he  didn't 
know  where  he  had  been.'  " 
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Progress  results  from 
not  being  satisfied. 
Frank  Tyger 


Who  makes  quick  use  of 
the  moment  is  a  genius 
of  prudence. 
John  Lavater 


You  have  got  to  do  something 
about  it  to  make  it  count. 
Carl  C.  Conway 


Knowing  is  not  enough;  we 
must  apply.  Willing  is  not 
enough;  we  must  do. 
Goethe 


Indifference  and  inaction 
must  always  pay  a  penalty. 
William  Feather 


There  are  some  who  start 
their  retirement  long  before 
they  stop  working. 
Robert  Half 


A  Text . . . 

A  prudent  man  foreseeth 
the  evil,  and  hideth 
himself:  but  the  simple 
pass  on,  and  are  punished. 
Proverbs  22:3 


Sent  in  by  Marcia  Mclure  Toon,  Sherman 
Oaks,  Calif.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to  senders  of 
texts  used. 


Whilst  he  sits  on  the 
cushions  of  advantage, 
he  goes  to  sleep. 
Ralph  Waldo  Emerson 


You  can't  pick  cherries 
with  your  back  to  the  tree. 
J.  Pierpont  Morgan 


Thoughts 

on  the  Business  of  Life 


Beware  of  the  lure  of  the 
swivel  chair!  So  easy  is 
it  to  sink  into  routine  habits. 
One  feels  so  much  more  at 
ease  in  the  accustomed  office 
chair  than  in  hurrying  hither 
and  thither,  striving  to 
overcome  barriers  Unless  we 
are  on  guard,  we  are  inclined 
to  let  others  come,  if  they 
wish,  to  see  us.  But  the 
way  to  find  business  is,  of 
course,  to  go  out  after  it. 
B.C.  Forbes 


Habit  is  the  nursery  of  errors. 
Victor  Hugo 


Shun  idleness.  It  is  a  rust 
that  attaches  itself  to  the 
most  brilliant  metals. 
Voltaire 


Sow  an  act  and  you 

reap  a  habit. 

George  D.  Boardman 


Expecting  something  for 
nothing  is  the  most  popular 
form  of  hope. 
Arnold  Glasow 


To  have  a  full  stomach  and 
a  fixed  income  are  no  small 
things  .  .  .  however,  one  may 
set  his  ambition  higher. 
Elbert  Hubbard 


More  than  6,000  "Thoughts."  indexed  .by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95.  A  one-volume 
edition  of  over  3,000  "Thoughts."  $17.50. 
Send  check  and  order  to:  Forbes  Inc.,  60 
Fifth  Ave..  New  York,  N.Y.  10011.  Add  sales 
tax  on  New  York  State  orders  and  other 
states  where  applicable. 


The  most  important  thing 
about  getting  somewhere  is 
starting  right  where  we  are. 
Bruce  Barton 


Too  many  people  are  thinking  of 
security  instead  of  opportunity; 
they  seem  more  afraid  of  life 
than  of  death. 
James  F.  Byrnes 


Habit  is  either  the  best 
of  servants  or  the  worst 
of  masters. 
Nathaniel  Emmons 


You  need  but  will,  and  it 
is  done;  but  if  you  relax 
your  efforts  you  will  be 
ruined;  for  ruin  and  recovery 
are  both  from  within. 
Epictetus 


Lack  of  will  power  has  caused 
more  failure  than  lack  of 
intelligence  or  ability. 
Flower  A.  Newhouse 


A  dilatory  man  wrestles 

with  losses. 

Hesiod 


Of  all  our  faults,  the 
one  that  we  excuse  most 
easily  is  idleness. 
La  Rochefoucauld 


To  improve  the  golden  moment 
of  opportunity  and  catch  the 
good  that  is  within  our  reach 
is  the  great  art  of  life. 
Samuel  Johnson 


Nothing  is  particularly  hard  if 
you  divide  it  into  small  jobs. 
Henry  Ford 


A  young  man's  most  profitable 
investment  is  to  give  his  best 
to  his  employer. 
Roger  Babson 
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The  art  of  engineering, 


When  Audi's  Chief  Engineer  Dr.  Ferdinand 
Piech  states,  "We  don't  style  cars,  we  design 
cars,"  he  incisively  describes  the  art  of  engi- 
neering. 

For  styling  alone  can  only  affect  the  appear- 
ance of  an  automobile.  It  is  the  lightness  of 
engineering  design  that  affects  appearance, 
performance,  comfort  and  driver  assurance. 

After  years  of  research,  millions  of  kilome- 
ters of  rigorous  testing  and  an  unwavering 
commitment  to  detail,  Audi  has  created  the 
most  aerodynamically  efficient  luxury 


©1984  Audi 


sedans  in  the  world.  Engineered  to  perfection, 
these  sleek,  uniquely  quiet,  total  performers 
re-define  the  driving  experience  as  it  is  known 
today. 

To  experience  the  art  of  engineering  person- 
ally, call  1-(800)-FOR-AUDI  for  your  nearest 
Audi  dealer  in  the  continental  U.S.  and 
arrange  for  a  test  drive. 

(Manufacturer's  suggested  retail  prices  for 
the  Audi  sedans  range  from  $13,950  to  $23,87! 
Title,  taxes,  transportation,  registration, 
dealer  delivery  charges  additional.) 


The  art  of  engineering. 


Republic  Airlines  knows 

what  everyone  in  business 

wants  out  of  life. 


perk 


Republic  thinks  business  trav- 
elers deserve  some  special  recogni 
tion,  some  special  rewards  that 
make  your  life, 
when  you  fly,  a 
little  easier  and 
a  lot  better. 

We  want  to  give  you  some 
PERKS! 

WE  PUT  BUSINESS  FIRST. 

The  first  perk  we  give  you  is  also 
the  biggest.  It's  a  special  section 
p^A_l|-  up  front  called 
I  5^51  JC  Business  First™ 
Mr   ^*  Business  First 

gives  you  first  class  treatment  at  just 
$15  more  than  non-discounted 
coach  fare.  You  relax  in  a  wide  seat 
(just  two  in  each  row).  You  're 
served  fine  food  and  free  drinks. 
You  're  first  on  and 
off  the  plane.  You 
have  a  separate 

check-in  area  at  major  Republic 
airports,  and  you  receive  priority 
baggage  handling. 

All  for  only  $15  extra.  That's  a  lot 
of  perks  for  not  a  lot  of  money. 

TAKE  A  20,000  MILE 
SHORTCUT  TO  A  FREE  TRIP 

Republic's  Frequent  Flyer  Pro- 
gram offers  you  the  lowest 
mileage  requirements  needed  to 
earn  free  trips.  With  Republic's 
Frequent  Flyer 


no  tree  annKs. 

perk 


Program,  just  20,000  miles  earns 
you  a  free  trip  instead  of  the  40,000 
^0^^^ w|_  miles  most  other 

J&ZjTmE  airlines  demand. 
g^^^M  "^  And  every  time 
you  fly  Business  First  you  earn  a 
500  mile  bonus.  What's  more,  the 
mileage  you  earn  flying  Republic 
can  be  applied  towards  discounts 
or  free  tickets  on  our  international 
travel  partner,  Pan  Am.  That  means 
flying  Republic  could  get  you  to 
m^aJIh  Hong  Kong,  to 

J^SM  J€  Pans'  to  London. 
Ml      ^  Republic's 

frequent  flyer  perks  go  a  long, 
long  way. 

YOU'LL  MAKE  SOME  GREAT 
BUSINESS  CONNECTIONS,  TOO. 

At  Republic,  we've  built  a  route 
system  using  some  of  the  country's 
least  congested  airports  as  our 
hubs. 

We  fly  through  Minneapolis/St. 
Paul,  Detroit  and  Memphis,  so  you 
can  make  connections  without  a 
hassle. 

On  Republic, 
you  get  where 
you  're  going  on 
schedule  and  with  a  lot  less  frustra- 
tion. And  that's  got  to  be  one  of  the 

best  perks  of  all. 

For  reservations  call  your  travel 

agent,  corporate  travel  planner, 
Republic  Airlines. 


perk 


985  Republic  Airlines 


Republic  AjrUimes 


we  mate  you 
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Thats  Singer  technology. 
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The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  page  1 98. 

Companies 

46    Herbalife  International 

Proving  that  in  California,  and  perhaps  everywhere,  peo- 
ple will  do  anything  to  lose  weight. 

70     Consolidated  Natural  Gas  Co. 

With  natural  gas  in  continuing  oversupply,  how  come 
Jack  Tankersley  is  investing  two-thirds  of  his  cash  flow 
in  exploration? 


Industries 


72    Koppers  Co. 

Wall  Street  is  euphoric  about  its  future. 
Pullin  has  been  around  for  a  long  time. 


But  Charles 


78     Nynex  Corp. 

Between  a  rock  and  a  hard  place  in  the  brave  new  world  of 
deregulation. 

90    The  Up  &  Comers 

Medicine  Shoppe  International,  Inc.;  Hercules  Computer 
Technology;  Optical  Radiation  Corp. 

105     USF&G  Corp. 

When  the  going  gets  tough,  the  really  creative  accoun- 
tants get  going. 

108     Cover  Story:  Alcoa 

Once  aluminum  was  the  metal  of  the  future.  Then  came 
the  energy  crunch.  Here's  how  Alcoa  plans  to  avoid  the 
fate  of  U.S.  Steel. 


44     Semiconductors:  Here  Comes  Korea 

The  South  Koreans  are  nipping  away  at  Japan's  heels  in 
the  industry  that  lies  at  the  heart  of  the  computer  age. 
And  U.S.  businessmen  are  helping  them. 

52     Industrial  Banks:  Big  Gains,  Big  Risks 

If  it  looks  like  a  bank  and  sounds  like  a  bank,  it's  insured 
like  a  bank,  right?  Unfortunately,  no. 

67    Motion  Pictures:  Overseas  Blues 

Hollywood  had  a  record  year  domestically  but  a  pretty 
dismal  year  abroad.  The  reason:  That  old  devil  dollar. 

82     Insurance:  Hit  'Em  When  They're  Down 

Property  and  casualty  insurers  have  just  gone  through 
the  longest  down  cycle  in  their  history.  Now  the  govern- 
ment wants  to  increase  their  taxes  in  a  big  way. 

84     Cable  TV:  The  Watershed 

Some  cable  systems  are  at  the  gates  of  Fat  City — the 
point  at  which  their  revenues  will  rise  faster  than  their 
investment.  Some  aren't.  How  do  you  tell  the  difference? 

126    Private  Investigators:  A  Booming  Business 

Don 't  look  for  Sam  Spade  among  today's  private  eyes.  Says 
one:  "Our  most  important  weapon  is  the  computer." 


The  Economy 


74     A  Victory  For  Pragmatism 

The  "gray  market"  is  booming.  The  government 
wisely  decided  not  much  can  be  done  about  it. 
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Wall  Street 


39     The  Market:  Every  Dog 

Who  were  the  big  institutional  winners  in  January?  Nat- 
urally, some  of  the  big  losers  in  1984. 

41     The  Least  Publicized  Coup  Of  The  Year 

How  Leon  Levy,  Jack  Nash  and  friends  stand  to  make 
millions  from  a  bankrupt  railroad. 

75     Swapping  Stock  For  Royalties 

Sounds  improbable,  but  Munsingwear  did  it. 

96    Why  Marvin  Josephson  Is  A  Rich  Man 

Most  of  us  have  to  pay  for  our  own  mistakes.  Some 
people  make  their  stockholders  pay. 

122    Numbers  Game:  Back  To  The  Balance  Sheet 

The  howls  will  be  pitiful  when  the  FASB  starts  changing 
the  rules  for  consolidation  in  June. 

170     The  Streetwalker 

Philip  Carret  at  88;  retail  drugstore  chains;  NCR  Corp.; 
Florida  Federal  Savings  &  Loan  Association. 

174     Statistical  Spotlight 

If  management  has  more  at  stake,  will  it  do  a  better  job? 
Here  are  37  companies  where  insiders  own  10%  to  40%. 

180     The  Funds:  A  Gimmick  Of  The  Sixties 

But  dual  funds  could  make  a  lot  of  sense  for  some. 

182    The  Money  Men:  Citicorp's  Howard  Marks 

Investing,  like  tennis,  "is  lost,  not  won,"  he  says;  you 
lose  if  you  try  to  hit  the  ball  too  hard.  Which  is  a  pretty 
good  metaphor  for  Marks'  favorite  investment  vehicle. 


On  The  Docket 


118     Rainm  a  king  Gets  Nasty 

It  used  to  be  a  gentlemanly  pursuit.  No  more. 


Taxing  Matters 


130    The  R&D  Boondoggle 

If  Congress  wants  to  save  a  billion  or  so,  it  could  start  by 
revising  the  R&D  tax  credit.  Also:  The  nosy  Swedes. 


Marketing 


134     The  Last  Yuppie  Story  You'll  Have  To  Read 

Why?  Because  despite  all  the  fuss,  those  yuppie  demo- 
graphics are  largely  a  myth. 


Technology 


138    Big  Brother  And  Mother's  Milk 

Why  is  the  government  promoting  breast-feeding?  Also: 
Seeing-eye  medical  equipment;  computer  "translators"; 
time-sharing. 


Personal  Affairs 


148     Changing  Brokers 

For  some  reason,  it's  incredibly  difficult.  It  shouldn't  be, 
of  course.  Also:  What  if  the  dollar  tumbles  just  when 
you're  off  to  Europe?  Where  to  park  money-fund  money. 

155     Careers:  Do  You  Really  Need  Computer  Literacy? 

Sooner  or  later,  the  answer  is  yes.  What  to  do  about  it? 


Faces  Behind  the  Figures 


158  Robert  White,  Westpac  Banking 

158  Thomas  Cooney,  Gibson  Greetings 

159  Barry  Lind,  Lind-Waldock  &  Co. 
162  Dave  Bing,  Bing  Steel 

162  Robert  Mahoney,  Diebold 

163  James  Kelly,  Sperry  &  Hutchinson 
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"Editor  of  the  year" 

Singular  praise  has  just  come  our  way,  and  we're  eager  to  crow 
about  it:  Adweek  magazine  has  named  Jim  Michaels,  editor  of 
Forbes,  as  its  editor  of  the  year.  Reporting  on  its  selection,  the 
Adweek  article  says,  among  many  other  nice  things:  "Under  Jim 
Michaels,  Forbes  has  arguably  become  the  sharpest,  most  re- 
lentless, most  perceptive  publication  in  the  business  field." 

Adweek  notes  elsewhere  in  the  same  issue,  its  annual  special 
report  on  the  magazine 
business,  that  Forbes 
ranked  number  7  on  its 
list  of  the  "10  Hottest  of 
1984" — those  magazines 
showing  the  greatest 
growth  in  advertising 
pages  and  revenues.  It's 
the  fourth  time  Forbes 
has  made  the  "10  Hot- 
test" list  in  the  six  years 
that  Adweek  has  been 
keeping  score.  Only  one 
magazine,  People,  has 
made  the  list  more  often 
(five  times). 

But  the  "10  Hottest" 
list  is  the  result  of  arith- 
metic. The  editor  of  the 
year  accolade  derives  from 
a  more  complex  calculus. 
"After  all,"  say  the  editors 
of  Adweek,  "no  formula 
can  encapsulate  the  ele- 
ments     of      personality, 

leadership,        dedication,     

editing  skill  and  vision — to  name  just  a  few  qualities — that  go 
into  the  making  of  a  great  editor." 

Those  who  work  for  Jim  Michaels  know  these  qualities  in 
him.  Confirmation  by  respected  peers  at  Adweek  is  sweet  indeed. 

Alcoa's  refreshing  candor 

Cynics  claim  that  business  journalists  know  how  to  write  only 
two  kinds  of  stories,  one  of  them  being  "Oh,  the  wonder  of  it!" 
and  the  other  "Oh,  the  pity  of  it!"  Forbes  readers,  we  trust,  have 
come  to  know  better.  We  hope  this  issue's  cover  story  on  Alcoa 
will  give  cynics  reason  to  pause  and  consider  that  we  know  how 
to  write  a  third  kind  of  story  as  well:  "Oh,  the  poignant  subtlety 
of  it,"  maybe.  In  reporting  the  story,  Senior  Editor  John  Merwin 
found  Chairman  Charles  Parry  and  his  top  executives  remark- 
ably candid  about  Alcoa's  problems  as  the  bellwether  company 
in  an  industry  that  has  all  but  stopped  growing.  Too  rich  to  have 
to  lie  down  and  die,  too  problematic  to  be  taken  over,  Alcoa  was 
also  refreshingly  blunt  about  what  it  will  do,  and  won't  do,  to 
find  a  new  future.  The  story  begins  on  page  108. 


Forbes' Jim  Michaels 


Managing  Editor 
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Trends 


Edited  by  John  A.  Conway 


The  GM  bonanza 


The  gold  rush  is  on  to  win  the  loca- 
tion for  General  Motors'  new  $5  bil- 
lion Saturn  Corp.,  which  is  supposed 
to  hire  6,000  workers  and  turn  out 
400,000  to  500,000  small  cars  by 
1990.  So  far,  the  governors  of  Indiana, 
Illinois,  Michigan,  Ohio,  Iowa,  Ken- 
tucky, Wisconsin,  Missouri  and  Penn- 
sylvania have  either  called  on  Sat- 
urn's management  or  are  lined  up  for 
appointments.  The  congressional  del- 
egations of  Michigan,  Ohio  and  Penn- 
sylvania have  dates  with  GM  officials 
in  Washington.  Iowa's  Speaker  of  the 
House  of  Representatives  has  offered 
to  have  that  state  pay  half  the  first 
year's  wages  for  Saturn  if  the  plant 
lands  there.  H.  Ross  Perot,  the  com- 
puter king  of  Texas  (who  is  now  part 
of  GM),  staged  a  lavish  bash  for  GM 
Chairman  Roger  Smith  in  Dallas, 
where  Texas  Governor  Mark  White 
made  a  pitch.  The  pace  is  wild  be- 
cause the  time  is  short.  GM  hopes  to 
pick  a  site  by  April  or  May  and  start 
breaking  ground  this  summer. 

What  price  the  dollar? 

Lloyd's  of  London,  the  huge  300-year- 
old  reinsurance  market,  sounds  the 
Lutine  Bell  every  time  a  ship  insured 
there  is  lost  at  sea.  It  may  soon  toll  for 
the  British  pound.  A  Lloyd's  working 
committee  has  recommended  that 
the  insurance  giant  consider  switch- 
ing from  a  currency  base  of  pounds 


Lloyd's  and  the  Lutine  Bell 

Will  the  knell  sound  for  sterling? 


sterling  to  U.S.  dollars  or  to  a  basket 
of  currencies.  The  working  group  met 
in  1984,  says  Lloyd's,  and  the  recom- 
mendation is  not  so  much  a  response 
to  the  crisis  of  the  skidding  pound  as 
it  is  recognition  that  a  third  of  Lloyd's 
business  comes  from  the  U.S.  and 
about  70%  is  written  in  dollars  (for  oil 
tankers  and  platforms,  airlines,  ship- 
ping, etc.).  Trouble  is,  Lloyd's  capac- 
ity— its  overall  limit  on  policies — 
rose  25%,  from  £4  billion  to  £5.2  bil- 
lion, last  year  because  of  increased 
membership,  while  the  pound's  value 
slipped  23%,  to  around  $1.12.  Premi- 
ums on  Lloyd's  dollar-based  policies 
are  held  in  trust  in  New  York  and 
settlements  are  paid  from  there,  but 
profits  at  the  end  of  the  year  must  be 
converted  back  to  sterling.  With  the 
dollar  so  strong,  that  means  less  prof- 
it, a  powerful  incentive  for  a  switch. 
But  Lloyd's  remains  British  to  the 
core  and  so  there  is  an  argument  to 
keep  sterling  to  "retain  its  English- 
ness,"  a  spokesman  says. 

Oops! 

The  hoopla  for  Ronald  Reagan's  sec- 
ond inaugural  cost  about  $12  million, 
and  the  President's  men  bought  insur- 
ance for  every  detail  they  could  think 
of — limousines,  officers'  and  direc- 
tors' liability,  crime,  accidents,  gener- 
al liability  and  excess  liability.  John- 
son &  Higgins,  the  insurance  brokers, 
sold  the  package,  getting  coverage 
from  the  Entertainment  Division  of 
AIG  Specialty  Agencies,  an  arm  of 
American  International  Group,  the 
big  New  York  City-based  insurance 
company.  But  apparently  no  one — 
AIG,  Johnson  &  Higgins  or  the  50th 
American  Presidential  Inaugural 
Committee — thought  to  offer  (or  to 
ask  for)  coverage  against  the  contin- 
gency that  actually  happened:  cancel- 
ation of  the  outdoor  ceremonies.  The 
only  other  such  cancelation  for 
weather  was  in  March  1833,  when 
Andrew  Jackson's  parade  was  frozen 
out  by  11 -degree  temperatures. 

Almond  butter,  anyone? 

Almond  growers,  like  most  U.S.  farm- 
ers, have  been  squeezed  by  overpro- 
duction and  low  prices.  The  nut  grow- 
ers have  found  at  least  a  partial  solu- 
tion. Three  years  ago  the  U.S.  almond 
industry  started  a  half-price  program 
for  manufacturers  who  would  grind 
the  nuts  into  butter.  Almonds  ordi- 
narily cost  $1.30  to  $1.35  per  pound 
wholesale,   but  for  butter  they  are 


available  for  75  cents.  Growers  give 
an  extra  10-cent  discount  for  manu- 
facturers who  can  prove  they  spend  at 
least  that  much  to  advertise  almond 
butter.  "If  we  put  more  into  the  butter 
program,  we  can  keep  the  growers 
from  going  broke,"  says  Jack  Axer, 
who  heads  it.  So  far,  about  70%  of  the 
butter  almonds  have  gone  overseas  to 
France,  Germany  and  Japan  for  use  in 
confections  and  bakery  products.  No 
major  U.S.  food  companies  have  tak- 
en up  the  deal,  partly  because  there 
are  not  enough  almonds  in  the  pro- 
gram to  satisfy  their  large-scale  needs. 
But  it  is  expanding.  The  industry  allo- 
cated 6.6  million  pounds  of  its  340- 
million-pound  crop  in  the  1982-83 
crop  year,  and  6.6  million  pounds 
again  last  year.  With  a  crop  of  580 
million  pounds  this  year,  growers  will 
sell  28  million  pounds  for  butter. 

New  life  for  old  bonds 

The  market  for  new  municipal  bonds 
grew  from  $31  billion  in  1975  to  $102 
billion  last  year,  and  about  $480  bil- 
lion worth  of  them  now  sit  in  bank, 
insurance  company  and  private  port- 
folios. Partial  maturities  in  the  sec- 
ondary market  have  never  before  been 
insured  because  of  technical  prob- 
lems, but  Financial  Guaranty  Insur- 
ance Co.,  a  new  bond  insurance  firm 
in  New  York,  is  changing  that.  Along 
with  Shearson  Lehman/American  Ex- 
press and  Citicorp,  FGIC  has  devised  a 
way  to  insure  secondary  market 
bonds.  Here's  how  it  works:  Shearson 
buys  uninsured  bonds,  stores  them  for 
life  in  vaults  at  Citicorp  and  insures 
them  with  FGIC.  (Shearson  sells 
transferable  "custodial  receipts"  in 
place  of  the  bonds.)  An  uninsured 
bond  that  might  fetch,  say,  95  in  the 
secondary  market  will  bring  in  be- 
tween 91Vi  and  101  as  an  AAA-in- 
sured issue,  says  Roger  Taylor,  execu- 
tive vice  president  of  FGIC.  Shearson, 
of  course,  profits,  but  as  the  market 
sees  which  bonds  can  be  insured,  Tay- 
lor says,  banks  and  insurance  compa- 
nies holding  munis  may  benefit,  too. 
FGIC  has  already  insured  $22.12  mil- 
lion worth  through  Shearson. 

Fender-benders 

The  best  top-selling  1984  automobile 
to  be  driving,  at  least  by  insurance 
yardsticks,  was  the  four-door  Chevro- 
let Caprice,  and  the  worst  the  Pontiac 
Firebird,  according  to  the  Highway 
Loss  Data  Institute,  an  insurance-sup- 
ported Washington,  D.C.  group.  After 


FORBES,  FEBRUARY  25,  1985 


EVERY  BMW  BASKS 
IN  SCRUTINY 


ORDINARYCARS. 


Every  BMW  is  shadowed  down 
he  miles-long  production  path 
/ forces  both  human  and  inhuman. 

Not  just  by  engineers,  but  by 
ser  beams,  computers,  robots  and 
manner  of  electronic  probes.  All  in 
arch  of  infinitesimal  flaws. 

It  is  a  process  that  would  chasten 
iy  automobile.  It  is  also  the  process 
irough  which  the  new  BMW 
35i  earns  its  credentials  as  one  of 
le  most  meticulously  assembled 
Machines  on  Earth. 
HE  ANATOMY  OF  AN  OBSESSION. 

The  735i  is  a  refinement  of  the 
ar  "whose  parts  and  pieces  work 
)  well  together,  they  must  have  been 
lelded  in  another  world"  (Car  and 
river,  on  the  733i). 

It  is  the  same  world  other  car- 
iakers  occupy;  it  is  simply  inhabited 
/different  values. 

Values  reflected  in  the  fact  that 
:the  BMW  plant  there  is,  on  a  daily 
/erage,  one  quality  control  inspector 
»r  every  car  built. 

*erage  also  includes  a  3-year/36,000-mile  limited  warranty  See  your  BMW  dealer  (or  complete  details  ©  1984  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered 


During  painting,  for  example, 
every  735i  body  traverses  nearly  2 
miles  of  spray  booths,  immersion 
baths— and  unremitting  interrogations. 

There  it  is  subjected  to  16  pro- 
cess baths  and  washings,  8  sprayings, 
13  bakings— and  scrutinized  at  every 
stage,  using  both  analytical  machin- 
ery and  human  hands.  (One  reason 
it's  able  to  carry  a  6-year  limited  war- 
ranty against  rust  perforation.*) 

Elsewhere,  robots  perform  spot 
welds  under  the  watchful  eye  of  in- 
spector robots,  who  are  monitored  by 
human  counterparts. 

Engine  parts  are  held  to  toler- 
ances of  less  than  four  one  hundred 
thousandths  of  an  inch.  (A  human 
hair,  by  contrast,  is  5  times  thicker.) 

And  overall,  entire  cars  are  spot- 
checked  with  a  7,000-stage  audit. 
EVEN  THE  DRIVER  IS 
SCRUTINIZED. 

This  same  spirit  of  obsessive 
scrutiny  is  designed  into  the  car  itself. 
Electronic  sensors  within  the  engine 


perform  what  amount  to  hundreds  of 
inspections  every  second.  They 
measure  such  vital  signs  as  exhaust 
gases  and  throttle  position,  feeding 
the  data  to  a  microprocessor.  This  sys- 
tem, called  Digital  Motor  Electronics, 
constantly  adjusts  the  engine  for  peak 
performance. 

In  fact,  even  the  driver  is  closely 
monitored.  Still  more  sensors  mea- 
sure both  how  long  and  how  hard  the 
car  has  been  driven,  and  calculate 
when  routine  service  is  advisable. 

Not  surprisingly,  all  this  results  in 
a  car  of  very  high  quality.  Still,  no 
expensive  car  deserves  praise  for  that 
alone.  Instead  the  735i  is  for  those 
individuals  sensitive  to  the  differences 
between  a  car  that's  merely  "well 
built"  and  one  that  can  survive  the 
scrutiny  necessary  to  become  a  BMW. 

We  invite  you  to  exam- 
ine and  test- drive  the 
result  of  all  that  effort  at  a 
BMW  dealer  near  you. 
THE  ULTIMATE  DRIVING  MACHINE. 


Trends 

checking  200  high-volume  makes  and 
models,  the  institute  found  that  the 
Caprice  had  collision  losses  43%  low- 
er than  the  average,  the  Firebird  74% 
higher.  (The  average  per  car,  by  insti- 
tute reckoning,  was  $153.)  Second 
best  was  the  Oldsmobile  Delta  88  and 
the  second  worst,  the  Chevy  Camaro. 
Detroit  can  find  comfort  in  the  fact 
that  10  of  the  11  best  records  were 
racked  up  by  domestic  models  and  6 
of  the  10  worst  by  imports. 

Hughes  places  a  bet 

Direct  broadcast  by  satellite  to  indi- 
vidual homes  (DBS)  has  found  a  friend 
at  last.  Within  the  last  year  several  big 
players,  including  CBS,  Western 
Union  and  Comsat,  dropped  out,  cit- 
ing risky  technology  and  cloud-high 
costs.  (Comsat  hedged  a  bit  and  has 
two  DBS  satellites  on  order  from 
RCA.)  But  Hughes  Communications, 
a  subsidiary  of  Hughes  Aircraft 
(which  makes  the  satellites),  is  going 
ahead  with  plans  for  a  DBS  system 
costing  at  least  $280  million.  The  Fed- 
eral Communications  Commission 
last  month  gave  it  one  prime  space 
slot  for  two  satellites — one  to  broad- 
cast to  the  East,  one  to  the  West — and 
Hughes  plans  to  launch  them  in  1989. 
Can  it  succeed?  "This  field  is  strewn 
with  dead  or  dying  bodies,"  admits 
Steven  Dorfman,  Hughes  Communi- 
cations' president.  But  Hughes  plans 
16  channels  per  satellite,  far  more 
than  the  dropouts,  and  homeowners 
can  probably  get  them  for  the  price  of 
a  $200-or-so  dish  antenna.  Hughes 
will  not  produce  programming,  but 
plans  to  sell  channels  to  services  like 
Home  Box  Office,  Cable  News  Net- 
work and  Disney.  Dorfman  feels  con- 
fident. More  than  1  million  home 
dishes  are  now  picking  up  transmis- 
sions from  Hughes'  Galaxy  satellite. 
Network  and  cable  TV  routinely  use 
satellites.  "Probably  35  million  or  40 
million  people  get  cable,"  Dorfman 
says.  "This  is  a  testimony  to  the  fact 
that  there  is  a  business  out  there." 

The  preserving  of  Texas 

Texas'  oil  industry — and  the  state  it- 
self— may  be  feeling  the  pinch  of  hard 
times,  but  that  has  proved  to  be  good 
news  for  conservationists,  who  are 
hard  at  work  there.  In  the  last  year  the 
Nature  Conservancy,  an  Arlington, 
Va.  conservationist  group,  has  ac- 
quired three  parcels  of  land  in  Texas 
from  oil  companies  like  Sun,  Phillips 
and  Conoco  at  bargain  prices.  The 


S)  low  geese  wintering  in  Texas 

A  bright  side  to  hard  times  in  the  oil  patch. 


most  recent  deal  was  for  8,500  acres, 
worth  $5  million.  The  tract  was  origi- 
nally purchased  by  Continental  Pipe- 
line, Phillips,  Shell,  Dow  Chemical 
and  Crown  Ranch  Pipeline  for  petro- 
leum terminals.  With  oil  prices  sink- 
ing, they  had  no  money  to  make  the 
project  a  reality.  The  Nature  Conser- 
vancy wanted  to  conserve  the  land, 
where  60,000  to  80,000  geese  winter 
each  year.  The  conservancy  picked  it 
up  for  $1.5  million,  and  the  oil  compa- 
nies got  $3.5  million  in  tax  writeoffs. 
The  preservation  group  bought  an- 
other 10,000  acres— 2,500  of  them 
marshland — worth  $6.5  million  for 
$750,000  from  Sun  Co.  last  Novem- 
ber. Phillips  donated  220  Houston 
acres,  part  of  the  San  Jacinto  battle- 
ground and  worth  $5  million,  to  the 
state  and  the  conservancy  last  year. 

Rich  man,  poor  man 

The  rich  and  the  poor  are  marching  in 
lockstep  so  far  as  their  relative  in- 
come is  concerned,  claims  economist 
Joseph  Pechman  of  the  Brookings  In- 
stitution. Cuts  in  corporate  and  prop- 
erty taxes,  he  contends,  have  given 
higher  income  families  a  reduced  tax 
burden,  but  Social  Security,  Medicare, 
unemployment  benefits  and  other 
programs  have  kept  poorer  house- 
holds from  falling  behind.  So  income 
distribution  is  not  much  different 
than  in  1966,  when  Lyndon  Johnson's 
war  on  poverty  had  just  started.  Actu- 
ally, Pechman  says,  the  richest  20% 
(families  over  $50,000)  are  getting  a 
shade  less  than  when  Ronald  Reagan 
arrived — 47.3%  compared  with  48% 
in  1980.  Over  all,  Pechman's  report 
says  the  richest  40%  of  Americans  get 
close  to  70%  of  all  income,  up  a  shade 
since  1966,  and  the  poorest  40%  get 
along  on  less  than  15%,  about  the 


same  as  1966.  Rich  or  poor,  all  pay 
taxes — about  25%  of  income,  Pech- 
man says,  in  federal,  state  and  local 
levies,  with  the  top  10%  paying  about 
25%  and  the  lowest  10%  paying  an 
effective  rate  of  22%. 


Boom  without  bust 

The  market  for  condos  and  coopera- 
tive apartments  in  New  York  City's 
Manhattan  (where  desirable  rentals 
are  almost  nonexistent)  has  been  sky- 
rocketing for  a  decade.  In  the  first  half 
of  1984  alone,  conversions,  construc- 
tion and  price  increases  pushed  up  co- 
op sales  50%,  to  $580  million,  and 
condo  sales  33%,  to  $470  million, 
says  the  New  York  Real  Estate  Board. 
In  established  upscale  co-op  build- 
ings, that  meant  an  average  of 
$106,300  per  room,  up  24%  from  the 
year  before,  according  to  Douglas  Elli- 
man,  a  major  New  York  brokerage.  Is 
the  sky  the  limit?  Knowledgeable  ob- 
servers think  not.  "When  prices  are 
very  high,  as  now,  you  get  a  lot  of 
product  on  the  market,"  causing  pres- 
sure, says  Julien  Smedley,  a  commer- 
cial real  estate  expert.  Also,  the  tax 
abatement  program  for  new  residen- 
tial building  expires  in  November.  So 
developers  will  hustle  to  finish  proj- 
ects this  yea,r,  creating  competition, 
he  says.  Will  prices  actually  fall? 
There  is  "no  visible  indication"  that 
they  will,  Smedley  notes,  adding  that 
to  break  even  builders  will  need  a 
pricey  $300  per  square  foot.  Yale  Rob- 
bins,  the  New  York  real  estate  polling 
firm,  also  expects  condo  prices  to  sta- 
bilize. If  the  market  has  not  peaked,  it 
is  close,  says  Henry  Robbins.  Resale 
apartments  rose  steeply,  partly  to 
meet  high  replacement  costs,  he  says, 
"but  that  gap  has  narrowed." 


ni 
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Sea  Qoddess  I  has  a  messagejor  the  executive 
who  has  no  time  for  lengthy  vacations. 


The  message  is  one  unforgettable 
eek. 

It  begins  with  your  first  glimpse  of 
?a  Goddess  I.  The  regal  yacht  that 
her  cruise  ships  can  only  pretend 
be,  she  is  a  new  vision  of  a 
ication  that  cannot  be  duplicated 
rywhere  in  the  world. 
You  cruise  to  exclusive  marinas 
id  sophisticated  resorts  that  larger 
lips  can  never  visit.  You  enjoy  a 
tally  unregimented  lifestyle  with 
me  of  the  cliches  of  a  traditional 
uise  ship.  You  relax  completely 
nong  other  successful  executives 
*id  entrepreneurs  who,  like  you, 
l|:ake  it  their  business  to  settle  for 
Ipthing  but  the  very  best. 
5<A  cruise  ship  of  only  58  spacious 
Jitside  suites.  Sea  Goddess  I  is  the 
Ttimate  in  every  detail. 
■You  can  experience  the  pleasures 
*  waterskiing  and  windsurfing 
mm  the  ship's  unique  platform 
item. 
VjYou  can  unwind  in  the  casino  and 


at  the  piano  bar,  which  have  all  the 
ambiance  and  camaraderie  of  a 
private  club. 

You  can  savor  the  elegance  of  a 
leisurely  dining  experience  that  is 
rivaled  only  by  an  evening  in  the 
most  exquisite  of  restaurants. 

You  can  enjoy  anything  from  a 
sizzling  steak  at  four  in  the  morning 
to  a  sumptuous  breakfast  at  three 
in  the  afternoon  in  the  privacy  of 
your  suite.  A  haven  of  countless 
amenities,  it  includes  everything 
from  a  private  bar  stocked  with  the 
spirits  of  your  choice  to  a  direct-dial 
telephone  that  puts  you  in 


immediate  touch  with  any  city  in 
the  world. 

Little  wonder  that  so  many 
executives  who  experienced 
Sea  Goddess  I  in  the  Mediterranean 
and  the  Caribbean  last  year  have 
already  booked  a  second  cruise. 

There  is,  after  all,  only  one  other 
ship  like  Sea  Goddess  I.  And 
her  name  is  Sea  Goddess  II. 

The  Sea  Goddess  life  is  yours  in 
the  Caribbean,  South  America,  the 
Mediterranean  and  Egypt  and 
Israel. 

The  double-occupancy  rate  per 
week  per  person  for  1985  is  $4,000 
in  the  Mediterranean  and  $3,600  in 
the  Caribbean  and  South  America. 
And  wherever  you  sail,  all  wines  and 
spirits  are  complimentary  and 
gratuities  are  discouraged. 

Ask  your  Travel  Agent  for 
reservations  for  two.  Or,  if  you 
prefer,  charter  a  Sea  Goddess  as 
your  corporate  yacht.  You  will 
not  be  the  first. 


Come  live  the  Sea  Qoddess  life. 

The  Caribbean  •  South  America  •  The  Mediterranean  •  Egypt  and  Israel 
Sea  Goddess  I  and  Sea  Goddess  II  are  registered  in  Norway. 
Sea  Goddess  Cruises  Limited.  5805  Blue  Lagoon  Drive.  Miami.  Florida  33126.  (800)  458-9000  Nationwide.  (800)  457-9000  Florida. 


UNPRETENTIOUS 

SERVICE. 

UNDERSTATED 

ELEGANCE. 

OVERWHELMING 

VIEWS. 

With  rooms  starting  on  the  28th 

floor  we  guarantee  you  spec  tac  ular 

skyline  views  of  Manhattan  every 

single  time  you  stay. 


-rife 


East  44th  St.  at  First  Avenue,  NY,  NY  10017 

(212)  355-3400  or  (800)  228-9000 

(Telex  #:  126803) 

Suites  available  for  corporate  lease. 
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Shoeshine  savvy 

Pat  Bologna,  the  legendary  bootblack 
whose  1929  market  comments 
prompted  Joseph  P.  Kennedy  to  sell 
out  and  dodge  the  crash,  still  dis- 
penses shines  and  investment  advice 
in  the  lower  lobby  of  70  Pine  Street 
(Forbes,  Nor.  22,  1982).  At  77,  he  com- 
mutes 4l/>  hours  daily  from  Suffern, 
N.Y.,  charges  $1  for  a  shine  ("I'm  a 
philanthropist")  and  boasts  that  the 
Bologna  touch  will  keep  leather 
gleaming  for  at  least  two  weeks. 

Kennedy  bailed  out  days  before  the 
1929  crash,  after  talking  stocks  with 
Bologna  over  a  shine.  If  bootblacks 
were  in  the  market,  the  millionaire 
thought,  things  were  far  gone,  and  it 
was  time  to  leave.  He  saved  his  for- 
tune. Bologna  lost  $8,000,  but  the  sto- 
ry made  him  famous.  For  years  he 
published  an  annual  Estate  of  the  Union 
Yearly  Market.  Economic,  Philosophical 
and  Political  Letter.  But  that  is  no  more. 
"It  used  to  cost  me  500,  600  bucks  a 
year,"  Bologna  says.  "Now  it  would 
run  1,100,  1,200."  His  move  with  his 
wife  from  the  Bronx  to  Suffern,  where 
his  son  and  daughter  already  lived, 
was  prompted  by  inflation  (as  well  as 
a  mugging).  "Ten  years  ago,"  he  says, 
"a  cab  to  the  Bronx  and  a  couple  of 
Scotches  cost  $5.  Now,  with  no 
Scotches,  it's  $35." 

Still  hale  and  hearty — he  was  a 
grade  school  swimming  champion 
and  boasts  of  playing  water  polo  with 
the  late  Johnny  (Tarzan)  Weismuller 
— Bologna  remains  a  man  of  vigorous 
opinions.  Wall  Street,  he  says,  is  now 
an  all-pro  market,  and  that  bothers 
him.  "They  gave  up  40  million  cus- 
tomers, and  they'll  wish  they  had  'em 
back."  He  is  still  a  Reagan  man  ("I 
like  his  military  stand")  but  thinks 


Pat  Bologna 

Expert  without  portfolio. 


the  President  is  as  confused  as  every- 
body about  the  economic  future. 

As  for  Wall  Street,  Bologna  thinks 
the  Dow  Jones  industrials  could  reach 
1400,  although  he  sees  a  break  below 
1 100  this  year.  The  prime  rate,  in  the 
bootblack's  view,  will  drop  to  8%. 
And  his  investment  advice  is  still  the 
same:  Buy  blue  chips.  "They  control 
the  country,  if  not  the  world." 

Stop,  shop,  borrow 

Just  a  few  years  ago  the  recession  and 
high  interest  rates  had  the  real  estate 
business  in  tough  shape.  New  Jersey's 
Berg  Enterprises  was  typical.  In  fiscal 
1982  its  real  estate  brokerage  business 
lost  $2  million  on  annual  revenues  of 
$32  million.  Its  expanding  mortgage 
banking  subsidiary,  Margaretten  & 
Co.,  however,  was  earning  $2.5  mil- 
lion on  revenues  of  $17  million.  So, 
although  Kenneth  Berg's  first  love 
was  brokerage,  he  sold  that  business 
to  Coldwell  Banker  (Forbes,  Aug.  29, 
1983).  He  was  banking  on  an  expected 
25%  annual  growth  in  his  mortgage 
operation.  The  bet  paid  off.  Shares  in 
Berg  Enterprises  rose  from  less  than  2 
in  May  1982  to  a  high  of  35  by  sum- 
mer 1983.  Today,  after  a  2-for-l  split, 
the  stock  still  brings  16 '/a. 

Margaretten  now  originates  more 
than  $1  billion  a  year  in  mortgages. 
But  Kenneth  Berg  is  not  a  man  to  rest. 
With  no  purely  retail  mortgage  bank- 
ers in  the  U.S.,  Berg  wanted  to  create 
them.  Last  year  he  approached  K  mart 
with  the  idea  of  offering  mortgages 
through  its  retail  outlets. 

Berg  liked  the  plan  partly  as  a  sales 
economy.  At  least  30%  of  real  estate 
sales  collapse  because  the  buyer  is  not 
qualified,  he  says.  With  preapproved 
credit  lines  at  retail  outlets,  that  will 
not  happen,  he  thinks.  Retail  outlets 
also  have  high  traffic.  "Each  month 
50%  of  the  U.S.  population  goes 
through  a  K  mart  store,"  he  says.  K 
mart  brass  liked  the  idea,  too,  since  it 
will  get  a  share  of  the  profits.  By  May 
there  will  b<e  13  test  programs  at 
stores  in  New  Jersey  and  in  Las  Vegas, 
Berg  says.  If  all  goes  well,  he  expects 
1,000  stores  handling  his  mortgages 
within  three  years. 

Berg  still  will  have  to  compete  for 
the  home  buyer's  business.  But  Mar- 
garetten offers  competitive  rates,  he 
points  out,  noting  that  in  Cook  Coun- 
ty, 111.  it  has  17%  of  the  market,  de- 
spite the  number  of  banks,  S&Ls  and 
other  competitors.  And  buyers  who 
close  a  deal  at  K  mart,  he  says,  will  get 
a  bonus  of  $150  toward  merchandise. 
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What  makes  Morgan 

the  most  innovative  bank 

in  both  the  Eurobond 

and  syndicated  loan  markets 


When  Euromoney  magazine  asked  the 
leading  participants  in  the  world's  capital 
markets  which  bank  is  the  most  innova- 
tive in  the  international  bond  and  syndi- 
cated loan  markets— "the  best  house  for 
introducing  successful  new  techniques"— 
Morgan  ranked  first  in  both  areas. 

"Morgan  is  a  corporate  finance-driven 
merchant  bank,  (which)  may  explain 
some  of  its  inventiveness,"  Euromoney 
wrote  in  its  commentary  on  the  poll  re- 
sults. "It  tends  to  see  the  securities  busi- 
ness from  a  company's  point  of  view;  its 
corporate  finance  officers  estimate  how 
the  bank's  forex,  swap  and  Eurobond  capa- 
bilities can  minimize  costs  and  meet  the 
particular  needs  of  the  client  company." 

Morgan  has  earned  this  recognition  by 
putting  our  uniquely  comprehensive  set 
of  capabilities  to  work  for  the  long-term 
interests  of  our  clients. 

□  As  a  major  participant  in  the  capital, 
credit,  and  local  currency  markets,  as 
well  as  in  worldwide  foreign  exchange, 
government  bond,  and  bullion  markets, 
[we  have  exceptional  opportunities  for 
exploiting  intermarket  arbitrage  for  the 
benefit  of  our  clients  in  innovative  ways. 

□  Morgan  is  the  leading  counterparty 
that  can  act  with  equal  proficiency  as 

l^ither  principal  or  agent  in  rate  and  cur- 
rency swap  transactions.  Our  especially 
strong  capital  position,  reflected  in  our 


The  Euromoney  Poll 

"Which  bank  is  the 
most  innovative  in  terms  of 
new  instruments  and  pricing?' 


Eurobonds 

Rank 

Voles 

1 

Morgan  Guaranty 

96 

2 

Credit  Suisse  First  Boston 

71 

3 

Salomon  Brothers 

62 

4 

Merrill  Lynch 

47 

5 

Morgan  Stanley 

24 

6 

Orion  Royal 

Swiss  Bank  Corporation 

8 
8 

8 

Manufacturers  Hanover 

6 

9 

Citibank 

Morgan  Grenfell 

Samuel  Montagu 

Smith  Barney.  Harris  Upham 

5 
5 
5 
5 

Syndicated  Loans 

1 

Morgan  Guaranty 

48 

2 

Citibank 

45 

3 

Chase  Manhattan 

27 

4 

Samuel  Montagu 

15 

5 

Credit  Suisse  First  Boston 

11 

6 

Bankers  Trust 

9 

7 

Merrill  Lynch 

6 

8 

Bank  of  America 
Manufacturers  Hanover 

5 

5 

10 

Chemical  Bank 

Lloyds  Bank  International 

4 
4 

"Asked  of  managers  in  the  international  bond  and  syndi- 
cated loan  markets. 
Source:  Euromoney,  October  1984 

AAA/Aaa  credit  ratings,  enhances  our  role 
as  principal  and  can  reduce  client  costs 
and  risks  in  each  swap  we  arrange. 

□  Because  Morgan  concentrates  on 
the  international  capital  markets,  we  can 
devote  all  our  worldwide  resources  to  pro- 

The  Morgan  Bank 


viding  superior  service  in  these  markets 
to  our  clients. 

A  recent  example  of  Morgan  innovation: 

For  a  $500  million  Kingdom  of  Sweden 
floating-rate  note  issue,  our  Eurobond  un- 
derwriting subsidiary,  Morgan  Guaranty 
Ltd,  proposed  the  first  U.S.  Treasury-style 
auction  in  the  international  capital  mar- 
kets, then  committed  to  place  a  competi- 
tive bid  for  the  entire  issue.  The  package 
gave  Sweden  the  lowest  cost  related  to  the 
London  Inter-Bank  Deposit  Bid  Rate  ever 
achieved  in  the  Eurodollar  floating-rate 
note  market.  Its  success  led  to  a  second 
Swedish  auction  issue,  for  $700  million. 

Other  recent  examples,  profitable 
Deutschemark  defeasance  transactions 
for  three  major  U.S.  issuers,  and  zero- 
coupon  Eurobond  issues  which  we 
swapped  into  floating-rate  funding  for 
Electricite  de  France,  Nordic  Investment 
Bank,  and  Swedish  Export  Credit. 

Measure  our  performance.  Let  us  com- 
pete for  your  mandate.  You'll  find  we  deliv- 
er imaginative,  cost-effective  services  in 
the  capital  markets  with  the  same  high 
quality  and  skill  that  have  long  been  hall- 
marks of  all  Morgan  banking  business. 

Morgan  Guaranty  Ltd,  30  Throgmorton 
Street,  London  EC2N  2DT 
Morgan  Guaranty  Trust  Company,  23  Wall 
Street,  New  York,  NY  10015 
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"He  was  the  first  to  bring  Grow  Group  products  to  Mars" 


For  our  1984  Annual  Report,  write: 
Grow  Group,Inc.    Pan  Am  Building, 
200  Park  Avenue,  NY  10166 Dept.  C 


Grow  Group 

ip,  Devoe,  Ameritone,  three  of  our  well-known  I  br; 


Awlgrip. 


brand  names. 


Just  how  much  potential  K  mart 
offers  for  Margaretten,  Berg  will  not 
say.  "But  if  Margaretten  is  originating 
$100  million  a  month  in  just  32  of- 
fices in  12  states,"  he  asks,  "what 
could  happen  if  we  went  into  1,000  K 
mart  stores?  It  boggles  the  mind." 

Secondhand  love 

When  I  Love  Lucy  went  into  television 
syndication  in  1967,  New  York  City's 
WNEW  bought  179  episodes  for 
$770,000.  Ten  years  later  fewer  than 
140  episodes  of  Laveme  and  Shirley 
fetched  an  estimated  $8  million  from 
KTLA  of  Los  Angeles  (Forbes,  Sept.  18, 
1978).  In  1978  the  290  local  TV  mar- 
kets were  expected  to  spend  $200  mil- 
lion on  secondhand  TV  shows — more 
than  twice  what  they  spent  in  1974. 

Syndication  prices  have  since  far 
outstripped  those  figures,  and  resell- 
ing used  TV  shows  is  rapidly  ap- 
proaching the  status  of  a  billion-dollar 
industry  in  its  own  right.  Numbers  in 
this  never-never  land  are  hard  to  come 
by,  but  last  year  stations  spent  an 
estimated  $800  million  on  syndicated 
shows,  says  Variety,  the  showbiz  bible. 
Dallas,  the  big  network  prime-time 
soaper,  fetched  an  estimated  $300,000 
in  syndication  from  100  markets  na- 
tionwide for  each  of  its  225  episodes, 
Variety  says.  That's  a  total  of  $68  mil- 
lion. Universal  is  syndicating  Mag- 
>ut»i  P.I ,  the  Tom  Selleck  series,  for 
airing  in  1986.  WOR  in  New  York 
paid  more  than  $10  million  for  129 
episodes.  Half-hour  sitcoms  like 
Cheers  are  bringing  in  all-station  totals 
of  $1  million  per  episode,  says  Variety. 
Nor  is  age  a  problem:  Viacom  Interna- 
tional may  salvage  up  to  75  more  seg- 
ments of  The  Honeymooners  from  28- 
to-33  -year-old  tapes  of  the  Jackie  Glea- 
son  Show  and  has  sold  one-year  rights 
to  52  half-hours  to  cable  TV's  Show- 
time. And  there  will  be  millions  more 
in  resyndicating  to  broadcast  stations. 

Why  does  syndication  continue  to 
go  through  the  roof?  First,  the  mon- 
ey is  there:  TV  advertising  is  grow- 
ing at  more' than  20%  a  year,  to  an 
estimated  $18  billion  last  year.  Sec- 
ond, production  costs  for  new  shows 
now  can  run  up  to  $1  million  per 
one-hour  episode — with  no  assur- 
ance, of  course,  of  what  the  ratings 
will  be.  When  a  production  com- 
pany takes  on  a  show,  the  decision 
now  often  hinges  on  whether  it  will 
last  three  seasons,  or  long  enough  to 
make  66  episodes,  the  minimum 
needed  for  syndication. 
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Rate  excellent 
In  every  category? 


Recently,  Datapro  Research  Corporation,  an  inde- 
pendent research  organization,  asked  copier 
users  to  rate  their  copiers  in  various  areas  of  per- 
formance and  service.  They  got  replies  from  2,371 
respondents.  One  or  more  Kodak  copier  models, 
or  Kodak  as  a  vendor,  received  top  ratings  in  each 
of  four  key  "Special  Merit  Award"  categories: 
Copier  Reliability,  Copy  Quality  Service,  and  Over- 
all Satisfaction. 

If  results  like  these  surprise  you,  it  can  only  be 
that  you  haven't  seen  the  survey  Or  you  don't  have 
any  Kodak  copiers.  Call,  or  send  the 
coupon  to  correct  both  problems: 
1 800  44KODAK  (1 800  445-6325)  Ext  324. 


Kodakcopiers 
can! 


Eastman  Kodak  Company,  CD5325, Rochester,  NY14650 

□  Please  send  me  the  survey  results. 

□  Please  send  details  on  the  latest  Kodak  copier-duplicators. 

□  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume 


Name. 


Title. 


Company_ 
City 


.State. 


.Zip. 


Telephone 


©  Eastman  Kodak  Company.  1985 
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BROWN  BOVERI 

OFFERS  A 

WORLDWIDE  POOL 

OF  TECHNOLOGICAL 

LEADERSHIP  WITH 

OPERATIONS  IN 

140  COUNTRIES, 

EMPLOYING  100,000 

SKILLED  AND 

RESOURCEFUL 

PEOPLE. 
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For  nearly  a  century,  BBC  Brown  Boveri  has 
been  developing  money-saving  solutions  to 
help  utility  and  industrial  companies  lower 
the  cost  of  generating,  distributing  and 
utilizing  electric  energy. 

We've  been  doing  this  in  the  U.S.A.  and 
around  the  world,  each  time  meeting  new 
challenges  in  ways  that  help  our  customers 
achieve  new  levels  of  productivity  and 
improved  profits. 

We  apply  this  expertise  to  the  design  and 
manufacture  of  an  extremely  wide  range  of 
electric  power  products,  from  turbine 
generators  to  mass  transit  switchgear. 

Today,  our  worldwide  strengths  are  committed 
to  the  U.S.  through  42  sales  offices  in  principal 
cities,  35  manufacturing  and  service  facilities 
and  the  dedication  of  more  than  2000 
employees. 

There's  no  better  way  to  answer  needs  than 
with  experience  —  especially  the  kind  Brown 
Boveri  brings  to  the  generation,  distribution 
and  utilization  of  electric  power. 

Turn  to  Brown  Boveri  as  a  competent, 
dependable,  worldwide  partner  for  your 
electric  power  needs. 

Brown  Boveri 


%  . 


Reliable  electric  power,  the  lifeblood  of 
cities  and  towns  across  America,  is  kept 
flowing  by  state  of  the  art  power 
distribution  equipment  from  Brown  Boveri. 
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Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
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the  subscription  you  prefer.  □   1   year 

$42    □  3  years  $84  (the  equivalent  of 
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Readers  Say 


Good  question 

Sir:  Re  "Fulminate  Over  Weinberger" 
(Fact  and  Comment,  Jan.  14)  How  do 
we  convince  the  White  House,  Con- 
gress and  the  Pentagon  that  a  strong 
economy  is  our  best  defense? 
— Tom  Piaia 
Fountain  Hill,  Pa. 

Sir:  There  are  3,688  unnecessary  mili- 
tary bases  in  the  U.S. — legislative  log- 
rolling gets  rather  expensive  for  poor 
beat-up  taxpayers. 
— -JeroldA.  Sloper 
Seattle,  Wash. 


Grateful  architect 

Sir:  Re  your  Fact  and  Comment  (Jan. 
14)  on  the  architecture  of  AT&T's 
new  world  headquarters.  It  is  com- 
ments like  this  that  keep  us  alive  for 
the  next  blows. 
— Philip  Johnson 
New  York,  NY. 


A+  company 

Sir:  Your  article  "Tortoise  hunting" 
(Nov.  19,  1984),  in  presenting  a  "Lay- 
man's Guide  to  Insurance  Account- 
ing," is  far  too  sketchy.  It  omits  one  of 
the  definitive  means  of  determining 
an  insurance  company's  strength  and 
stability:  the  rating  given  it  by  A.M. 
Best  &  Co.  The  two  companies  "cho- 
sen at  random"  for  comparison — Con- 
tinental Casualty  and  Cincinnati  In- 
surance Co. — both  have  A  +  (excel- 
lent) ratings  from  Best,  the  highest 
possible.  A  comparison  between  two 
strong  companies  does  not  provide 
much  in  the  way  of  striking  contrasts. 

You  compare  the  bond-to-stock 
portfolio  ratios  of  Continental  Casu- 
alty and  Cincinnati  Insurance,  ignor- 
ing the  fact  that  the  Continental  Cas- 
ualty portfolio  overall  is  highly  liquid, 
conservative  and  marketable.  Unlike 
the  situation  with  a  number  of  insur- 
ers, the  market  value  of  Continental 
Casualty's  bond  portfolio  exceeds  its 
carrying  value. 

You  fault  Continental  Casualty  for 
entering  a  new  business,  the  financial 
guarantee  market,  even  though  the 
company  is  "expanding  very  conser- 
vatively" in  this  line  and  "on  all  other 
accounts,  they  had  positive  results." 
What  is  glossed  over  is  that  Continen- 
tal Casualty  has  long  experience  in 
liability  lines  akin  to  the  financial 
guarantee  field,  and  this  represents 


less  than  3%  of  Continental  Casual- 
ty's overall  book  of  business. 

It  is  a  disservice  to  pretend  that  a 
discriminating  look  at  the  investment 
opportunities  in  the  insurance  indus- 
try can  be  done  competently  through 
a  few  hasty  comparisons. 
— Philip  L.  Engel 
Vice  President-Marketing, 
CNA  Insurance  Cos. 
Chicago,  III. 


Irresistible 

Sir:  Re  the  attached  Harley  Hotel  ad,  I 
could  not  resist!  [See  Fact  and  Com- 
ment, Oct.  8,  1984,  p.  26,  wherein  our 
ad  with  the  shrimp  was  termed  "an 
obscenity"  and  "would  be  better  re- 
deep-sixed.") 
— N.W.  "Red"  Pope 
Senior  Vice  President-Marketing, 
Sun  Batiks,  Inc. 
Orlando,  Fla. 


"When  you  want  an  hors  d'oeuvre, 
why  settle  for  peanuts?"    I.:,:; " 

Y!i 
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And.  .1  you  think  fni  (uiiy  *bow  hw. 

1-  MO- 121  -I9« 

ln\<-«.  Wt.JIMUUl.1424 

TELEX:  MO-MJ 

HARLEYof  New  York.  Agreat  hotel 
doesn't  have  to  be  expensive. 

With  a  friend  like  this  . . . 

Sir:  Re  "An  Oscar  For  Audacity"  (Fact 
and  Comment  II,  Dec.  31,  1984).  The 
statement  that  the  Class  A  common 
stock  of  the  Coastal  Corp.  was  delib- 
erately made  as  unattractive  as  possi- 
ble and  pays  no  dividends  is  not  cor- 
rect. Cash  or  stock  dividends  can  be 
declared  by  the  board  at  any  time.  Our 
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HOW  MUCH  HIGHER  CAN 
MEDICAL  COSTS  GO? 


In  recent  years,  over  10%  of  the  entire  Gross  National 
Product  was  spent  on  health  care. 

That's  over  $355  billion  annually 

By  1995,  that  figure  is  expected  to  rise  to  $1.2  trillion. 

If  the  cost  of  health  care  doesn't  slow  down,  keeping 
people  healthy  may  end  up  making  the  economy  sick. 

At  CIGNA,  our  companies  have  been  at  the  forefront  in 
creating  programs  that  reduce  medical  costs  without  sacri- 
ficing the  quality  of  care. 

Prime  examples  are  the  Preadmission  Certification  and 
Continued  Stay  Review  Programs  which  examine  all  poten- 
tial hospitalizations  and  lengths  of  stay.  Savings  have  been 
impressive  because,  obviously  the  best  way  to  reduce 
costs  is  to  make  sure  they're  necessary  in  the  first  place. 

Preadmission  Certification  has  another  advantage. 
Since  treatment  and  duration  are  discussed  by  doctor, 
insurer  and  patient  before  they  occur,  there  are  few  sur- 
prises and  fewer  questions  asked  when  the  bill  is  submitted. 

CIGNA  companies  also  have  helped  save  their  clients 
$8.50  for  every  $1  spent  by  instituting  second  opinion  sur- 
gery programs.  In  addition,  there  are  benefit  plans  that 
reward  the  use  of  same  day  surgery  and  care  at  home. 


Prepaid  health  care  is  another  important  approach  to 
cost  containment.  By  its  very  nature  prepaid  health  care 
puts  the  burden  of  containing  costs  where  it  should  be— 
on  the  provider.  And  CIGNA  companies  are  not  only  keep- 
ing costs  down,  but  keeping  the  quality  of  care  up  at  the 
same  time. 

To  back  up  our  belief  that  everyone  has  to  pitch  in  to 
help  keep  medical  costs  down,  CIGNA  has  just  finished 
awarding  nearly  $1  million  in  grants.  These  grants  enable 
local  coalitions  of  businesses,  civic  leaders,  and  health 
care  providers  to  pursue  solutions  to  health  cost  problems. 

If  you  want  to  know  more  about  what  CIGNA  companies 
can  do  to  contain  your  costs,  please  write  to  CIGNA  Corpo- 
ration, Dept.  R1,  One  Logan  Square,  Philadelphia,  PA  19103. 

Of  course,  health  care  costs  must  be  contained,  but  not 
at  the  expense  of  quality  medical  care.  Our  experience  to 
date  has  indicated  that  this 
is  possible.  We  know  that 
people  can  get  the  health 
care  they  need  without 
needing  an  armored  car  full 
of  money  to  pay  for  it. 


CIGNA 


II  ID  US  FOR  AN  IMAGINATIVE  APPROACH  TO  BANKING. 


If!  ROYAL  BANK  OF  CANADA 


ijlibti.  NETWORK:  1500  branches  wo 
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Readers  Say 


motive  for  the  Class  A  stock  is  to 
protect  our  stockholders  from  an  un- 
friendly tender  offer  at  a  price  that 
does  not  reflect  the  true  worth  of  the 
company. 

Coastal  employees,  including  me, 
own  over  20%  of  the  equity  of  the 
company.  There  is  no  reason  why  we 
would  ever  have  an  interest  that  is  not 
common  to  all  stockholders. 
— OscarS.  Wyattjr. 
Chairman  and  CEO, 
The  Coastal  Corp. 
Houston,  Tex. 


Well  endowed 

Sir:  The  article  "Grinnell  College's 
quantum  jumps"  (Dec.  31,  1984) 
shows  endowment  per  student:  Yale, 
$107,000;  Grinnell,  $117,000;  and 
Harvard,  $134,000. 

You  left  out:  Princeton,  $232,000. 
— Carl  W.  Schafer 

Financial  Vice  President  and  Treasurer, 
Princeton  University 
Princeton,  N.J. 


Potent  zeros 

Sir:  According  to  my  calculator,  17% 
of  $200  million  is  $34  million  (and 
thus  60  cents  a  share),  not  $3.4  mil- 
lion and  6  cents  a  share  as  indicated 
on  page  32  of  your  article  on  FP&L 
(Jan.  28). 

—Henry  W.  Hartley  Jr. 
Naples,  Fla. 

Reader  Hartley  is  right,  of  course. — Ed. 


Zoo's  who 

Sir:  Your  Other  Comments  (Dec.  3, 
1984)  carries  an  item  from  Vanity  Fair 
listing  "fun  names"  for  some  would- 
be  celebrity-type  animals,  such  as 
Bianca  Jaguar,  Raccoon  Welch,  etc. 
Since  opening  day,  Labor  Day  1952, 
the  Arizona-Sonora  Desert  Museum 
has  featured  quite  a  number  of  such 
critters:  "Phyllis  Quiller,"  a  female 
porcupine;  "Gregory  Peccary,"  a  pec- 
cary; "Cary  Grunt";  "Zsa  Zsa  La  Boar 
(Bore)";  "Piggy  Lee";  "Ernest  Pork- 
rind";  "Edward  R.  Burrough,"  the 
ground  squirrel  who  tried  to  become  a 
grass  roots  columnist/commentator; 
"Rosemary  Cooney,"  the  raccoon; 
"Prerry  Como,"  the  prairie  dog. 
— Hal  Gras 
Tucson,  Ariz. 
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No  location  is  more 
central  to  success. 


PP&L's  Core  East.  Right  in  the 

middle  of  America's  largest 

Metro  marketplace. 

A  location  in  Central  Eastern 

Pennsylvania — PP&L's  Core 

East—  can  put  you  closer  to 

more  economic  power.  More 

markets.  More  suppliers.  More 

transportation.  More  available 

buildings  and  sites.  More  trained, 

hardworking  labor.  Plus  reliable, 

competitively-priced  electricity. 


/I- 


Call  1-800-523-9854.     Or  write  for 

data  on  available  industrial  buildings 

and  prime  office  facilities. 


Right  in  the  middle  of  things. 


Contact:  Joseph  R.  Lesko 
Manager  Economic  Development 
PP&L,  2  North  9th  Street 
Allentown,  PA  18101 


■Nt 


PP&L 


Pennsylvania  Power  &  Light  Co.       ->/ 
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READ  HIS  MIND. 


IACOCCA  is  the  fastest 

selling  hardcover  book 

in  publishing  history.  If 

you  haven't  read  it  yet, 

read  it... and  read  his 

mind.  Because  what's  on 

his  mind,  is  in  his  book. 

#/  National  Bestseller. 

Over  1,200,000  Copies  in  Print. 

A  t  #/  More  Than  13  Weeks  on 

The  New  York  Times  Bestseller  List. 

A  BANTAM*  HARDCOVER 


IACOCCA 


'Haven't  you  read  it  yet? 
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Prepare  yourself 

for  A  Higher  Form 

Of  Intelligence. 


Imagine  being  a  superior  being. 

Imagine  being  so  omniscient  that 
you  not  only  perceive  what  on  God's 
earth  is  really  going  on  in  your  own 
corporation,  but  you  can  also  do 
something  about  it. 

Unfortunately  you  don't  have  the 
know-it-all  to  know  it  all.  And  you 
won't  as  long  as  there's  a  failure 
to  communicate.  Because  if  you  can't 
communicate,  well  then,  you  can't 
act  intelligently. 

It's  a  matter  of  machines  that's 
the  matter. 

In  this  age  of  so-called  advanced 
technology  and  highfalutin  gizmos  — 
computers,  word  processors,  com- 
munication networks  and  all  kinds  of 
abstract  software  —  your  business 
world  is  in  a  state  of  confusion. 

Pure  and  simple, 
nothing  is  pure  and  simple  anymore. 

All  those  brilliant  computers  aren't 
compatible.  They  don't  talk  to  each 
other  or  speak  the  same  language  or 
interact  in  any  meaningful  way. 
In  short,  they  don't  communicate. 

Which  is  why  you're  not  getting  the 
information  you  need.  Or  you're 
only  getting  a  mere  fraction  of  it. 
Or  it's  trickling  in  ever  so  s-1-o-w-l-y. 
Or  worse,  it's  completely  wrong.  Or 
it's  in  Chinese  and  that's  Greek  to  you. 

Now  we're  not  going  to  suggest 
that  you  replace  all  your  systems 
with  ones  that  are  compatible. 

What  we  are  going  to  suggest  is 
something  much  more  appropriate 
and  reasonable. 

Become  an  Einstein! 

Take  those  fiercely  intelligent 
machines  you're  in  charge  of  and 
turn  them  into  one  (yes,  one)  big 
integrated,  in  -  h  armony- with  -  each  - 
other  intelligence.  Ana  you  can  do 
it  right  now. 

But  you've  got  to  talk  to  us  first 
(800-638-9636,  ext.  1014). 

We're  General  Electric  Information 
Services.  And  we'll  give  you  that 
higher  form  of  intelligence  you're 
looking  for. 

By  giving  you  what  we  call  Mark* 
Net™ Applied  Telecommunications. 

It's  really  computer  talk  for  a  highly 
advanced  and  revolutionary  system 
of  connecting  all  the  information 


that's  coming  into  or  going  out  from 
your  corporation.  There's  nothing 
remotely  like  it  anywhere  else  in 
the  world. 

Telecommunications  of  a  higher  form. 
From  GE.  (Who  else?) 

It  consists  of  the  largest  and  most 
comprehensive  commercially 
available  network.  In  other  words,  a 
worldwide  business  telecommuni- 
cations system  that  delivers  all  kinds 
of  information  among  —  get  this  — 
an  amazing  750  cities  in  63  countries 
across  23  time  zones.  (Whew!) 

Well  over  90%  of  the  world's 
business  telephones  can  use  the 
network  simply  by  dialing  a  local 
telephone  number.  And  it's  available 
24  hours  a  day,  365  days  a  year. 

All  of  which  means  that  virtually 
every  computer  can  have  a  chat  with 
every  other  computer  and  be  thor- 
oughly understood.  No  matter  in  what 
building,  in  what  city,  in  what  state, 
in  what  country,  in  what  time  zone. 

In  other  words,  you're  in  control. 

All  your  employees  as  well  as 
suppliers,  distributors,  shippers  — 
anybody  you  deal  with,  anywhere  in 
the  world  —  can  now  talk  to  each 
other.  And  you  get  all  the  meaningful 
information  you  need.  On  time. 

With  that  kind  of  intelligence 
there's  no  corporate  problem  that 
can't  be  solved  quicker  and  more 
efficiently.  And  that's  the  bottom  line. 

Oh  yes,  one  more  tidbit  of  infor- 
mation. Over  6,000  corporations 
including  more  than  two-thirds  of 
the  Fortune  500  rely  on  our  system. 

It  could  have  something  to  do  with 
the  fact  that  we  have  very  impressive 
initials.  Or  that  we've  been  in  the 
business  for  20  years. 

Or  simply  because  a  lot  of  people 
aren't  satisfied  with  just  having 
brains. 

They  want  to  move  up  to  a 
higher  level. 


INFORMATION 
SERVICES 


General  Electric  Information  Services  Company,  U.S.A. 


Where  ideas  take  off.  This  Flight  Simulation  Center,  located  at  Northrop  s  Aircraft 

Group,  is  one  of  the  most  advanced  engineering  research  and  development  laboratories 

of  its  kind.  Simulation  is  vital  to  providing  defense  systems  that  have  quality  and 

reliability  designed  in.  Before  they  take  flight. 

NORTHROP 

Making  advanced  technology  work 

1840  Century  Park  East,  Los  Angeles,  CA  USA  90067-2199 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


ONLY  BY  USING  THEM  WILL  NUCLEAR  ARMS  BE  DONE  AWAY  WITH 


Surely  some  of  the  most  astonishing  exercises  of  mass 
futility  in  history  are  the  demonstrations  and  thundera- 
tions  against  nuclear  arms.  That's  one  genie  that  can  never 
ever  be  stuffed  back  in  the  bottle. 

Signing  nuclear-arms-limitations  agreements,  agreeing 
to  nuclear-free  zones  in  space  or  on  earth,  agreeing  never  to 
first  strike  or  signing  treaties  to  gradually  do  away  with 


nuclear  stockpiles — all  or  any  such  unlikely  bits  of  sum- 
mitry sophistry  will  never  be  other  then  political'placebos. 

Just  as  well,  too. 

Only  one  thing  has  kept  the  peace  for  almost  half  a 
century  between  the  two  superpowers  able  to  destroy  the 
globe:  Full  knowledge  that  if  one  of  us  tried  to  beat  the 
other,  both  know  the  globe  goes  up  in  a  mushroom  cloud. 


CERTAINLY  SOCIAL  SECURITY  SHOULD  HAVE  AN  INCOME  CAP 


That  everyone  earning  should  contribute  to  Social  Secu- 
rity is  indisputable;  that  everyone,  regardless  of  how  he's 
financially  fixed  at  retirement  age,  should  collect  Social 
Security  is  indisputably  wrong. 

As  it  was  well  put  in  the  Washington  Monthly,  "Social 
Security's  a  device  for  taking  money  from  present  work- 
ers to  support  retired  ones.  Fair  enough.  But  by  what 


standard  can  we  justify  a  system  that  taxes  a  $14,000-a- 
year  secretary  with  two  kids  and  gives  that  money  to  a 
Malcolm  Forbes?" 

Right  on. 

At  what  to  set  the  cap  should  be,  can  be,  debated.  But 
there  should  not  be  any  debate  as  to  whether  a  cap 
should  be. 


DOESN'T  OUR  AFGHAN  AID  INCLUDE  CHOPPER  DOWNERS? 


Russia's  pouring  military  stuff  by  the  boatloads  into 
Central  America,  most  of  it  overtly  to  Nicaragua.  In  Afri- 
ca, the  Middle  East  and  the  Far  East — ^wherever  U.S.- 
friendly  governments  face  internal  and  external  threats — 
Russian  weaponry  is  what  arms  insurrectionists. 

According  to  leaks  from  our  Capital  Military  Secrets 
sieve,  the  U.S.  is  "clandestinely"  supplying  some  $250 
million  to  these  fighters  trying  to  keep  Afghanistan  from 
being  totally  snuffed  out  by  Russia's  bloody  bearhug.  Sev- 
eral gutsy  journalists  who've  spent  a  little  time  there 
report  the  Afghans  are  armed  with  little  stuff  from  us  or 
anyone  else. 

All  say  armed  Russian  helicopters  are  the  biggest  men- 
ace. How  come  we  haven't  supplied  'em  with  some  of  the 
mobile-infantry-type  weapons  that  are  supposed  to  make 
choppers  keep  their  distance? 


As  Rand  Corp.'s  Alexander  Alexiev  put  it  in  a  report  to 
the  Senate  Select  Committee  on  Intelligence:  "The  most 
glaring  deficiency  continues  to  be  the  lack  of  any  effective 
means  to  combat  Soviet  jets  and  helicopters.  The  Soviets 
are  able  to  operate  with  virtual  impunity  in  the  air,  which, 
given  the  fact  that  perhaps  80%  of  all  Soviet  combat  and 
logistics  operations  depend  on  air,  virtually  precludes  any 
significant  and  lasting  Mujahidin  military  gains." 

Our  choppers  get  shot  down  occasionally  in  Central 
America — presumably  by  Russian  arms.  If  we  have  such 
weapons,  how  better  to  see  if  they  work?  If  we  don't,  it's 
appalling.  Until  we  do,  let's  see  how  swiftly  somebody  in 
the  Pentagon  morass  can  borrow  some  from  the  Israelis. 
Or,  for  that  matter,  get  hold  of  a  few  of  what  the  Reds 
have  got. 

In  any  way,  get  some  into  Afghanistan  before  it's  too  late. 
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PAPANDREOU'S  VIRULENT  ANTI  U.S.  ISM 


knows  no  bounds.  His  animosity  effectively  truncates 
NATO's  effectiveness  in  a  vital  strategic  area. 

Not  too  long  ago,  Greece's  Socialist  Prime  Minister 
went  to  Poland  and  lauded  its  Soviet  puppet  General 


Jaruzelski  as  a   "patriot"  and  denigrated  Solidarity  as 
"negative  and  dangerous." 

His  rantings  may  be  Greek  to  us.  But  I  think,  increasing- 
ly, they  are  being  so  branded  by  the  Greeks  themselves. 


AN  EMINENT  FIRST  THAT  FIRMLY  HOLDS  ITS  PLACE 

Mighty  few  who  bustle  down  Fifth  Avenue  or 
along  23rd  Street  even  note  that  wedge-shaped  struc- 
ture, suitably  dubbed  the  "Flatiron  Building,"  that 
occupies  the  triangle  formed  where  Broadway,  in  its 
diagonal  wandering  across  Manhattan  from  North  to 
South  and  West  to  East,  dissects  Fifth  Avenue. 

But  when  you  next  chance  by,  look  up  and  see 
one  of  New  York's  functioning  monuments.  Built 
in  1902,  the  21 -story  building  was  one  of  the  city's 
tallest  at  that  time. 

Berenice  Abbott's  striking  photograph  captures 
the  chins-up  thrust  of  this  grande  dame  of  all  high 


risers. 


IN  ADS,  TOO,  FITNESS  IS  WHERE  IT'S  AT 

Fortunately,  America's  not  able  to  kick  its  fitness  kick.  For  a  decade  millions  have  been 
hard  at  it  in  one  way  or  t'other.  Word  of  mouth  about  the  high  that  comes  from  physically 
feeling  good  keeps  the  dropouts  (and  dropdeads)  outnumbered  by  new  recruits  of  all  ages. 
All  five  make  this  Army  pitch  for  recruits  so  brilliantly  on  target.  Depicting  some  of  the 

Army's  sports  stars,  the  copy  sirenly  sings, 
"The  Army  is  full  of  people  who  are  striving 
to  be  all  they  can  be.  For  these  and  the 
Army's  other  Olympic  hopefuls,  that  means 
striving  to  be  the  best  in  the  world.  Army.  Be 
all  you  can  be." 

And  how  could  you  better  this  graphic 
Pabst  connection  'twixt  fitness  and  a  prod- 
uct that  doesn't  usually  fit  that  scene? 


SOMEOI 
WANT  TO 


ER$ 
UNIFORM. 


DREAMS  REALIZED  ARE  NOT  AS  DREAMY 

as  one  dreams  they'd  be.  At  least  that's  what  a  wide  assortment  of  savants 
keep  telling  us.  But  wouldn't  it  be  nice  if  everyone  could  find  that  out  for  himself? 

AS  PRESIDENT,  JIMMY  CARTER  WASN'T  A  RENOWNED  HUMORIST 

But,  along  with  his  mellowing  as  a  First  Citizen,  he  now     said,  'When  I  look  at  my  children,  I  wish  I'd  remained  a 
tosses  out  chuckles  with  smiling  grace.  At  a  fundraising     virgin'? 
luncheon  for  Habitat  for  Humanity — a  superb,  unfederally 
funded,  low-income-housing  under- 


taking— he  observed  that  he  and  Ros- 
alynn  were  moved  to  really  get  into  it 
by  the  magnitude  of  its  self-help  po- 
tential. Said  Mr.  Carter:  "Habitat's  a 
major,  complete  contrast  to  that  pop- 
ular game,  Trivial  Pursuit.  Speaking 
of  that  game,  the  other  day  somebody 
asked  me  one  of  the  questions:  Who 


Former  President  Carter,  MSF  at  fundraiser 


virgin 
"The  answer  turned  out  to  be  my  mother." 

The  New  York  area  chairman  for 
this  modest  but  magnificent  effort 
remarked  on  some  graffiti  near  the 
site  of  the  project  on  which  the  for- 
mer President  and  First  Lady  labored 
as  carpenters:  "In  capital  letters  was 
scrawled,  'GOD  IS  DEAD.'  But  un- 
derneath it,  in  old-fashioned  script, 
was  chalked  'Oh,  No  I'm  Not!'  " 
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NORMAN  LEAR  IS  TO  TV  WHAT  SOAP  IS  TO  PROCTER  &  GAMBLE 

Recently  I  asked  this  extraordinary  network-serial  ge-     causes  as  People  for  the  American  Way  (see  p.  195). 
nius  how  he  kept  all  those  hours  in  the  air  and  still  found        With  an  ebullient  twinkle  he  replied,  "Working  seven 
time  to  put  ardent  hours  into  such  invaluable  pro  bono     days  a  week  has  added  years  to  my  life." 

"PLEASE  DON'T  SPEAK  AT  OUR  SECOND  SON'S  GRADUATION" 

Flattery,  'tis  said,  will  get  you  anywhere.  Here's  flattery  aimed  at  keeping  someone 
from  getting  somewhere — specifically  Williams   College's  graduation   in    1987. 


"Dear  Mr.  Forbes, 

"It  was  two  and  a  half  years  ago  that  we  were  privileged 
to  hear  your  address  to  the  1981  graduates  of  the  Universi- 
ty of  Vermont.  This  week,  in  our  local  newspaper,  there 
was  an  extensive  article  on  your  generosity  to  a  local 
charity,  which  brought  back,  with  mixed  emotions,  your 
philosophy  of  life.  You  urged  the  graduates  to  choose  their 
own  destiny,  and  to  be  totally  free  in  their  choice.  I  do 
recall,  however,  you  stressed  that  whatever  their  choice, 
they  should  do  it  well.  It  has  been  over  two  years  since  we 
have  seen  our  son,  the  1981  graduate  to  whom  you  spoke, 
and  I  think  somewhere  within  my  heart,  I  attribute  this  to 
you!  Fred  made  his  choice  and  has  been  in  the  Far  East 
studying  Mandarin  Chinese  and  teaching  English. 

"In  truth,  we  are  very  proud  of  our  son  and  I  guess 
happy  for  his  'joie  de  vivre'  and  what  he  has  done,  he  has 
done  well.  He  is  fluent  in  the  Chinese  language  and  is 
able  to  read  and  write  it.  For  two  summers,  he  has 
backpacked  over  mainland  China,  even  spending  several 
nights  in  a  tent  with  nomads  on  the  Mongolian  Desert. 
Our  last  letter  was  from  Kathmandu,  Nepal,  on  his  way 


to  India,  Burma,  Tokyo  and  Taiwan.  I  might  add  he  has 
been  completely  self-supporting. 

"Now,  perhaps  you  can  understand  our  mixed  emotions, 
as  we  are  so  very  proud  but  miss  him  so  very  much.  We  are 
anticipating  his  return  in  the  next  few  weeks,  unless  of 
course,  there  is  somewhere  else  in  the  world  he  wants  to 
see  first.  (Joke!)  The  actual  test  of  your  influence,  however, 
will  be  upon  his  return  and  how  he  reenters  the  real  world, 
using  his  expertise. 

"I  guess  my  purpose  in  writing  is  to  call  to  your  atten- 
tion how  profound  an  influence  you  have  had  on  our  youth 
(he  never  got  his  'guts'  from  me)  and  how  clearly  your 
message  was  received. 

"In  closing,  I  would  like  to  say  that  we  do  admire  your 
philosophy  of  life  and  did  enjoy  listening  to  your  words  of 
wisdom,  but  if  by  chance  you  should  be  invited  to  speak  at 
the  1987  graduation  at  Williams  College,  I  am  counting  on 
your  refusal  as  a  special  favor  to  me!  My  second  son  is  a 
sophomore  there  now! 

"Sincerely  yours, 

"Rita  G.  Franz" 


MISTAKES 

Anyone  who  doesn't  make  'em  will  never  make  it. 


IT  TAKES  AN  OPEN  MIND 

to  close  in  on  exciting  concepts. 


BOOKS 


Andrewlbbias 

mmm 

AJMOLES 


•  Money  Angles — by  Andrew  Tobias 
(Linden  Press,  $12.95).  This  wee  vol- 
ume will  be  of  no  interest  to  the 
0.0005%  of  the  population  who  think 
money  is  of  no  matter.  But  for  the  rest 
of  us,  here  is  as  lively  an  essence  as 
you're  ever  likely  to  find  on  the  subject 
of  getting  and  nurturing  Greenies. 

Excerpts:  The  best  performing  stock  groups  in  1949  were 
the  leathers,  the  utilities,  the  papers  and  the  soaps.  The 
Dow  Jones  Industrial  Average  hovered  above  160.  Infla- 
tion was  running  at  2. 7%,  and  40%  of  Americans  believed 
a  new  depression  was  in  the  making.  Of  375  middle-class 
Los  Angeles  families  polled,  only  seven  could  name  a 
single  brokerage  house.  .  .  .  People  do  occasionally  score 
big  in  the  market  legitimately.  Shortly  before  Kuwait 
Petroleum  made  its  bid  for  Santa  Fe,  one  clever  fellow  with 
no  apparent  connection  to  either  company  bought  600 
options — he  just  called  his  discount  broker  and  placed  the 
order — turning  a  few  thousand  dollars  into  $1,000,000  in  a 
matter  of  days.  Didheknow something!  He  got  the  idea,  he 
told  the  Securities  and  Exchange  Commission,  from  read- 
ing Forbes.  The  SEC  was  satisfied. 

And  it's  true:  Inside  information  is  just  the  stuff  you 
find  in  magazines  or  the  newspaper.  Next  week's  newspa- 
per. If  it's  today's  newspaper,  you're  too  late. 


•  Hollywood  Babylon  II — by  Ken- 
neth Anger  (E.P.  Dutton,  Inc.,  $24.95). 
That  the  Hollywood  gloss  is  almost 
all  dross  has  long  been  no  news.  But 
raking  up  and  over  old  star  scandals 
still  is  what  stars  are — box  office.  I 
guess  Mr.  Anger  will  Babylon  with  as 
many  sequels  as  Rocky. 

Excerpt:  During  the  period  just  before  his  death,  fames 
Dean  should  have  been  sitting  on  top  of  the  world.  East  of 
Eden  had  been  released  and  was  a  hit.  Dean  was  24.  Rebel 
Without  a  Cause  and  the  ambitious  Giant  had  been 
completed;  neither  was  yet  released,  but  it  was  evident 
from  the  preview  of  Rebel  that  the  movie  would  be  big.  A 
great  career  lay  ahead.  Or  did  itl  Dean  was  withdrawn, 
compulsively  promiscuous,  but  friendless,  suspicious, 
moody,  uncooperative,  boorish  and  rude.  He  could,  on 
occasion,  be  charming;  on  most  occasions  he  was  annoy- 
ingly  nuts.  He  betrayed  a  psychopathic  personality,  with 
fits  of  despondency  that  alternated  with  fits  of  wild  ju- 
bilation. A  classic  manic-depressive.  .  .  .  It  is  quite  likely 
that,  even  if  he'd  not  been  killed,  Dean  would  not  have 
made  another  movie  after  Giant.  He  was  coming  apart  at 
the  seams,  on  a  self-destructive  course.  Mr.  Nice  Guy  he 
wasn't — but  his  tormented  screen  persona  hit  a  nerve 
with  men,  women,  the  young  and  the  not-so-young. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  "this  editors  mind.  -MSF 


Lobbyists'  Heaven 

The  line  snaked  out  of  the  Treasury 
Department  building  onto  the 
sidewalk  and  down  the  street.  Lobby- 
ists in  three-piece  suits  and  Gucci 
shoes  were  waiting  for  the  Treasury 
Department's  262-page,  blue-bound 
Tax  Reform  for  Fairness,  Simplicity 
and  Economic  Growth.  The  Govern- 
ment printed  5,500  copies  but  quickly 
sold  out  the  $8  volume,  so  great  was 
the  demand.  Marveled  a  Treasury 
spokesman:  "It  looked  like  a  soup 
kitchen  for  the  well-heeled." 

While  gnashing  and  wailing  on  be- 
half of  clients,  lobbyists  are  rubbing 
their  hands  over  the  fees  they  will 
earn  from  upcoming  campaigns.  They 
only  hope  the  war  will  be  a  long  one. 
"It's  going  to  be  big,  really  big,  and  it 
may  last  for  years,"  chortles  Tax  Lob- 
byist Robert  McCandless.  "This 
could  be  the  lobbyists'  full-employ- 
ment act  of  1985,  '86  and  '87." 

— Time 

The  Flatiron 

In  1902  the  great  odd-shaped  tomb- 
stone that  prophesied  the  end  of 
Madison  Square  as  the  center  of  di- 
verse pleasures  was  erected.  The  Flat- 
iron  Building,  one  of  the  tallest  in 
New  York  at  the  time,  was  an  exam- 
ple of  a  new  principle  in  architecture, 
exterior  walls  and  floors  supported  by 
steel  frames  and  thus  capable  of  grow- 


ing to  an  impressive  height  of  21  sto- 
ries. It  immediately  became  a  famous 
structure  that  appeared  on  myriad 
souvenir  items  and  its  site  fabled  as 
the  corner  [23rd  Street]  where  winds 
blew  strongest  and  drove  skirts  high- 
est, a  viewing  post  for  crowds  of  loaf- 
ers who  stood  around  to  observe  while 
police  tried  to  shoo  them  away.  From 
this  melange  of  wind,  ankles,  loafers 
and  cops,  social  historians  say,  the 
expression  "twenty-three  skidoo" 
rather  obscurely  emerged. 

— Fifth  Avenue:  A  Very 
Social  History,  by  Kate  Simon 

Lying  Beatified 

Sometimes  Truman  Capote  lied. 
He  was  a  deft  liar.  As  he  told  Donald 
Windham,  "I  remember  things  the 
way  they  should  have  been." 

— New  York  magazine 

Channel  2  News 

Malcolm  Forbes  Jr.  was  in  town  to 
speak  to  the  Governor's  Economic 
Development  Conference.  He  at- 
tacked the  Federal  Reserve  for  clamp- 
ing down  too  tightly  on  interest 
rates — slowing  down  and  almost  kill- 
ing the  economic  recovery.  "It  would 
be  as  if  a  doctor  had  a  patient  who 
made  a  quick  comeback  from  the  op- 
eration, and  the  doctor  thought  the 
patient  was  getting  too  healthy  and 
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"Of  course,  there's  the  editorial  'we'  and  the  royal  'we,'  but 
I've  always  felt  the  corporate  'we'  carried  the  most  weight. " 
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induced  a  relapse.  Well,  in  medicine 
you'd  get  sued  for  malpractice.  In  eco- 
nomics they  make  you  head  of  the 
Federal  Reserve." 

— WKRN-TV  (ABC), 
Channel  2,  Nashville 


I  love  a  stock  market 
that  goes  up  without  news. 
That's  another  plus. 

—Ralph  Acampora,  chief  analyst 

for  Kidder,  Peabody  &  Co., 

quoted  in  the  New  York  Times 


Minister  of  Everything 

Everything  equals  culture,  even 
when  you  aren't  aware  of  it.  When 
you  buy  a  record,  the  choice  you  make 
is  a  cultural  act.  The  way  you  dress, 
what  you  eat — even  when  you  pay  no 
attention  to  them,  these  are  state- 
ments. Every  citizen  must  take  re- 
sponsibility for  culture.  - 

— Jack  Lang,  French  Minister  of 
Culture,  The  New  Yorker 

Harper's  Index 

Bottles  of  Scotch  imported  by  the 
Ethiopian  government  to  celebrate  its 
tenth  anniversary:  480,000. 

Hours  the  Russian  population 
spends  standing  on  line  to  buy  food 
each  year:  37,000,000,000. 

Amount  of  pizza  consumed  each 
day  in  the  U.S.  (in  acres):  75. 

Number  of  pedestrians  issued 
summonses  for  jaywalking  in  New 
York  City  in  1983:  517;  in  Los  Ange- 
les: 40,747. 

— Harper's 

Dull  Dessert 

Stock  Dividends:  These  are  what  a 
company  pays  when  it  can't  afford  to 
pay  cash.  No  tax  is  due  on  them,  be- 
cause they  are  entirely  worthless.  Pre- 
viously there  was  a  pie  that  was  split 
up  into  a  lot  of  little  slices.  Now  there 
is  exactly  the  same  pie,  only  it  is  split 
up  into  slightly  smaller  pieces.  Man- 
agement hopes  you  will  be  too  stupid 
to  realize  this. 
— Money  Angles,  by  Andrew  Tobias 

Toast  to  Paris 

Do  you  know  on  this  one  block  you 
can  buy  croissants  in  five  different 
places?  There's  one  store  called  Bon- 
jour  Croissant.  It  makes  me  want  to 
go  to  Paris  and  open  a  store  called 
Hello  Toast. 

— Fran  Lebowitz,  Daily  News 
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Treating  your  fleet 
drivers  to  Buicks  isn't 
nearly  as  generous  as 
it  sounds. 

Especially  when  you 
treat  them  to  the  Century, 
the  best  selling  ot  all  Buicks. 

Your  drivers  will  be  happy 
to  know  that  Century  has 
passed  the  most  demanding 
ot  all  tests:  the  real  world. 
With  its  front-wheel  drive  and 
MacPherson  strut  independent 
front  suspension,  Century 
shows  grace  under  pressure, 
whatever  the  weather. 

And  because  it's  a  Buick, 
Century  shows  style,  too.  With 
roomy,  comfortable,  luxurious 
interiors. 

Yet  having  the  Century 
in  your  fleet  is  much  more 
affordable  than  you  might 
imagine.  It  achieves  a  very 


respectable  EPA  est.  |23|  city, 
32  highway  MPG.  (Use  for 


comparison.  Your  mileage 
may  differ.)  And  its  resale 
value  is  traditionally  high,  in 
the  Buick  tradition. 

For  a  lot  more  informa- 
tion on  how  to  treat  your 
fleet  drivers  generously, 
without  being  overly  gener- 
ous, contact  your  Buick  fleet 
representative.  Or  call  the 
Buick  Product  Information 
Center,  8  a.m.  to  8  pm. 
Eastern  time,  weekdays,  and 
ask  for  ext.  67:  1-800-85-BUICK 
(1-800-852-8425). 

If  you're  not  an 
ordinary  company,  you 
shouldn't  have  ordinary 
company  cars. 


Wouldn't  you 
really  rather  have  a  Buick? 
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The 

old-fashioned 
values  are  building 

tomorrow's 

America. 

For  all  of  the  ingenuity  with  which  we  devise 
ways  to  do  our  work  better,  we  still  build 
best  on  the  foundations  of  our  country's  success  - 

hard  work,  fair  play,  the  willingness  to  take  risks, 
yet  with  prudent  provision 


INTERNORTH 

lJ,> 

=  We  work 
X                                   =  for  America. 

InterNorth  is  an  international  energy-based  corporation  involved  in  exploration  and  production  of  oil  and  natural  gas, 
natural  gas  transportation  and  distribution,  liquid  fuels  and  petrochemicals.  International  headquarters:  Omaha,  Nebraska 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


NICARAGUA 


Congress  in  coming  weeks  will  decide  whether  to 
resume  funding  for  the  Nicaraguan  Contras,  who  are 
fighting  the  Cuban-like  Sandinista  government.  Money 
ran  out  last  fall  and  the  House  of  Representatives  refused 
new  appropriations. 

Our  legislators  should  reverse  this  foolish  action. 

The  true  nature  of  the  Sandinistas  should  be  clear  by 
now  to  every  objective  observer.  Democratic  elements  are 
being  systematically  quashed.  Basic  civil  liberties  have 
been  taken  away.  Secret  police  powers  have  expanded 
enormously.  A  totalitarian  regime  is  in  the  making. 

•The  government  is  being  aided  by  all  the  disreputable 
elements  of  international  terrorism — the  P.L.O.,  the  Aya- 
tollah's  Iran,  the  Bulgarian  secret  service,  not  to  mention 
boatloads  of  Soviet  and  Cuban  "advisers."  Eastern  bloc 
arms  are  pouring  in. 

The  aim  of  the  Sandinistas  is  clear:  Turn  Nicaragua  into 
a  base  for  subverting  neighboring  states  such  as  El  Salva- 
dor, Costa  Rica,  Honduras  and,  ultimately,  Mexico. 


Honduras  and  Costa  Rica  are  already  making  appeasing 
gestures  to  their  terrorist  neighbor  by  cracking  down  on 
Contra  leaders  within  their  borders.  The  congressional 
cutoff  has  made  them  think  they  had  better  hedge  their 
bets,  as  the  U.S.  appears  to  be  a  rather  unreliable  ally. 

To  allow  this  Soviet  puppet  to  establish  itself  on  the 
American  continent — Castro's  Cuba,  at  least,  is  an  is- 
land— would  be  folly. 

Central  America  is  no  Vietnam.  It  is  only  a  120-minute 
plane  ride  away.  Ten  thousand  miles  separate  us  from 
Southeast  Asia.  At  the  polls  and  in  public  opinion  polls, 
the  people  of  Central  America  have  made  clear  they  want 
no  part  of  a  Sandinista-style  regime.  That's  apparently  true 
even  of  Nicaraguans  themselves.  Why  else  did  Nicaragua's 
recent  elections  bear  all  the  earmarks  of  a  Soviet-style 
sham?  Did  the  Marxists  fear  they  would  lose  a  free  vote? 

For  moral  and  strategic  reasons,  Congress  had  better 
vote  a  healthy  flow  of  support  for  the  Contras. 

They're  fighting  our  battle,  too. 


FIRST  PRIORITY— ECONOMIC  GROWTH 


Several  congressional  Republicans,  including  '88  presi- 
dential possibility  Jack  Kemp,  have  written  President  Rea- 
gan a  letter,  warning  that  they  will  not  support  "any 
further  social  spending  cuts  until  a  growth-oriented,  equi- 
table tax  reform  is  presented  to  the  American  people  and 
the  Congress."  Administration  officials  say  spending  cuts 
are  their  top  priority. 

These  congressmen  are  right  in  wishing  to  put  the 
emphasis  on  "economic  growth,  opportunity  and  jobs." 

What  seems  beyond  the  understanding  of  most  Wash- 
ingtonians  and  economists  is  that  a  burgeoning  budget 
deficit  is  a  result  of  high  interest  rates  and  sluggish  eco- 
nomic growth,  not  the  other  way  around.  The  spending 
reductions  now  being  discussed  are  small  potatoes  in 
relation  to  the  budget  and  to  the  economy.  Yet  Senator 
Dole  and  other  influential  Republicans  are  prepared  to 
sacrifice  considerable  political  capital  to  win  these  mole- 
hills. Success  would  have  minimal  impact. 


Growth-oriented  tax  changes,  such  as  those  proposed  by 
Representative  Jack  Kemp  on  the  Republican  side  and 
Senator  Bill  Bradley  on  the  Democratic,  would  be  a  power- 
ful tonic  for  the  economy.  We  saw  in  1983-84  how  stimulat- 
ing were  President  Reagan's  original  tax  cuts.  The  economy 
surged  far  beyond  experts'  expectations.  The  net  govern- 
ment deficit  (one  must  include  state  and  local  government 
surpluses,  since  Uncle  Sam  funnels  more  than  $100  billion 
to  these  entities)  had  dropped  dramatically  by  the  summer 
of  1984.  As  a  percentage  of  gross  national  product,  the 
deficit  is  no  worse  than  that  of  Japan  or  Germany. 

But  last  summer  Federal  Reserve  Chairman  Volcker's 
offensive  against  the  "overheating"  economy  (via  higher 
interest  rates)  began  achieving  success,  and  now  the  red 
ink  is  expanding  again. 

Sensible  tax  reform,  combined  with  a  greater  use  of  the 
veto,  which  the  President  has  used  sparingly,  would  pare 
most  of  the  deficit. 
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Jrligh-goal  players. 
High-spirited  ponies.  High- 
style  adventure.  It's  the 
United  States  Polo  Associa- 
tion's Rolex  Gold  Cup. 

A  herald  of  the  renais- 
sance of  American  polo,  The 
Cup  has  become  one  of  the 
U.S.PA.'s  most  highly  re- 
garded events. 

Last  year,  more  con- 
tenders galloped  for  The 
Gold  than  for  any  other  tour- 
nament in  its  class. 

A  record  nineteen 
teams  and  seventy-six  play- 
ers charged,  jostled,  swirled 
and  swung  their  way  through 
thirteen  grueling  matches. 

They  thundered  over 
the  turf  of  the  Palm  Beach  Polo  and  Coun- 
try Club,  rotating  six 
hundred  Thoroughbred 
horses  in  the  course 
of  the  hard-won, 
thirteen-day  contest. 

A  competition  af- 
ficionados  consider 
one  of  the  most  pres- 
tigious, its  renown 
has  attracted  the 
finest  players 
from  across 
the  United  States  and  as  many  as 
a  dozen  different  nations. 

The  Rolex  Gold  Cup  has 
also  become  a  symbol  of  su- 
preme sportsmanship,  one 
whose  reward  is  of  a  higher 
order — the  pure  honor  of  win- 


The  Rolex  Gold  Cup: 

Galloping  into 
polo  s  new  golden  age. 


ning,  the  true  glory  of  victory. 

It  has  added 
new  lustre  to  a 
game  so  ancient, 
its  history  is  lost 
in  legend.  Tam- 
erlane is  said 
to  have 
been 
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its  patriarch.  Darius's  Persian  cav- 
alry, we're  told,  played  it  with 
captives'  heads.  It  was  the  national 
sport  of  16th-century  India,  Egypt, 
China  and  Japan.  The  British  re- 
discovered and  named  it  in  1857. 

The  linking  of  Rolex  and  polo 
is  uniquely  appropriate.  Both 
sponsor  and  sport  personify  rug- 
ged grace.  Each  is  an  arbiter  of  the 
art  of  timing.  .i|r. 

ROLEX 


Datejust  <  )yster  Perpetual  Chronometer  in  stainless  steel  and  18kt.  gold  with  Jubilee  bracelet. 

Write  for  brochure.  Rolex  Watch,  U.S.A.,  Inc.,  Dept.  680,  Rolex  Building,  665  Fifth  Avenue,  New  York,  New  York  10022-5383. 

World  headquarters  in  Geneva.  <  )ther  offici  s  in  Canada  and  major  countries  around  the  world. 

Dole|usl,  Oyster  Perpetual  ore  trademarks  ©  Rolex  1984 
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What's  Ahead  for  Business 


Yes,  '85  will  be 
down  from  '84, 
but  look  at  '83 


Further  gains  in 

productivity  are 

in  the  cards 


Other  reasons  for 

optimism  about 

business  spending 


CAPITAL  SPENDING— BETTER  THAN  YOU  THINK 

Recent  monthly  capital  investment  numbers  undeniably  present  a 
mixed  picture.  Take  December.  Total  orders  for  nondefense  capital 
goods  were  down  5%.  Machine  tool  orders  were  way  up,  but  from  a 
low  base.  Imports  are  taking  a  growing  share. 

Appropriations  for  1985,  the  sums  that  officers  of  the  1,000  largest 
manufacturing  corporations  tell  the  Conference  Board  they  will  ap- 
prove for  spending,  are  now  expected  to  be  13%  less  than  last  year. 
But  these  numbers  do  not  portend  an  investment  downturn.  Appropri- 
ations had  jumped  almost  40%  in  1984.  So  capital  spending  this  year 
will  approach  a  level  one-third  higher  than  in  1983. 

Actual  spending  on  manufacturing  investment  in  1985,  says  Dun  & 
Bradstreet,  should  be  up  18%  in  real  terms.  That's  after  a  13%  increase 
in  1984. 

All  in  all,  business  investment  in  equipment  in  this  recovery  has 
grown  twice  as  fast  as  the  average  of  the  six  previous  expansions. 

Better  still  is  the  quality  of  that  investment — what  the  money  is  being 
spent  on. 

"Adding  iron"  is  no  longer  the  basic  way  to  boost  dollar  profits. 
Conference  Board  investment  surveys  show  that  up  to  the  early 
Seventies  about  90%  of  appropriations  included  some  added  capacity. 
That  proportion  has  slipped  since,  to  around  half. 

Moreover,  two-thirds  of  new  manufacturing  investment  involves  com- 
puters, such  as  computer-controlled  machine  tools,  says  Steven  Wal- 
leck,  director  of  McKinsey  &  Co.'s  Cleveland  office. 

Getting  full  productive  advantage  from  such  units,  and  making  them 
compatible  with  the  rest  of  a  plant,  usually  takes  18  months  or  more 
after  installation.  "The  management  changes  needed  are  often  harder," 
says  John  Schultze,  president  of  White  Consolidated's  industrial  prod- 
ucts division. 

Even  in  sectors  where  investment  has  been  depressed,  companies  are 
consolidating  their  best  machinery  into  more  efficient  plants. 

The  clear  implication  is  that  sizable  gains  in  productivity  and  competi- 
tiveness are  yet  to  come.  It  also  suggests  that  capacity  utilization 
figures  understate  how  much  can  be  churned  out  before  rapid,  demand- 
push  inflation  might  reappear. 

The  prospect  of  growing  sales  also  encourages  investment,  and 
that  looks  healthy,  too.  The  fourth-quarter  GNP  was  revised  upward 
(again)  to  3.9%.  And  new  jobs  are  being  created  in  large  numbers. 

The  Federal  Reserve  has  opened  the  money  taps  wide,  and  interest 
rates  are  down.  Congress  might  actually  cut  the  deficit  a  bit. 

Monetarist  David  Frand  of  the  Heritage  Foundation  reckons  that  under 
these  circumstances  GNP  could  grow  around  5%  this  quarter. 

That  all  suggests  improved  profits,  which,  with  continued  low  infla- 
tion, will  also  fuel  businesses'  willingness  to  invest. 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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An  uptick,  but  barely.  Uneven  performance  in  several 
components  held  the  Forbes  Index  to  a  gain  of  only  0.2%. 
New  unemployment  claims  decreased  2%  from  the  pre- 
vious month.  The  news  on  inflation  was  also  encouraging. 
The  Consumer  Price  Index  rose  less  than  0. 1  %  in  Decem- 
ber, and  for  all  of  1984  it  was  up  only  4%.  The  services 
component  of  the  CPI,  which  includes  such  expensive 


items  as  hospital  care,  was  not  quite  as  tame.  It  showed  a 
5.4%  gain  for  the  year.  Nevertheless,  recent  inflation 
levels  continue  to  be  significantly  lower  than  they  were 
during  the  late  1970s  and  early  1980s.  Meanwhile,  manu- 
facturers' new  orders  were  off  2.9%  from  the  previous 
month,  but  inventories  rose  0.4% .  And  new  housing  starts 
were  21.6%  lower  than  they  were  one  month  earlier. 


The  Forbes  Index  Components 


The  FORBES  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  FORBES  monitors  ten 
series  of  U.S.  government  data.  The  last  13  months'  data 
for  each  series  is  presented  at  right. 
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Nowhere  *> 


Hawkeye-the  only  carrier- 
based  system  with  million- 
mile  vision. 


Somewhere  out  there  in  three 
million  cubic  miles  of  airspace-or 
on  the  sea  below-is  a  plane  or  ship 
you'd  better  find  before  it  finds  you. 
And  you  will-when  your  eyes  are  a 
Grumman  airborne  early  warning 
system  aboard  a  carrier-based 
Grumman  E-2C  aircraft  called  the 
Hawkeye. 

It's  the  only  system  that  from 
an  altitude  of  30,000  feet  can  detect 
almost  any  object  that  moves  or 


generates  a  signal  on  126,000  square 
miles  of  the  earth's  surface  and  in 
the  air  above  it. 

The  Hawkeye  is  packed  with 
electronic  sensors,  displays,  com- 
puters and  communications  equip- 
ment. All  integrated,  furnished  with 
over  100,000  words  of  computer 
instructions,  and  given  wings  by 
Grumman.  And  as  electronic  compo- 
nents shrink,  Grumman  is  refining 
the  Hawkeye  system  to  do  even 
more  and  do  it  better  over  a  longer 
period  of  time. 

The  all-seeing  vision  of  the 
E-2C  is  evidence  that  an  aircraft's 
performance  in  a  mission  depends 
on  the  performance  of  its  electronic 
systems.  That's  why  half  the 


engineers  at  Grumman  are  specialists 
in  electronics. 

We  use  our  electronic  resource 
to  continually  sharpen  the  detection 
capability  of  the  Hawkeye.  And  to 
sharpen  the  claws  of  Grumman 's 
combat  planes.  Result:  aircraft  that 
are  more  cost-effective.  Less  subject 
to  obsolescence.  More  dependable. 
And  able  to  perform  missions  no 
other  planes  can  perform. 

Only  GRUMMAN. 


GRUMMAN 


MeHdpedFM 

Home&lt  Sane  Pec 


Talk  about  an  identity  crisis. 

Here  we  are,  almost  50  years  old, 
and  many  people  confuse  us  with  a  candy 
company  from  the  Midwest. 

Now,  while  F&nnie  May  goes  to  work 
when  America  craves  a  sweet,we  go  to 
work  when  America  buys  a  home. 

Since  we  were  chartered  by  Uncle 
Sam  as  the  Federal  National  Mortgage 
Association  in  1938,  we've  been  buying 
mortgage  loans  from  lenders  so  they  11 
have  more  money  to  lend  to  homebuyers. 

Of  course,  some  of  the  confusion 
could  be  our  fault.  Flrst,we  abbreviated 
our  name  to"FNMA'.'Then  people  coined  a 
nickname-Fannie  Mae-that  stuck. 

In  1970,  things  got  even  fuzzier  when 
we  changed  from  a  government  agency 
into  a  private  business. 

Today,  we're  on  the"Big  Board,"with 
over  33,000  stockholders.We  pay  taxes 
at  the  full  corporate  rate.  In  terms  of  assets, 
we're  the  country's  fourth  largest  company 
with  over  $80  billion. 

We're  the  link  between  thousands  of 
lenders,  investors,  builders  and  real 
estate  professionals,  all  working  to  keep 
homeownership  affordable  for  millions 
of  Americans. 

So,  for  sweets,  see  them.  For  the  big 
ideas  in  American  home  finance,  see  us. 


^5t  FannieMae 


lion  Americans  Buy 
Thinks  SeflCandy 
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Whatever  si 


is  your  ousiness 


Just  remember,  nobody 
sizes  up  your  business  as 
well  as  Dodge. 

Because  only  Dodge  offers 
you  a  choice  of  so  many 
different  sized  vans. 

Beginning  with  our 
revolutionary  more  efficiently 
sized  Dodge  Mini  Ram  Van. 
It's  the  key  to  the  city.  Front- 
wheel  driven.  Incredibly 
maneuverable.  With  133  cubic 
feet  of  cargo  space.  Almost 
seven  feet  of  cargo  floor  length. 
And  1,710  pounds  of 
maximum  available  payload. 

Of  course,  if  you're  really  big 
in  business  and  need  a  van  that 
.can  carr.y  a  really  big  load, 


we've  got  your  size,  too.  Our 
Dodge  Maxi  Van.  With  up  to 
4,635  pounds  of  available 
payload.  Up  to  304.5  cubic  feet 
of  cargo  capacity.  And  the 
industry's  widest  standard 
side-door  opening. 

On  the  other  hand,  consider 
the  long  range  implications  of 
our  Long  Range  Ram  Van.  With 
a  sizeable  list  of  standard 
features,  including  a  35-gallon 
fuel  tank  that  can  take  your 
business  a  long,  long  way. 

And  while  you're  taking  the 
measure  of  our  Dodge  vans, 
size  up  our  standard  Dodge 
warranty  at  the  same  time. 
Five  years  or  50,000  miles, 
whichever  comes  first. 
Covering  the  entire  powertrain 
and  outer  body  rust-through. 


Standard  equipment.  At  no 
extra  cost* 

Considering  what  all  Dodge 
has  to  offer,  one  thing  should 
be  perfectly  clear.  One  size  or 
another  fits  all. 

But  see  for  yourself  at  your 
local  Dodge  dealer.  After  all,  it's 
your  business. 

'Limited  warranty  on  new  '85s.  excludes 
imports  and  leases.  A  deductible  applies.  Ask 
for  details. 

AMERICA'S  BEST  BACKED  TRUCKS 


I    RAM  $3 
TOUGH ^SSSt 

DIVISION  OF  CHRYSLER  CORPORATION 


B250  Maxi  Van 


BUCKLE  UP  FOR  SAFETY. 


Forbes 


Just  when  you  re  ready  to  throw  in  the  towel  and  buy  an  index 
fund,  along  comes  an  upheaval  month  like  January. 


The  last  shall 
be  first 


By  William  Baldwin 


Floor  frenzy  on  the  New  York  Stock  Exchange 
Every  dog  has  its  day. 


T\  he  institutions  can't  beat  the 
market,  declaims  Business  Week 
in  a  recent  cover  story.  On  Wall 
Street,  all  is  vanity  and  vexation  of 
spirit.  Why  not  buy  an  index  fund? 

Then,  along  comes  January.  The 
market  was  up  about  8%,  but  some 
institutional  investors  did  a  lot  better. 
Ten  currently  hot  mutual  funds  did  at 
least  twice  as  well  as  the  averages  last 
month  (see  table,  p.  40). 

Business  Week  was,  of  course,  discov- 
ering the  obvious.  The  institutions 
pretty  much  are  the  market  most  of 
the  time,  so  it  follows  that,  as  a  group, 
they  can't  beat  it.  But  some  institu- 
tions can  and  do,  just  as  some  individ- 
ual investors  can  and  do.  How  about 
Phil  Carret  (see  p.  170),  Larry  Tisch, 
John  Templeton? 

The  big  picture  is  one  of  futility  and 
lackluster,  but  the  small  picture  is 
one  of  winning  and  losing.  Who  won 
in  January?  Some  big  losers  for  1984. 
The  44  Wall  Street  Equity  Fund, 
which  last  year  lost  38  cents  of  every 
dollar  entrusted  to  it,  was  top  gainer 
in  January  1985.  Its  sister  fund,  44 
Wall  Street,  lost  an  incredible  60 
cents  on  the  dollar  for  1984  and  came 
in  second  last  month. 

Such  a  flip-flop  is  predictable.  Mon- 
ey managers  who  take  big  risks  with 
leveraged  or  venturesome  companies 
underperform  poor  markets  and  beat 
good  markets.  Says  A.  Michael  Lipper 
of  fund  watcher  Lipper  Analytical  Ser- 
vices,    Inc.:     "The     leading     group 
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Wall  Street  heats  up 


While  temperatures  set  record  lows,  the  Dow  set  a  record  high,  near  1293, 
returning  6.6%  for  January  (including  dividends). 


Dow  Jones  industrial  average  (monthly  closing  prices,  6/82  through  1/85) 
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The  500  stocks  in  the  broader  Standard  &  Poor's  index  did  better,  and 
many  reached  new  52-week  trading  highs.  Total  return:  7.8%. 


S&P's  500  composite  (monthly  closing  prices,  6/82  through  1/85) 

1 
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The  Wilshire  5000,  which  covers  just  about  every  stock  that  moves,  and 
some  that  don't,  gained  8.8%  for  the  month. 


Wilshire  5000  (monthly  closing  prices,  6/82  through  1/85) 


And  the  most  torrid  performance:  the  National  Association  of  Securities 
Dealers  Automated  Quotation  index,  with  a  12.9%  return. 


for  the  month  of  January,  up  13.5%,  is 
the  small-company  growth  funds. 
Other  than  gold,  that  was  the  worst 
group  last  year,  down  10.2%." 

Would  that  it  were  possible  to 
know  in  advance  which  months 
would  have  the  rallies.  Then  the  job  of 
selecting  a  mutual  fund  would  come 
down  to  picking  the  riskiest  one.  In 
1983,  near  the  top  of  the  market,  Mon- 
ey magazine  lauded  the  then-spectac- 
ular performance  of  Hartwell  Lever- 
age Fund,  adding,  "Be  ready  to  bail  out 
of  a  highflier  quickly,  with  profits  in- 
tact," when  the  market  turns  down. 
Good  advice,  but  how  does  one  know 
the  turning  points?  As  the  old  saying 
goes,  "They  ring  no  bells." 

Conversely,  anyone  waiting  on  the 
sidelines  for  the  perfect  moment 
could  miss  a  whole  year's  action  in 
one  of  these  one-month  wonders.  In 
1984  stocks  returned  11%  in  Au- 
gust but  6%  for  the  year,  which 
means  that  anyone  who  was  in  cash 
for  August  alone  probably  lost  money. 
Market  timing,  thy  name  is  futility. 

But  the  game  is  not  quite  so  hope- 
less for  someone  with  a  longer  view. 
Some  mutual  funds  deliver  respect- 
able performance  in  good  years  with- 
out giving  it  all  back  in  bad  ones;  that 
consistency  earns  them  a  place  on  the 
honor  roll  in  the  annual  Forbes  fund 
survey  (Aug.  27, 1984).  None  of  the  ten 
hot  funds  for  January  made  the  list. 

The  moral?  Don't  worry  too  much 
about  short-term  performance.  If  you 
missed  this  rally,  the  market  is  going 
to  be  around  for  quite  a  while.  ■ 


Hot  dogs 

Two  of  the  fund  industry's 
1984,  the  pair  from  44  Wall 
into  sizzling  performers  in 
uary  rally.  But  will  it  last? 

dogs  for 
, turned 
the  Jan- 

Fund                                              January  gain* 

44  Wall  Street  Equity 

29.1% 

44  Wall  Street 

22.5 

Fairfield 

19.5 

SteinRoe  Discovery 

19.4 

Hartwell  Leverage 

18.7 

Quasar  Associates 

17.5 

Thomson  McKinnon  Opport. 

17.1 

ABT  Emerging  Growth 

17.0 

First  Investors  Fund  for  Growth 

16.6 

First  Investors  Discovery 

16.5 

Dow  Jones  industrials 

6.6 

S&P's  500 

7.8 

Wilshire  5000 

8.8 

NASDAQ 

12.9 

'Including  dividends. 

Source-  CD  A  Investment  Technologies,  Inc. 
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Jack  Nasi)  and  Leon  Leiy  of  Odyssey  Partners 
"Deals  are  like  your  children.  You  really  can't  say  which  one  is  best. 


Btnno  Friedman 


Leon  Levy  and  Jack  Nash  are  a  dynamite 
team.  Along  with  a  passel  of  gilt-edged 
friends,  they  could  collect  hundreds  of  mil- 
lions from  the  carcass  of  a  thrice-bankrupt 
railroad. 

Take  a  ride  on 
the  Milwaukee 


By  Phyllis  Berrnan 


IF  A  FEDERAL  JUDGE  doesn't  Upset 
their  applecart,  Leon  Levy,  Jack 
Nash  and  their  well-heeled  part- 
ners stand  to  make  $200  million  or  so 
from  pulling  off  one  of  the  least  publi- 
cized market  coups  of  the  decade.  In- 
volved is  controlling  interest  in  the 
shares  of  the  Chicago  Milwaukee 
Corp.,  holding  company  of  the  bank- 
rupt Chicago,  Milwaukee,  St.  Paul  & 
Pacific   Railroad.    The   partners   and 


their  group  have  already  gained  more 
than  $150  million  in  paper  profits. 

Nash  and  Levy's  payoff  on  the  origi- 
nal investment  to  date  is  on  the  order 
of  7-to-l.  It  will  almost  surely  go 
much  higher  if  the  railroad  can  be  sold 
the  way  Levy  and  Nash  want  rather 
than  the  way  a  federal  judge  thinks  is 
in  the  public  interest.  A  recent  com- 
ment from  the  judge  sent  Chicago 
Milwaukee  stock  plunging  from 
198V4  to  \72Vi  in  a  single  day,  but  it 
rebounded  5 'A  points  the  next  day. 


There  are  always  appeals. 

Nash  and  Levy  are  not  bragging 
about  the  deal  yet.  More's  the  pity  for 
students  of  financial  finagling,  be- 
cause Levy  and  Nash  are  masters  at 
the  craft  of  turning  dross  into  gold  and 
bad  situations  into  good  ones. 

Note  that  it  was  a  railroad,  and  an 
orphan  of  a  railroad  at  that,  not  a 
glamorous  oil  or  movie  company.  But 
a  dollar  is  a  dollar  no  matter  where 
one  finds  it,  and  the  nice  thing  about 
bankrupt  railroads  is  that  they  don't 
attract  the  kind  of  competition  and 
bidding  an  oil  company,  say,  does. 

Here — with  a  little  help,  but  not 
much,  from  the  principals — Forbes 
reconstructs  the  Nash-Levy  Milwau- 
kee saga.  Connoisseurs  of  deals  will 
recognize  it  as  a  classic. 

By  way  of  background,  Levy,  59, 
and  Nash,  55,  made  their  names  in 
the  1970s  when  they  built  the  small 
brokerage  house  of  Oppenheimer  & 
Co.  into  a  major  institutional  broker 
and  later  took  control.  After  graduat- 
ing from  City  College  in  New  York, 
Levy  started  his  investment  career  as 
an  analyst  at  a  small  Wall  Street  firm 
and  then  moved  to  Oppenheimer  in 
1950.  Nash  joined  him  there  two 
years  later.  The  two  started  buying 
the  bonds  of  bankrupt  railroads  in  the 
Fifties.  These  paid  off  nicely. 
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In  the  Sixties  Levy  came  up  with 
the  idea  of  developing  a  strong  institu- 
tional sales  force  for  Oppenheimer, 
just  as  the  market  turned  institution- 
al. More  recently  Nash  and  Levy  are 
credited  with  pioneering  the  lever- 
aged buyout.  Not  bad  for  a  couple  of 
New  York  boys  who  started  out  with 
almost  no  capital  or  connections. 

At  what  may  well  have  been  the  top 
of  the  market  for  brokerage  houses, 
they  sold  Oppenheimer  to  British  in- 
terests in  1982  for  $163  million — not 
in  paper  but  in  real  money.  They  put 
their  share  into  their  Odyssey  Part- 
ners, a  name  that  reflects  Levy's  fasci- 
nation with  the  classics. 

Now  they  were  ready  for  some  big 
deals,  not  the  hard  slog  of  brokerage  or 
the  small  stuff.  While  still  at  Oppen- 
heimer they  had  taken  a  position  in 
the  Milwaukee  Road,  leveraging  their 
own  capital  with  gobs  of  outside  mon- 
ey attracted  by  their  reputation.  The 
group  included  such  luminaries  as 
Manhattan  real  estate  tycoon  Peter 
Sharp  and  banker  Ezra  Zilkha,  both 
members  of  The  Forbes  Four  Hun- 
dred; money  manager  George  Soros; 
and  the  private  Swiss  bank  Compa- 
gnie  de  Banque  et  d'Investissements. 

With  this  kind  of  firepower,  Odys- 
sey Partners  was  more  than  just  an 
investor.  It  was  in  a  position  to  take 
control  of  the  situations  it  invested 
in.  Together  the  group  owns  48.1%  of 
the  shares  of  the  Milwaukee.  In  the 
Seventies  Milwaukee  stock  sold  as 
low  as  3.  Levy  and  Nash  paid  about 
$25  per  share  for  their  200,000  shares, 
Peter  Sharp  a  bit  less.  Their  co-inves- 
tors paid  around  $50.  The  stock  has 
recently  gone  as  high  as  200,  and  the 
partners  haven't  sold  a  share  yet.  Levy 
and  Nash,  with  advice  from  Sharp,  are 
very  much  the  leaders  of  the  group; 
the  others  are  along  for  the  ride  on  the 
railroad. 

A  lucky  deal?  Nash  and  Levy  make 
their  own  luck.  Whereas,  in  the  tradi- 
tional bankruptcy,  the  courts  take 
over  and  the  shareholders  are  often 
wiped  out  to  protect  their  debtors, 
this  is  a  bankruptcy  where,  in  fact  if 
not  in  form,  the  controlling  share- 
holders pull  most  of  the  strings.  At 
every  step  of  the  bankruptcy  process 
they  have  intervened  decisively  to 
feather  their  own  nests — and  those  of 
the  other  shareholders. 

From  the  start  Levy  and  Nash  knew 
they  were  on  to  a  good  thing.  They  are 
not  the  kind  to  speculate  blindly. 
However,  they  probably  did  not  know 
how  good  a  thing.  The  evidence  sug- 
gests that  they  went  in  for  a  quick 
liquidation  and  a  quick  profit.  They 
went  for  a  snack  and  stayed  for  a  gour- 
met dinner.  Here's  an  excerpt  from 


CMC's  testimony  before  the  ICC, 
begging  that  the  road  be  put  out  of  its 
misery:  "The  Milwaukee  Road  should 
have  the  right  to  quit.  ...  Its  physical 
plant  is  almost  irredeemable;  its  fi- 
nancial condition  always  critical.  It 
is,  and  will  continue  to  be,  a  drain  on 
the  federal  budget.  .  .  .  The  central 
fact  in  this  proceeding  is  that  the  Mil- 
waukee Road  is  being  operated  solely 
by  federal  aid.  But  for  federal  aid,  con- 
tinued operation  would  be  impossi- 
ble." The  Nash  and  Levy  group  owned 
over  8%  of  the  company  and  was  fast 
accumulating  more  when  this  testi- 


mance.  No  one  could  accuse  them  of 
ducking  the  press.  But  they  were  ex- 
perts at  saying  nothing  of  substance. 

The  documents  Forbes  studied  tell 
the  story.  Bankrupt  for  the  third  time 
in  its  sad  history,  the  seemingly  hope- 
less Milwaukee  Road  was  in  the 
hands  of  trustee  Richard  Ogilvie,  for- 
mer governor  of  Illinois,  in  1979. 
Against  heavy  odds,  Ogilvie  actually 
created  a  salable,  and  then  profitable, 
core  railroad.  Salable,  but  at  what 
price?  It  was  at  this  point  that  Levy 
and  Nash  showed  they  were  a  lot 
more  than  merely  passive  investors. 


ramann/Garunan  Agency 


CMC's  Bensenville  Yard  in  Chicago 

Take  the  land  and  let  the  rail  yards  go. 


mony  was  given. 

But  the  Interstate  Commerce  Com- 
mission didn't  want  Wall  Street  types 
feasting  off  dying  railroads.  The  ICC 
is  charged  with  keeping  as  much  rail 
service  going  as  possible.  The  com- 
mission prevented  a  quick  liquida- 
tion. Nash  and  Levy  now  say  that 
they  always  were  willing  to  hang  in 
for  the  long  haul,  that  they  wanted  to 
restore  the  railroad.  In  retrospect, 
Levy  argues  that  he  saw  long  ago  that 
the  federal  government  would  en- 
courage coal-carrying  railroads.  Per- 
haps he  did  see  this.  He  has  quite  a 
reputation  for  seeing  patterns  that 
elude  other  people. 

Responding  to  questions  from 
Forbes,  Levy,  a  rumpled,  rotund  man, 
played  his  usual  part,  the  bumbling 
professor.  Nash,  who  would  not  need 
much  makeup  to  portray  a  tough  guy  in 
the  movies,  gave  our  reporter  the  busi- 
ness: All  through  the  interview  he 
rarely  looked  at  her,  instead  watching 
stock  prices  on  a  screen  overhead,  only 
interrupting  occasionally  and  casually 
to  correct  a  figure  or  fact  given  by  the 
absentminded  professor.  A  nice  perf or- 


Nash  and  Levy  fought  seven  bids 
that  Ogilvie  brought  to  the  table.  Any 
of  the  bids  would  have  looked  good  in 
the  early  stages  of  the  Nash-Levy 
coup.  But  these  shrewd  opportunists 
grasped  that  the  situation  had 
changed  greatly  in  their  favor.  The 
railroad  was  no  longer  bleeding,  and 
the  nation  had  recognized  the  impor- 
tance of  maintaining  rail  freight  ser- 
vice. Nash  and  Levy  held  out  for  a 
higher  price.  A  quick  liquidation  was 
not  in  the  cards,  but  Levy  and  Nash 
saw  how  they  could  turn  this  seeming 
setback  into  a  pot  of  gold. 

The  trustee  and  the  ICC  wanted  to 
run  a  railroad,  not  scrap  a  railroad. 
Loosely  defined,  the  objectives  of  a 
reorganization  in  a  rail  bankruptcy 
are  to  protect  the  public  interest,  with 
continued  rail  service  where  possible, 
as  well  as  the  interests  of  creditors 
and  employees.  Trustee  Ogilvie  felt 
the  best  way  to  do  this  was  to  sell  off 
some  of  the  railroad's  timberland  and 
mineral  rights  to  pay  down  debt,  and 
rehabilitate  the  backbone  of  the  sys- 
tem, the  main  line  between  Chicago, 
Milwaukee     and    Minneapolis.     He 
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planned  to  sell  or  shut  down  service 
on  much  of  the  railroad's  transconti- 
nental line,  which  has  never,  in  its  75- 
year  history,  been  a  profitable  part  of 
the  Milwaukee's  operation.  This 
would  have  reduced  the  Milwaukee 
to  a  profitable  grain-  and  coal-carry- 
ing core  railroad. 

When  the  court  approved  Ogilvie's 
plan,  the  shareholders'  hopes  for  a 
simple  liquidation  were  lost.  Even  in 
a  sale  to  another  railroad,  the  Milwau- 
kee would  probably  bring  only  its  val- 
ue as  a  going  concern,  not  its  liquida- 
tion value.  Moreover,  to  achieve  his 
goal,  Ogilvie  needed  funds  from  the 
Federal  Railroad  Administration, 
among  others.  The  FRA  demanded 
the  debt  be  senior  to  the  claims  of  the 
unsecured  creditors  of  the  Milwaukee 
Road  and  certainly  to  the  common 
stockholders.  Result:  Milwaukee 
stock  dropped  25%  in  a  single  week. 
Levy  and  Nash,  now  on  the  other  side 
of  the  table  from  Ogilvie,  began  to  get 
sweaty  palms.  But  when  rumors  start- 
ed flying  that  the  Milwaukee  would 
be  acquired  by  the  Grand  Trunk  West- 
ern Railroad,  Levy  and  Nash  stepped 
up  their  buying.  Their  group  raised  its 
stake  to  32.3%. 

Grand  Trunk's  offer  came  through 
in  May  1982.  Grand  Trunk  wouldn't 
pay  a  dime  in  cash  but  would  take 
over  $250  million  of  the  Milwaukee's 
debt.  The  Milwaukee  Land  Co.,  the 
unit  that  held  the  remaining  timber- 
land,  would  stay  with  CMC  share- 
holders. However,  the  valuable  tax- 
loss  carryforward  of  $264  million 
would  go  to  Grand  Trunk  rather  than 
to  Milwaukee  shareholders.  Not  a 
great  deal  for  the  Levy-Nash  crew. 

That  settled  it.  Jack  Nash  would  no 
longer  leave  the  outcome  of  this  in- 
vestment in  the  hands  of  Richard 
Ogilvie.  To  assure  that  the  railroad 
would  be  sold  for  the  price  he  wanted, 
he  got  busy  hiring  valuation  experts, 
an  investment  banking  firm  and  three 
different  law  firms:  a  Washington, 
D.C.  firm  to  handle  proceedings  be- 
fore the  ICC,  one  in  Chicago  to  repre- 
sent the  group's  interest  before  the 
bankruptcy  court  and  a  third  one  in 
New  York  to  plot  his  strategy. 

The  legal  battle  has  cost  CMC  close 
to  $10  million  so  far,  but  Levy  and 
Nash  consider  it  money  well  spent. 
"Let's  just  say  that  a  lot  of  bankers 
and  lawyers  are  sending  their  kids  to 
school  on  this  deal,"  says  Peter  Sharp. 

It  was  the  valuation  experts'  job  to 
explore  what  the  "unification  bene- 
fits" would  be — in  other  words,  what 
the  Milwaukee  would  be  worth — to 
likely  partners.  They  came  up  with  a 
range  of  $360  million  to  $670  million. 
Levy  and  Nash  set  that  as  their  goal. 


The  sum  of  its  parts 


Once  stretching  from  Illinois  to  Washington  State,  the  Milwaukee 
Road  is  now  strictly  a  Midwest  operation.  When  the  transcontinental 
lines  shut  down  for  good  in  1980,  thousands  of  properties  large  and 
small  were  left  behind.  Although  many  of  those  properties  have  been 
sold  off,  23,000  acres  scattered  across  sites  in  14  states  still  remain, 
including  several  abandoned  rail  yards  and  switching  stations.  Now, 
thanks  to  a  spirited  bidding  war  for  the  Milwaukee  Road,  its  stock- 
holders could  walk  away  with  $360  million  in  cash  if  the  deal  from  the 
high  bidder,  the  Chicago  &  North  Western  Railroad,  goes  through.  In 
addition,  the  C&NW  would  take  on  $420  million  of  Milwaukee  debt. 
The  big  kicker  on  top  of  that  is  the  prime  real  estate,  including  big 
downtown  locations  in  the  cities  marked  below.  If  the  C&NW  deal  is 
accepted,  these  properties  will  revert  to  the  Milwaukee  shareholders. 
All  that  would  add  up  to  many  times  their  original  investment  and  far 
more  than  the  railroad  was  once  thought  to  be  worth. 


Q  Chicago,  Milwaukee,  St.  Paul  and  Pacific  Railroad 
I    I  Abandoned  track 
_]  Track  under  lease  from  other  lines 


At  any  cost  they  would  block  the 
ICC's  Grand  Trunk  deal. 

Then  Levy  and  Nash's  investment 
bankers  went  to  work.  Fred  Smith, 
First  Boston's  rail  specialist,  got  on 
the  telephone  to  other  railroads  to 
interest  them  in  the  3,100-mile  line. 

The  Washington,  D.C.  law  firm  of 
Hogan  &  Hartson  gave  the  partners 
good  value  for  their  money.  H&H 
came  up  with  a  legal  basis  with  which 
Jack  Nash  and  Leon  Levy  could  reject 
any  and  all  proposals  that  did  not 
please  them.  The  law,  they  claimed, 
as  established  in  a  1954  Supreme 
Court  decision,  St.  Joe  Paper  Co.  v.  the 
Atlantic  Coast  Line  Railroad,  was  that 
the  ICC  could  not  impose  a  compul- 
sory merger  over  the  objections  of  a 
railroad's  shareholders.  The  ICC 
would  later  rule  that  this  court  case 
was  irrelevant  in  these  circum- 
stances, but  the  legal  claim  bought 
time  for  Levy  and  Nash.  It  also  served 
notice  on  the  trustee  that  he  would  be 
wise  to  consult  Nash  and  Levy  before 
selling  the  railroad. 

Nash,  the  tough  bargainer,  got  what 
he  wanted:  a  bidding  war  between  the 


Soo  Line  Railroad  and  the  Chicago  & 
North  Western.  The  Soo  wanted  the 
railroad  to  ship  grain  and  minerals 
from  Canada.  The  C&NW  wanted  to 
eliminate  1,000  miles  of  Milwaukee 
track  that  duplicated  its  own  line  to 
yield  marketing  and  cost  advantages. 

Grand  Trunk,  the  first  bidder,  had 
offered  merely  to  take  over  Milwau- 
kee debt.  What  would  the  C&NW 
pay?  It  offered  to  assume  the  same 
debt  and,  to  sweeten  the  pot,  permit 
Milwaukee  to  keep  its  big  tax  credit. 
Still  no  cash. 

Enter  the  Soo  Line,  56% -owned  by 
the  Canadian  Pacific  Ltd.  The  Soo 
topped  the  early  C&NW  offer.  But 
before  Nash  was  finished,  C&NW 
President  James  Wolfe  had  raised  his 
offer  to  $366  million  in  cash,  stock 
and  notes  and  agreed  to  shoulder  $420 
million  in  Milwaukee  debt.  Add  it  all 
up  and  the  C&NW  was  now  offering 
$786  million — three  times  the  Grand 
Trunk's  original  offer  and  $211  mil- 
lion more  than  the  final  Soo  offer. 

Trustee  Ogilvie  approved  the 
C&NW  deal,  but  the  ICC  judges  the 
Soo  offer  as  more  in  the  public  inter- 
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est.  If  this  view  is  finally  upheld  in  the 
courts  when  the  dust  clears,  Nash  and 
Levy  will  get  a  lot  less.  However, 
Trustee  Ogilvie  is  now  firmly  in 
agreement  with  the  Nash-Levy  camp 
in  backing  the  C&.NW  offer,  and  there 
is  no  doubt  the  partners  have  the  legal 
and  financial  clout  to  hold  out  for  the 
higher  offer.  Like  a  great  poker  player, 
Nash  has  played  his  hand  for  all  it's 
worth.  The  Soo  offer  not  only  in- 
volves less  cash  but  also  would  leave 
the  surviving  company  with  less  po- 
tentially valuable  real  estate.  Nash 
clearly  has  no  intention  of  settling  for 
less  than  the  entire  pot.  Lawyers  for 
the  Milwaukee  can  be  expected  to 
appeal  any  decision  giving  the  rail- 
road to  the  Soo,  and  Ogilvie  has  pre- 
dicted lengthy  litigation.  So,  as  things 
stand,  a  delay  is  about  the  worst  thing 
that  could  afflict  the  partners. 

Once  the  railroad  sale  is  completed, 
Levy  and  Nash  can  get  down  to  the 
really  juicy  part  of  the  deal.  The 
C&NW,  for  example,  runs  parallel  to 
the  Milwaukee  on  about  one-third  of 
its  tracks.  If  it  wins,  there  would  be 
lots  of  duplicate  rail  yards  and  termi- 
nals. C&.NW  wants  many  of  these 
shut  down.  Fine.  Levy  and  Nash  are 
happy  to  oblige.  CMC  would  get  to 
keep  many  of  the  abandoned  proper- 
ties. One  particularly  valuable  piece 
marked  for  liquidation  under  the 
C&.NW  offer  is  a  435-acre  site  adjacent 
to  O'Hare  Airport  and  until  now  the 
Milwaukee's  major  Chicago  switch- 
ing yard.  What  is  that  tract  worth? 
There  is  no  saying,  because  as  a  rail 
yard  it  is  slummy.  It  is  appraised  in  the 
reports  at  $28  million— $64,000  an 
acre.  Redeveloped,  it  could  be  worth 
much  more. 

The  same  applies  to  thousands  of 
other  properties  scattered  over  14 
states.  Whatever  the  deal,  these  will 
belong  to  the  stockholders  when  the 
deal  is  done.  This  is  what  Levy  and 
Nash  wanted  from  the  beginning. 
Now  they  stand  an  excellent  chance  of 
getting  it,  plus  whatever  they  get  for 
the  railroad  itself. 

Levy  and  Nash  are  the  ultimate 
pragmatists.  "We  first  started  buying 
the  mortgage  bonds  of  the  railroad  in 
1977,"  says  Levy.  "But  it  wasn't  until 
we  saw  a  Ford,  Bacon  &.  Davis  report 
commissioned  by  the  trustee  that  said 
the  assets  of  the  railroad  exceeded  its 
liabilities  by  100%  that  we  bought  the 
stock."  When  they  bought,  they  and 
their  co-investors  went  in  all  the  way, 
for  they  saw  that  they  had  more  to  gain 
than  just  a  fast  liquidation  profit. 

Why  was  there  so  great  an  imperfec- 
tion in  the  market?  Why  were  the 
partners  able  to  buy  this  potentially 
valuable  stock  so  chea  ly?  Why  didn't 


other  smart  investors  see  what  Levy 
and  Nash  saw?  They  did,  but  the  un- 
certainties scared  them  off.  Nobody 
knew  what  the  assets  would  bring  in 
liquidation  or  how  long  it  would  take 
to  turn  a  rundown  railroad  into  cash.  It 
may  take  longer  than  Leon  Levy  ex- 
pected, but  the  payoff  should  be  great- 
er than  he  expected,  too.  The  real  dif- 
ference is  that  Levy  and  Nash  have 
confidence  in  their  ability  to  influence 
the  course  of  events. 

Nash  and  Levy  are  vague  when  they 
talk  about  the  deal.  The  partners  are 
extremely  statesmanlike.  Much  talk 
about  federal  coal  and  energy  policy 
and  the  like.  Much  gracious  willing- 
ness to  spread  credit  for  the  deal.  They 
certainly  sound  like  winners. 

"Those  bankers  at  Lehman  deserve 
a  lot  of  praise  for  their  timing  in  selling 
off  the  timber  assets.  They  sold  them 
right  at  the  very  top  of  that  market," 


says  Levy.  Adds  Nash,  "The  trustee 
has  just  done  a  spectacular  job  of  han- 
dling this  reorganization." 

To  hear  them  talk  you  would  think 
they  play  only  a  minor  role  in  the 
proceedings.  But  that's  what  they 
want  everyone  to  believe. 

"Will  this  be  the  best  deal  you've 
ever  done?"  Forbes  puts  the  question 
to  Nash  and  Levy  with  Peter  Sharp  in 
attendance.  For  the  first  time  in  the 
course  of  the  interview  Nash  moves 
his  eyes  from  the  stock  screen  and 
looks  thoughtfully  at  Levy  and  at 
Sharp.  They  all  smile.  Finally  Nash 
replies:  "Deals  are  like  your  children. 
You  really  can't  say  which  one  is 
best."  Then  all  three  giggle  like  kids 
who  have  just  gotten  away  with 
something. 

They  haven't  gotten  away  with  it 
quite  yet.  But  don't  bet  against 
them.  ■ 


Its  the  Japanese  who  have  most  to  lose 
from  South  Korea's  entry  into  semiconduc- 
tors—for now.  But  American  businessmen 
should  not  breathe  too  easily. 


Korea  chips  away 


By  Andrew  Tanzer 


F|  irst  they  attacked  Japan  in 
shipbuilding  and  steel.  Then 
microwave  ovens  and  color  TVs. 
Now  the  ambitious  South  Koreans  are 
nipping  at  the  Japanese  in  producing 
the  late  20th  century's  primary  indus- 
trial building  block — the  integrated 
circuit  (IC).  Korean  chipmakers  are 
aiming  at  market  segments  dominat- 
ed by  the  Japanese  right  now,  and 
American  businessmen  are  helping 
them  along. 

Mitchell  Bohn  is  vice  president  of 
finance  and  administration  at  Milpi- 
tas,  Calif. -based  LSI  Logic,  which  has 
licensed  Korea's  Gold  Star  Semicon- 
ductor, Ltd.  to  manufacture  gate  ar- 
rays (semifinished  chips  buyers  can 
customize  to  their  own  specifica- 
tions). Bohn  says,  "Clearly  Japan  has 
more  to  fear  from  the  emergence  of 
Korea  in  the  high-technology  busi- 


ness than  the  U.S.  has  to  fear." 

The  assault  is  being  led  by  Korea's 
huge  chaebol,  the  powerful  industrial 
combines  reminiscent  of  Japan's  pre- 
war zaibatsu.  They  are  buying  tech- 
nology from  American  semiconduc- 
tor houses  and  setting  up  chip  design 
and  marketing  centers  in  Silicon  Val- 
ley. From  these  outposts  they  are  tap- 
ping U.S.  engineering  talent,  then 
shipping  the  IC  prototypes  back  to 
Korea  for  mass  production.  There, 
construction  teams  work  around  the 
clock,  seven  days  a  week,  to  set  up 
modern  wafer-fabrication  plants  in 
eight  months — half  the  time  it  takes 
to  build  a  similar  factory  in  the  U.S. 
and  two-thirds  the  time  it  takes  in 
Japan.  Says  Gene  Norrett,  director  of 
the  Japanese  semiconductor  industry 
service  at  the  market  research  firm 
Dataquest:  "The  Koreans  are  trying  to 
do  in  5  years  what  the  Japanese  did  in 
20  years." 
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Hyundai  Electronics  America  s  Hoon  Yang 

Products  hatched  in  a  Silicon  Valley  lab,  reared  in  Korea. 


Take  the  $10  billion  (1983  sales) 
Hyundai  Group,  largest  of  the  chaebol. 
By  the  end  of  1985,  says  Hoon  Yang, 
senior  vice  president  of  Santa  Clara, 
Calif.-based  Hyundai  Electronics 
America,  Hyundai  will  have  sunk 
nearly  $350  million  into  semiconduc- 
tor-production facilities  (not  counting 
$50  million  for  Hoon  Yang's  oper- 
ation in  Santa  Clara). 

Samsung,  another  of  the  top  chaebol 
(1983  sales,  $7  billion),  opened  a  Santa 
Clara  chip  design  center  in  1983.  Sam- 
sung intends  to  invest  $500  million  in 
semiconductor  production  capacity 
by  1987.  A  third  industrial  colossus, 
the  Lucky-Goldstar  Group  (sales,  $7 
billion),  is  spending  hundreds  of  mil- 
lions in  a  joint  venture  with  AT&T  in 
Korea  to  make  semiconductor  and 
switching  systems.  Gold  Star  also  is 
producing  the  Z80  microprocessor 
under  license  from  Zilog.  It  acquired 
64K  D-RAM  technology  from  Ad- 
vanced Micro  Devices  in  late  1984. 

Not  to  be  outdone,  Samsung,  the 
most  advanced  in  technological 
knowhow  of  the  Korean  pack,  began 
shipping  a  64K  D-RAM,  made  from 
Micron  Technology  designs,  in  the 
fourth  quarter  of  1984.  Samsung  says 
it  will  begin  selling  Micron-designed 
256K  D-RAM  chips  in  the  second 
quarter  of  this  year.  Hyundai  expects 
to  ship  its  first  products,  16K  static 
RAMs  and  128K  ROMs,  in  the  second 
quarter;  both  are  being  hatched  in  its 
Silicon  Valley  lab. 

Note  that  the  Koreans  are  not — 
yet — producing  the  most  sophisti- 
cated chips,  in  which  American  pro- 
ducers have  retained  the  advantage. 
Instead,  the  Koreans'  first  assault  will 


be  on  commodity  chips,  over  which 
the  Japanese  now  reign.  These  chips 
are  characterized  by  relatively  stan- 
dardized designs,  high  volumes  and 
low  margins. 

Thanks  to  their  cheap  labor  and 
high  productivity,  the  Korean  produc- 
ers may  wring  a  little  profit  from 
these  commodity  chips,  but  not 
much.  Samsung,  for  instance,  will 
probably  lose  money  on  its  64K  D- 
RAM  chips.  It  will  try  to  make  back 
those  losses  with  the  256K  D-RAM, 
when  it  begins  shipping. 

Why  don't  the  Koreans  simply  buy 
whatever  chips  they  need  from  Japan? 
Because  they  don't  trust  their  former 
masters  across  the  Tsushima  (or  Ko- 
rea) Strait.  They  want  a  chip  industry 
of  their  own.  "The  Japanese  control 
the  price  and  sales  volume  of  ICs, 
which  means  they  can  control  the 
systems  products  made  from  ICs,"  ex- 
plains Yu  Young  Uk,  director  of  the 
U.S.  office  of  the  Korea  Institute  of 
Electronics  Technology,  a  Korean 
government-backed  microelectronics 
R&D  agency. 

For  the  time  being,  a  substantial 
portion  of  Korean  chip  production 
will  be  exported  in  the  form  of  down- 
stream electronics  products — TVs,  in- 
expensive computers,  microwave 
ovens,  VCRs  and  the  like — where  Ko- 
rea competes  mainly  against  Japan. 
But  no  one  thinks  Korea's  semicon- 
ductor ambitions  will  stop  there.  "Ul- 
timately, as  they  build  capacity,  they 
will  address  the  merchant  market," 
says  LSI  Logic's  Bohn. 

That  day  may  be  closer  than  the 
Japanese  would  care  to  admit.  Many 
analysts  believe  Gold  Star  Semicon- 


ductor, which  currently  supplies 
most  of  its  output  to  subsidiaries  in- 
side the  Lucky-Goldstar  Group,  will 
become  an  aggressive  chip  exporter 
within  a  year  or  two.  And  Samsung 
and  Hyundai  plan  to  sell  about  90%  of 
their  chip  output  overseas. 

The  Koreans  will  have  their  hands 
full  selling  chips  in  the  U.S.  market. 
Samsung,  with  the  capacity  to  pro- 
duce 2  million  to  3  million  64K  D- 
RAMs  a  month,  is  shipping  only  1 
million,  partly  because  it's  selling 
into  an  anemic  market  (the  company 
still  hopes  to  capture  5%  to  10%  of 
the  world  market  for  the  chip  in 
1986).  Cutthroat  pricing  alone  will 
not  be  enough.  The  Koreans  must 
gain  the  confidence  of  distributors 
and  computer  manufacturers  that  pre- 
fer to  buy  American  first  and  Japanese 
second. 

"If  they  have  quality,  then  there  is  a 
reason  [for  the  Japanese]  to  be  scared 
on  pricing,"  says  Alex  Sandel,  presi- 
dent of  Cal-Abco,  a  Los  Angeles-based 
silicon  chip  distributor.  "If  they  don't 
have  the  quality,  they  won't  be  a  con- 
tender because  the  industry  is  very 
quality-conscious." 

Given  the  Koreans'  proven  talents 
in  other  mass-production  fields,  few 
ultimately  doubt  their  ability  to  com- 
pete effectively  in  chips.  Some  ana- 
lysts believe  downward  pressure  from 
the  Koreans  on  prices  of  memory 
chips  may  be  felt  within  a  year  or  two. 

Beyond  that  it  may  be  U.S.  compa- 
nies' turn  to  worry.  "They  [the  Kore- 
ans] will  be  followers  for  a  while," 
says  Cal-Abco's  Sandel.  "But  five 
years  ago  the  Japanese  were  copiers. 
Now  they're  innovators."  ■ 
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In  California,  and  perhaps  across  the 
country,  millions  of  people  will  do  any- 
thing to  lose  weight.  Anything. 


Herbalife, 
anyone? 


By  Ellen  Paris 


Even  among  the  glitziest  of 
southern  California's  bright 
young  millionaires,  Mark 
Hughes  cuts  quite  a  figure.  Blow- 
dried,  tall  and  evenly  tanned,  Hughes 
paid  around  $7  million  for  country 
rock  star  Kenny  Rogers'  Bel  Air  man- 
sion last  year.  Last  December  he  mar- 


ried Angela  Mack,  a  former  Swedish 
beauty  queen,  then  whisked  her  off  on 
a  20-day  Hawaiian  honeymoon. 
Hughes  claims  his  money  comes  from 
the  company  he  founded,  Herbalife 
International,  whose  annual  rev- 
enues, he  swears,  are  near  $500  mil- 
lion. An  unaudited  internal  work- 
sheet Hughes  supplied  to  Forbes 
states    that    Herbalife's    gross    sales 


Herbalife  International's  founder  and  chief  executive.  Mark  Hughes 
"I  could  care  less  what  the  media  thinks." 


came  to  $488  million  in  fiscal  1985 
(ended  Jan.  31).  Herbalife  is  five  years 
old.  Mark  Hughes  is  29.  Ah,  southern 
California. 

If  you  are  not  one  of  the  millions  of 
Americans  who  would  rather  lose 
weight  first  and  then  ask  how  they 
lost  it,  you  may  not  know  Hughes' 
products  firsthand.  But  you  have 
probably  heard  mention  of  Herbalife. 
It  caters  to  the  country's  lose-weight- 
fast  neurosis  with  state-of-the-art 
hucksterism.  Tens  of  millions  of 
Americans  who  subscribe  to  the  USA 
Cable  Network  and  scores  of  indepen- 
dent cable  channels  are  exposed  to 
various  Herbalife  programs.  These 
shows,  slickly  produced  and  usually 
running  two  to  three  hours,  are  full  of 
inspiring  testimonials  from  common 
people  and  resemble  old-style  revival 
meetings  in  their  fervor.  Hughes,  the 
firebrand  preacher  in  these  shows, 
pays  handsomely  to  air  them.  Dozens 
of  other  testimonials  appear  in 
Hughes'  slick  monthly  magazine, 
Herbalife  Journal.  For  the  printed  puffs 
Hughes  pays  $200  each. 

Or  perhaps  you  have  noticed  all 
those  Herbalife  bumper  stickers.  Or 
been  approached  on  the  street  by 
Hughes'  salesmen — "distributors,"  as 
they  are  called — wearing  large  shiny 
buttons  with  the  legend  "Lose  weight 
now/Ask  me  how!" 

Hughes  claims  he  now  has  over 
700,000  Herbalife  distributors 
throughout  the  U.S.,  Canada,  Austra- 
lia and  the  U.K.  The  Herbalife  Journal 
assures  incoming  salesmen  that  the 
company's  top  producers  earn 
$25,000 — a  month — and  more,  some- 
times a  lot  more.  Canadian  distribu- 
tor Larry  Shine,  reached  by  phone  at 
his  Calgary  home,  claims  that  he  and 
his  wife,  Joan,  have  earned  an  average 
of  $100,000  a  month  for  the  past  nine 
months  with  Herbalife. 

Herbalife  is  your  basic  multilevel, 
direct  sales  organization.  Salesmen  at 
higher  levels  in  the  hierarchy  receive 
royalties  on  orders  filled  by  salesmen 
they  recruit,  and  so  on,  as  the  pyra- 
mid's base  expands.  At  the  apex  sits 
Hughes,  whose  income  grows  geo- 
metrically as  the  base  expands.  New- 
comers buy  merchandise  at  a  25% 
discount  and  peddle  it  to  their  friends, 
relatives  and  hairdressers.  (Hughes' 
"Whom  Do  I  Know"  list  runs  to  60 
prospects,  from  your  spouse's  bridge 
partner  to  your  kid's  scoutmaster.) 
Once  he  books  $4,000  worth  of  orders 
in  one  month  (including  $1,000  of  his 
own  sales),  the  salesman  becomes  a 
supervisor.  Supervisors  get  50%  off 
the  retail  price  and  sell  the  Herbalife 
factory's  goods  to  their  own  custom- 
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IT  ISN'T  ESSENTIAL  THAT  ONE  EXPERIENCE  OTHER 
IARS  BEFORE  BUYING  A  SAAB. 

BUT  IT  CAN  BE  VERY  CONVINCING. 


The  road  to  a  Saab  is  littered  with 
tie  hulks  of  cars  you  thought  would  be 
ist  what  you  wanted,  but  weren't. 

When  you  wanted  style,  that's  just 
rtiat  you  got.  You  got  mundane  engi- 
neering clothed  in  futuristic  dazzle.  A 
ruck  in  a  tuxedo. 

When  you  wanted  power,  you  went 
ut  and  bought  it.  You  bought  twice  as 
lany  cylinders  as  necessary.  Twice  as 
lany  carburetor  barrels.  Twice  as 
lany  exhaust  pipes. 

When  you  wanted  economy,  you 
new  where  to  find  it.  You  found  it  in  a 
lain  brown  wrapper.  No  frills.  No 
npleasant  surprises.  No  pleasant 
nes,  either. 

Whenever  you  wanted  any  of  these 
lings,  you  never  had  trouble  getting 
lem  in  a  car. 

The  trouble  was,  you  could  never 
et  them  all  in  the  same  car. 

The  ideal  car 
should  do  everything  well. 

You  can  tell  how  close  a  carmaker 
as  come  to  making  the  ideal  car  by 
xamining  that  car's  strong  points. 

Paradoxically,  there  really  shouldn't 
eany. 

For  example,  Saabs  are  generally 
lought  to  be  fine-handling  cars.  Yet,  a 
aab's  handling  complements,  rather 
lan  overshadows,  its  performance, 
'hich  is  equally  impressive. 

And,  since  there  is  no  compelling 
^ason  a  Saab's  performance  and  nan- 
ling  can't  be  compatible  with  comfort, 
Dom  and  utility,  a  Saab  has  those 
lings  too. 

A  Saab  could  never  be 
your  first  car. 

Every  year,  an  increasing  number  of 
rivers  are  discovering  that  a  Saab  is 
ose  to  their  personal  ideal  of  what  the 
leal  car  should  be:  fun  to  drive,  practi- 
al,  comfortable  and  durable. 

But  it's  doubtful  they  would  have 
ver  recognized  all  these  Saab  virtues 
athout  having  lived  through  other 
ars'  shortcomings. 

Which  is  why  it's  a  relatively  safe 
ssumption  that  a  Saab  could  never  be 
our  first  car. 

Although  it  is  highly  likely  it  could  be 
our  last. 


The  most  intelligent  car  ever  built. 


abs  range  in  price  from  $11,850  for  the  900  3-door,  5-speed  to  $18,620  for  the 900  4-door.  5-speed.  16-valve Turbo.  Manufacturer's  suggested  retail  prices.  Not  including  taxes,  license,  freight,  dealer 
arges  or  options.  There  are  a  limited  number  of  Turbo  models  available  with  Saab's  Exclusive  Appointments  group,  which  includes  leather  upholstery:  tog  lights,  anil  electric  sunroof,  nl  additional  cost. 
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yoifre  traveling  in  the  wrongcircles. 


Coleman*  Folding  Camping  Trailers. 
The  undisputed  king  of  the  road 


Coleman  Tents. 
Millions  of 
campers  call 
them  home. 


Coleman  ^ 
Cookiri  Machine™ 
As  a  total 
cooking  system, 
there  is  no 
competition. 


Coleman  Camp  Stoves. 
Number  one  at  mealtime. 


Coleman  Coolers  and  Jugs.  America's  number  one 
traveling  companions. 


vorld 


Coleman 

Sleeping 

Bags. 

One  of 

Americas 

favorite 

places 

to  camp! 


Most  people  know  Coleman  makes  lanterns.  What  they  don't  know  is  we  also  make  more 
nping  equipment  than  anyone  in  the  world.  For  an  illuminating  look  at  the  strategy 
bind  our  surprising  leadership  in  outdoor  recreation  as  well  as  home  comfort  and  1 1 
irine  products,  call  1-800-521-4900,  Ext  50.  In  MN,  1-800-642-2800,  Ext  50. 
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ers  and  to  their  recruits  who,  in  turn, 
are  out  selling  to  their  friends,  rela- 
tives and  hairdressers. 

The  arithmetic  works  wonders,  as 
Shaklee  Corp.  has  proved.  But  many 
multilevel  organizations  collapse 
when  the  pyramid  stops  expanding. 
That  is  why  state  and  federal  lawmen 
look  very  closely  at  most  multilevel 
selling  schemes,  Hughes'  Herbalife 
included.  No  complaint  has  been  filed 
against  Herbalife  or  Hughes.  "Let's 
just  say  that  the  State  Attorney  Gen- 
eral's office  is  looking  into  certain 
things  about  Herbalife  that  were 
brought  to  our  attention,"  Peter  De- 
Mauro,  a  California  deputy  attorney 
general,  tells  Forbes. 

For  an  entrepreneur  not  yet  30, 
Mark  Hughes  learned  quite  a  bit 
about  pyramid  operations  at  an  early 
age.  According  to  Hughes,  in  1976  he 
began  selling  Slender  Now  diet  prod- 
ucts for  Seyforth  Laboratories,  a  mul- 
tilevel direct  sales  operation,  and 
quickly  became  one  of  the  company's 
top  100  earners.  But  Seyforth  col- 
lapsed in  early  1979. 

Hughes  next  sold  exercise  equip- 
ment and  diet  products,  manufac- 
tured by  another  direct  sales  shop  that 
disappeared  at  the  end  of  1979. 

In  February  of  1980  Hughes  found- 
ed Herbalife  with  help  from  Richard 
Marconi,  who  had  manufactured  diet 
products  for  Slender  Now.  Hughes, 
who  was  born  in  Lynwood,  Calif,  and 
spent  3  Vi  years  at  a  home  for  emotion- 
ally disturbed  teenagers,  says  he  has 
been  interested  in  nutrition  since  he 
was  18,  when  his  mother  died  from  an 
overdose  of  diet  pills. 

What  exactly  are  these  miracle 
products  Hughes  and  his  700,000 
salespeople  are  selling?  "What  we  [are 
selling]  is  good  nutrition,"  says 
Hughes.  "I  know  what  our  products 
stand  for,  and  I  could  care  less  what 
the  media  thinks." 

Forbes  interviewed  six  leading  phy- 
sicians and  nutritionists  around  the 
country  who  have  scrutinized  Herba- 
life products.  Their  basic  conclusion: 
The  Herbalife  regime — which  recom- 
mends taking  around  20  pills  a  day — 
and  Herbalife  products  combine  to 
give  the  body  a  sense  of  satiety. 

Moreover,  the  physicians  and  nutri- 
tionists agreed  that  Herbalife  prod- 
ucts contain  potentially  harmful  laxa- 
tives and  diuretics  (as  do  some  other 
weight-loss  products).  Of  Herbalife's 
weight-loss  claims,  Dr.  Darlene  For- 
ester, a  food  and  nutrition  specialist  at 
the  University  of  Kentucky,  says:  "I 
imagine  people  lose  weight  by  sitting 
in  the  bathroom  a  lot." 

Take  Herbalife  Slim  And  Trim  For- 
mula 2,  which  retails  at  $6.20  per  180- 


tablet  bottle  and  which  Herbalife  lit- 
erature calls  "the  miracle  worker." 

Dr.  Varro  Tyler,  dean  of  the  School 
of  Pharmacy  at  Purdue  University  and 
widely  recognized  as  the  country's 
leading  authority  on  herbs,  notes  that 
Slim  And  Trim  Formula  2  contains 
cascara  and  senna  leaves,  both  potent 
laxatives,  and  dandelion,  a  diuretic. 
Tyler  also  found  an  herb  called  gotu- 
kola.  "Elephants  in  Ceylon  eat  it," 
says  Tyler  of  gotu-kola.  "It  supposed- 
ly increases  their  lifespan."  Another 
ingredient,  burdock  root,  was  used 
(unsuccessfully)  in  the  18th  and  19th 
centuries  to  treat  rabid-dog  bites. 

Then  there  is  Herbalife  Slim  And 
Trim  Linseed  Oil  Capsules  Formula 
4.  According  to  Dr.  Thomas  Jukes, 
professor  of  biophysics  at  the  Univer- 
sity of  California  at  Berkeley,  "Lin- 


Hughes  and  saleswoman 
Royalties  on  the  recruits'  sales. 

seed  oil  is  used  as  a  laxative  for  large 
animals,  like  horses  and  elephants." 

Another  product,  N.R.G.  (for  "Na- 
ture's Raw  Guarana"),  says  the  Herba- 
life literature,  has  long  been  used  by 
Amazon  Indians  to  "help  reduce  hun- 
ger and  fatigue"  and  is  "designed  to 
naturally  help  increase  energy."  Says 
Dr.  Tyler:  "This  [N.R.G.]  contains 
large  amounts  of  caffeine  and  is  the 
same  as  several  strong  cups  of  coffee." 
And  certainly  expensive,  at  $1 1.95  for 
60  tablets.  "It's  a  stimulant  without 
significant  nutritional  value,"  Tyler 
adds. 

All  this  would  make  for  just  an- 
other joke  about  southern  Califor- 
nia's— and  the  nation's — passion  for 
slender  bodies,  were  it  not  for  the  fact 
that  millions  of  people  are  spending 
vast  sums  to  ingest  these  dubious  po- 
tions. It  would  cost  you  over  $300  to 
buy,  at  list,  every  product  in  the  Herb- 
alife line.  And  they  could  possibly  be 
harmful  to  your  health. 

"There  is  a  large  question  of  safety 
in  the  minds  of  physicians,"  warns 
Dr.  William  Jarvis,  chairman  of  the 
National  Council  Against  Health 
Fraud.  "I  don't  know  why  the  Food  &. 


Drug  Administration  isn't  more  ag- 
gressive in  going  after  [Herbalife]." 

Since  January  1981,  FDA  investiga- 
tors have  received  reports  of  adverse 
reactions  to  Herbalife  products.  These 
include  nausea,  diarrhea,  headaches 
and  constipation.  But  Herbalife  sales- 
men are  trained  to  parry  such  com- 
plaints. According  to  the  transcript  of 
a  recent  sales  meeting,  Herbalife's 
Sales  Director  Larry  Thompson  told 
distributors:  "Anything  you  discuss 
about  the  products  is  going  to  be  use- 
less, what  you  discuss  with  them 
[prospects]  is  results,  results,  results, 
because  there  is  nothing  that  they  can 
argue  with  about  that." 

Forbes  asked  a  Los  Angeles  distrib- 
utor what  he  tells  customers  who 
complain  of  cramps,  diarrhea  and  nau- 
sea, he  replied:  "That's  great,  that's  the 
toxins  leaving  your  system."  "That 
may  be  partially  true,"  says  Purdue's 
Dr.  Tyler,  "but  the  effect  may  be  more 
harmful  than  helpful." 

Another  physician  who  has  exam- 
ined Herbalife  products — Dr.  John 
Howard  Renner,  head  of  the  Family 
Practice  Program  at  Kansas  City, 
Mo.'s  Sisters  of  St.  Mary's  Hospital — 
says:  "It  is  reprehensible  for  doctors  to 
sell  and  recommend  these  [Herbalife) 
products." 

Nevertheless,  there  are  physicians 
who  use  and  sell  its  products.  Dr. 
Robert  Elliot  of  Woodland  Hills,  Cal- 
if., featured  in  the  January  issue  of 
Herbalife  Journal,  says  he  likes  the  po- 
tions so  much  he  has  signed  on  as  a 
distributor  "to  make  the  products 
easily  available  to  my  patients." 

Mark  Hughes  is  taking  the  offen- 
sive in  other  ways.  He  has  hired  a 
blue-chip  public  relations  firm,  Hill  &. 
Knowlton,  and  is  now  suing  FDA 
Commissioner  Frank  Young  and  Sec- 
retary of  Health  &  Human  Services 
Margaret  Heckler,  claiming  defama- 
tion. But  the  FDA  is  not  backing 
down.  FDA  spokesman  Bruce  Brown 
tells  Forbes  that  Herbalife  continues 
to  make  "unproven  medical 
claims  .  .  .  through  the  [Herbalife]  ca- 
reer book  and  cable-TV  programs." 

The  California  State  Attorney  Gen- 
eral's office  confirms  it  is  investigat- 
ing Herbalife's  products  and  its  multi- 
level marketing  plan.  "One  area  of 
concern  is  Herbalife's  marketing  plan, 
the  endless-chain  concept,  section  327 
of  California  penal  code,"  says  Diana 
Hagle,  a  deputy  attorney  general  in  the 
State  Attorney  General's  office. 

The  investigation  is  in  process,  and 
state  officials  refuse  further  com- 
ment. No  formal  complaint  has  been 
filed,  and  Mark  Hughes  denies  any 
knowledge  of  any  investigation. 

Herbalife,  anyone?  ■ 
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To  evaluate  a  transportation 

ompany,  don't  look  at  their  semis. 

Look  at  their  semiconductors. 
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ijan  age  of  information  overload  and  computer 
Evolution,  efficiency  and  effectiveness  in  transpor- 
|ion  both  require  one  tool.  Technology.  High 
phnology  far  beyond  twenty-ton  trucks  and  two- 
Ian  sleeper  teams 

Leaseway  Transportation  companies  have  quietly 
bneered  the  technological  revolution  in  transpor- 
t'ion.  For  your  company  that  could  mean  revolutionary 
|portunities  to  cut  costs.  Or  to  improve  productivity. 

Only  Leaseway  can  bring  your  company  the 
fenefits  of  strategic  tools  like  computer-modeled 
fjbde  mix  analysis  Fleet  analysis.  Facility  location 
|ade-offs. 

We  also  offer  your  company  effective  new 
pnagement  tools  like  computer  lane  balancing, 
lectronic  routing  and  scheduling.  Traffic 
Management  analysis. 

Our  technological  advantage  over  other  trans- 
station  companies  enables  us  to  custom-tailor 
Pickages  of  services  more  productively  So  that  your 


company  can  maximize  both  service  and  savings. 
And  get  unmatched  management  and  cost  control. 

Change  in  the  transportation  industry  is 
accelerating  fast.  Innovation  is  putting  Leaseway  in 
the  forefront.  If  you  anticipate  change  in  your 
industry  and  want  to  exploit  it,  contact  Leaseway 
Transportation  Corp.  3700  Park  East  Drive, 
Cleveland,  Ohio  44122. 

Leaseway  Transportation.  A  1.4-billion-dollar 
family  of  companies  with  services  in  truck  and  car 
leasing,  maintenance,  personnel  leasing,  contract 
carriage,  common  carriage,  distribution  center 
services,  bulk  transport  and  logistics  consulting. 

Put  Leaseway's  innovation  to  work  for  you. 

Um  Leaseway 

mm    Transportation 


i  Leaseway  Transportation  Corp 


There  are  institutions  that  look  and  sound 
like  banks  and  promise  depositors  high 
interest  and  safety.  But  some  promises  are 
always  too  good  to  be  true. 

As  good  as 
their  word 


By  Barry  Stavro 


A  few  weeks  ago  60  Minutes,  the 
TV  show,  told  the  tragic  tale  of 
l  the  depositors  of  the  Com- 
monwealth Savings  Co.,  Nebraska's 
largest  industrial  loan  and  investment 
company.  It  failed  in  November  1983. 
The  6,700  depositors  had  $58  million 
in  what  they  thought  were  insured 
accounts,  up  to  $30,000  each.  They 
thought  it  was  a  bank,  and  in  most 
ways  but  name  and  legal  definition,  it 
was.  Banks  are  supposed  to  be  in- 
sured. But  Commonwealth's  insur- 
ance fund  failed,  too,  and  those  de- 
positors are  still  waiting  to  get  their 
first  dollar  back. 

60  Minutes  did  a  solid  piece  on  the 
nastiness  in  Nebraska,  but  the  prob- 
lem is  bigger  than  this  one  bank.  Eigh- 
teen states  have  these  no-bank  banks, 
for  lack  of  a  better  term.  Sometimes 
they  are  called  industrial  banks  or  in- 
dustrial loan  companies.  Whatever 
the  name,  they  usually  offer  tempting 
interest  rates,  have  about  $4  billion  in 
deposits  that  aren't  federally  insured 
by  either  the  FDIC  or  FSLIC  and,  as 
too  many  depositors  are  learning — the 
hard  way — too  many  industrial  banks 
too  often  go  bust. 

Forbes  counts  13  that  have  failed  or 
filed  for  bankruptcy  in  less  than  three 
years.  They  had  $363  million  in  what 
passes  for  deposits.  So  far,  depositors 
have  collected  $108  million  back. 

Industrial  banks  are  a  holdover 
from  the  pre-Depression  state  bank- 
ing system,  starting  off  much  like 
small  loan  finance  companies.  But  in 
recent  years  major  bank  holding  com- 
panies like  Citicorp  and  finance  com- 
panies like  Household  International 
have  created  them,  too. 

Most  of  these  no-bank  banks  don't 
come  under  federal  regulations,  and 
the  state  inspectors  don't  seem  par- 


ticularly eagle-eyed,  either.  Nimbly 
exploiting  slack  statutes  and  loose 
language,  they  may  take  in  various 
deposits  by  calling  them  "thrift  certif- 
icates" or  "investment  certificates." 
Inevitably,  to  cover  the  higher  inter- 
est they  offer,  they  make  risky 
loans — second  and  third  mortgages, 
say,  and  signature  loans. 

That  makes  for  high  returns.  In 
Iowa  last  year  the  average  rate  on  in- 
dustrial bank  loans  was  an  extraordi- 
nary 26%.  That's  why  higher  rates  to 
savers  are  promised. 

You  might  think  savers  would  take 
those  fat  rates  as  a  danger  sign.  On  the 


contrary.  A  lot  of  savers  think  any- 
thing that  looks  like  a  bank  must  be  a 
bank,  and,  after  all,  aren't  all  banks 
insured  by  the  federal  government? 

Not  always.  Some  industrial  banks 
have  no  insurance.  Others  have  pri- 
vate insurance,  but  as  recent  history 
shows,  all  too  often  it's  not  enough. 

Industrial  bankers  claim  they  will 
explain  the  differences  to  custom- 
ers— if  they  are  asked.  "However," 
says  Richard  Young,  president  of 
Topa  Thrift  &  Loan  Association,  one 
of  California's  bigger  ($99  million  as- 
sets) and  more  conservative  industrial 
loan  companies,  "if  somebody  walks 
in  and  says  they'd  like  to  open  up  a 
$50,000  certificate,  our  people  are  not 
instructed  to  jump  up  and  down  and 
say,  'Hey,  but  did  you  realize  that  this 
insurance  that  we  have  is  not  as  good 
as  on  the  federal  level?'  " 

Some  industrial  banks  are  failing 
because  inflated  real  estate  loans  go 
bad,  some  because  of  stealing.  Some 
cynics  even  think  regulated  banks' 
might  be  setting  up  industrial  banks 
to  funnel  off  their  bad  loans.  Sure, 
regular  banks  are  going  broke,  too,  but 
then  most  depositors  quickly  get  all 
their  money  back. 

Back  in  1971  a  private  insurance 
fund  was  established  in  California  by 
member  industrial  loan  companies, 
and  other  states  followed.  Unfortu- 
nately, it's  often  paper  insurance  and 
not  backed  by  state  guarantees. 


The  failures 

These  institutions  may  have  looked  like  banks, 
banks,  but  they  had  no  federal  deposit  insurance, 
learned  that,  the  hard  way,  after  these  institutions 

and  even 
Too  many 
failed. 

acted  like 
depositors 

Institution 

State 

Date  failed          Depositor 

Amount 
"insured" 

Repaid 
so  fart 

Commonwealth  Savings 

Nebraska 

November  1983 

6,700 

$58.0 

$0.0 

Western  Community 
Money  Center 

California 

April  1984 

12,000* 

93.0 

22.5 

Menoa  Finance 

Hawaii 

February  1983 

6,900 

33.9 

11.3 

Great  Hawaiian  Financial 

Hawaii 

February  1983 

2,500 

6.6 

2.2 

American  Securities 
&  Loan 

Iowa 

August  1984 

2,800 

5.0 

3.0 

Murray  First  Thrift 
&  Loan* 

Utah 

July  1982 

16,000 

47.0 

47.0 

Delta  Industrial  Bank 

Colorado 

August  1984 

352 

1.4 

1.4 

Gunnison  Industrial  Bank 

Colorado 

August  1984 

1,018 

2.8 

2.8 

Empire  Finance  Co 
of  Louisvillet 

Kentucky 

July  1983 

84 

2.0 

0.0 

BFC  Financial  Plant 

Kentucky 

April  1984 

160 

1.7 

0.0 

Southern  Industrial 
Banking  Corpt 

Tennessee 

March  1983 

5,500 

52.0 

18.0 

Republic  Financial  Corpt 

Oklahoma 

September  1984 

1,200 

23.0 

0.0 

Republic  Trust 

&  Savings  Cot 

Oklahoma 

September  1984 

3,200 

36.0 

0.0 

1  'he  Mile  arranged  the  sale 

tNot  insured. 

)f  Murray's  assets  to  .1  commercial  bank,  wh 

ich  agreed  to  r 

Spay  depositors 
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When  Nebraska's  Commonwealth 
Savings  failed,  thanks  to  a  spider's 
web  of  insider  loans  and  a  horrendous 
portfolio  of  second  and  third  mor- 
tages,  its  depositors  thought  they 
could  rely  on  the  Nebraska  Deposi- 
tory Institution  Guaranty  Corp.  The 
NDIGC,  it  turned  out,  had  only  $2 
million  cash  in  its  deposit  insurance 
kitty,  not  enough  to  cover  its  share  of 
Commonwealth's  $58  million,  so  it 
went  bust,  too.  Now  depositors  are 
facing  a  sorry  50-cent  return  per  dollar 
after  liquidating  Commonwealth  Sav- 
ings' assets. 

Similar  institutions  have  failed  in 
eight  other  states  (see  table)  in  the  past 
few  years.  Three  states — Kentucky, 
Tennessee  and  Oklahoma — had  no  in- 
surance fund  at  all.  Even  in  states 
with  insurance,  the  repayment  is  just 
trickling  in.  Only  in  Colorado  has  the 
insurance  fund  paid  account  holders 
in  full  up  front. 

Look  at  what  is  happening  in  Cali- 
fornia. When  the  Western  Communi- 
ty Money  Center,  based  in  Walnut 
Creek,  failed  (inflated  appraisals  on 
bad  real  estate  loans)  last  April,  with 
$93  million  in  "insured"  accounts,  its 
12,000  depositors  were  covered  up  to 
$50,000  per  account.  But,  in  fact,  the 
depositors  had  to  wait  six  months  to 
get  about  25  cents  on  their  dollar. 
More  money  will  have  to  come  from 
further  liquidation  of  Western's  as- 
sets. It  could  take  four  years  to  get  all 
their  principal  back.  And  forget  about 
lost  interest. 

But  they  are  lucky.  The  Cali- 
fornia Thrift  Guaranty  Corp., 
the  insurance  fund  for  these 
industrial  loan  compa- 
nies, is  left  with  about 
$14  million  in  its  kit- 
ty, while  the  insured 
accounts  of  its  state  members 
total  about  $1.5  billion.  "It's  not 
intended  to  pay  the  account  holders 
up  front  to  full  dollar  value  at  the 
point  of  closure,"  says  Roger  Duerk- 
sen,  executive  vice  president  of  the 
California  Association  of  Thrift  & 
Loan  Cos.,  a  trade  group.  How  much 
would  you  bet  that  this  was  perfectly 
clear  to  every  customer? 

Retirees  invested  nearly  $3  million 
at  Western,  attracted  by  the  l-to-3- 
point  premiums.  How  did  Western, 
which  scooted  from  $5  million  to 
$120  million  assets  in  just  two  years, 
handle  questions  on  insurance?  Says 
Jack  Carlson,  assistant  commissioner 
of  California's  Department  of  Corpo- 
rations: "They  said,  'It's  protected  by 
Thrift  Guaranty  Fund.'  When  an  in- 
vestor would  ask,  'What's  Thrift 
Guaranty?'  the  company  would  say, 
'That's  just  like  FDIC  " 


In  Iowa  a  failed  industrial  loan  com- 
pany turned  out  to  own  a  good  per- 
centage of  three  Colorado  banks  that 
were  all  closed  by  the  FDIC,  some 
Orange  Julius  franchises  in  Alabama, 
a  timber  company  and  an  auto  body 
shop,  says  Bill  Hawthorne,  acting  di- 
rector of  Iowa's  Financial  Institutions 
Division. 

In  Tennessee,  Jake  Butcher's  Unit- 
ed American  Bank  of  Knoxville  was 
shuttling  loans  into  his  brother's 
Southern  Industrial  Banking  Corp.,  an 
industrial  loan  company.  They  both 
went  down.  Southern's  creditors  were 
owed  some  $52  million,  most  of  that 
coming  from  investment  certificates. 
Those  investors  with  less  than  $5 
got  their  money  back;  the  rest 
received  about  30  cents  on  the 


still  only  an  option.  Sixty-five  indus- 
trial loan  companies  there,  with  com- 
bined deposits  of  $1.5  billion,  are  still 
privately  insured — with  that  $14  mil- 
lion fund — but  nine  have  FDIC  insur- 
ance, and  others,  including  Topa 
Thrift,  have  applied. 

Richard  Young  of  Topa  can  make  a 
case  for  these  no-bank  banks.  They 
often  take  greater  risks  and  cater  to 
customers  who  might  be  self-em- 
ployed or  who  need  a  fast  loan  deci- 
sion or  who  have  a  shaky  credit  histo- 
ry— customers  that  other  banks 
would  probably  turn  down.  Yes,  Topa 
has  a  higher  percentage  of  nonper- 


dollar  so  far. 

Industrial  banks  have  been  eligible 
to  apply  for  FDIC  insurance  since 
1982.  Most  don't  want  the  stricter 
supervision  on  their  investments  and 
risky  loans  that  come  with  federal 
regulation.  Of  the  problem  states, 
only  Hawaii  has  taken  action  to  disci- 
pline the  industrial  banks.  Two  small 
industrial  loan  companies  having 
failed  there  in  1983  with  a  total  of  $40 
million  in  so-called  insured  accounts 
(with  only  $14  million  repaid  to  date), 
Hawaii  now  insists  that  deposit-tak- 
ing industrial  banks  must  have  feder- 
al insurance. 

In  California  federal  insurance  is 


forming  assets  than  banks, 
but  then  Topa's  return  on  equi- 
ty has  been  23%  over  the  past  five 
years.  Big  risks,  big  gains. 

"If  we  became  a  member  of  the 
FDIC  system,  it  might  work,  but  it 
would  change  the  way  we  do  busi- 
ness," Young  says.  And  he  adds:  "Be- 
cause the  way  we  do  business  is  ex- 
tremely successful,  I'm  not  anxious  to 
change."  If  the  publicity  about  failing 
industrial  banks  grows,  he  also  says, 
federal  insurance  would  be  better 
than  going  out  of  business. 

There  is  a  place  for  those  who  want 
to  take  bigger  risks  for  bigger  returns. 
But  only  when  it's  certain,  absolutely 
certain,  that  every  person  taking  the 
risk  understands  it.  That  doesn't 
seem  true  now.  ■ 
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Case  Studies: 


Linking  Business  Equipment  to  Business  Strategy 


Successful  companies  are  develop- 
ing the  expertise  to  link  business 
equipment  to  business  strategy— to 
integrate  fully  information  systems  into 
the  mainstream  of  their  businesses  and 
to  turn  them  from  capital  expenditures 
into  corporate  assets.  From  desktop 
computers  to  copiers,  electronic 
typewriters,  minicomputers,  telephone 
systems,  facsimile  machines  and  op- 
tical character  readers,  notable 
changes  are  occurring  in  the  office 
environment.  Microprocessor  and 
s£ini6Qfl4u€tGf  ted>ftoiogy^are  now  enF 
bedded  in  virtually  all  business  equip- 
ment making  it  faster,  less  expensive, 
more  flexible,  and  easier  to  maintain. 
This  Information  Industry  Supple- 
ment will  analyji  tlie  IdluM  and — 
upcoming  developments  in  a  wide 
variety  of  infoi  mation  technologies  It 
will  also  exam  ne  how  aggressive  r  lan- 
agers  have  planned,  introduced,  c(|st- 
justified  and  used  business  equipment 
to  create  a  more  efficient  and  profitable 
environment  for  expanding  their  opera- 
tions into  new  areas  and  tn  gam  a  mm- 
petitive  advantage  in  their  industries 


Business  Equipment:  Two  Views 

Traditionally,  companies  have  ac- 
quired business  equipment  to  automate 
repetitive  or  menial  functions,  to  make 
their  operations  run  more  smoothly  and 
efficiently,  or  to  solve  a  particular  prob- 
lem. Typically,  this  phase  focused  on 
automation  of  "back  room"  (e.g.,  ac- 
counting) and  clerical  functions.  The 
costs  of  such  purchases  are  relatively 
easy  to  justify,  and  the  functions  are 
generally  "standalone."  But  new,  "intel- 
ligent" electronic  systems  can  add 
significant  value  beyond  their  primary 
purpose  because  they  can  be  linked 
together  in  ways  that  are  more 
synergistic  with  the  company's  busi- 
ness strategy.  These  systems  will  reach 
professionals,  managers  and  execu- 
tives as  part  of  business  automation's 
second  phase.  Indeed,  by  the  early 
1990s,  the  Yankee  Group  projects  that 
more  than  half  of  all  white-collar 
workers  will  have  some  type  of  infor- 
mation appliance  (i.e. ,  a  terminal  other 
than  the  telephone)  on  their  desktops, 
compared  with  the  current  figure  of  less 
than  15  percent. 


The  primary  business  of  many  com- 
panies in  the  late  1980s  and  beyond  will 
become  the  generation,  acquisition, 
coordination,  analysis,  packaging  and 
delivery  of  information.  Indeed,  the 
service/information  society  of  the  late 
1980s  and  1990s  will  not  tolerate  busi- 
nesses that  cannot  keep  pace.  Financial 
services  companies— banks,  insur- 
ance companies,  brokerage  houses, 
product  distributors,  etc.— increas- 
ingly will  differentiate  themselves 
through  superior  information  systems 
that  enable  them  to  deliver  better  prod- 
ucts and  services  to  customers,  in 
terms  of  quality,  speed  and  price  than 
competitors,  and  enhance  the  packag- 
ing and  marketing  of  products, 
especially  those  with  information  con- 
tent. Faced  with  this  situation,  a 
company  in  the  1980s  will  have  to 
automate  to  be  competitive. 
Strategic  Banking 

A  bank  officer  "armed"  with  an  intel- 
ligent terminal,  who  could  quickly 
approve  a  loan  because  he  or  she  has 
immediate  access  to  various  client  fi- 
nancial records  (part  of  an  integrated 
information  system),  as  well  as  the 
latest  interest  rate  quotes  (on-line  ac- 
cess to  financial  market  data),  and  who 
could  use  a  spreadsheet  program  and 
graphics  to  create  a  total  package  for 
the  customer  on  the  spot,  would  have  a 
competitive  advantage.  Moreover,  by 
efficiently  processing  that  loan,  and 
posting  it  on  the  books  two  days  faster, 
the  bank  could  earn  hundreds  or  thou- 
sands of  interest  dollars  on  the 
transaction. 
Electronic  Salesmen 

An  insurance  sales  team  "armed" 
with  a  portable  microcomputer  can 
easily  connect  to  its  company's  network 
and  to  various  databases;  this  enables 
them  to  present  a  variety  of  options  to 
potential  clients.  The  sales  team  also 
could  call  on  outside  financial  data  to 
complement  the  comparisons,  and 
then  make  projections.  Moreover,  these 
agents  can  modify  or  customize  pack- 
ages on  the  spot  for  their  prospects, 
and  leave  them  with  a  complete, 
printed  proposal — and,  hopefully,  an 
invoice.  Companies  that  can  provide 
this  service  to  their  agents  and  custom- 
ers will  have  a  competitive  advantage. 


NEC  America  can  help  you 
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say  it... 


send  it... 
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view  it... 


hear  it 


switch  it . . .       capture  it . . .      transmit  it . . .    vocalize  it . . . 


digitize  it . . .     translate  it . . .  compute  it . . .   project  it 


Voice.  Data.  Video.  Image.  NEC  America  is 
proud  of  its  role  in  advancing  today's  commu- 
nications. For  as  man's  ability  to  communicate 
expands,  the  world  expands. 

Part  of  the  NEC  Corporation,  a  world  leader  in 
electronics  since  1899,  NEC  America  manufac- 
tures and  markets  high-technology  products 
which  link  computers  and  communications 
(C&C).  From  information  management  systems 
to  cellular  telephones  and  packet  switching 
systems.  From  special  video  effects  eguipment 
for  TV  stations  to  projection  TV  for  your  home. 
From  personal  computers  and  high-speed  fac- 


simile to  teleconferencing  systems  and  satellite 
earth  stations. 

Over  the  years  NEC  has  developed  many  of 
the  industry's  most  innovative  advances.  And 
we're  equally  committed  to  the  future.  To  learn 
more  about  NEC  computer  and  communica- 
tions products,  contact  NEC  America,  Inc., 
8  Old  Sod  Farm  Rd„  Melville,  N.Y.  1 1 747 
(516)753-7000. 
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Computers  and  Communications 


Case  Studies: 
Business  Equipment 


Two  large  airlines  and  a  few  major 
hospital,  food,  and  pharmaceuticals 
suppliers  lease  business  equipment  to 
customers  in  order  to  provide  them 
with  access  to  special  databases  and 
services.  The  results  are  faster,  more 
accurate  ordering,  information  access 
and  processing,  billing,  record-keep- 
ing, etc.  A  user's  business  procedures 
often  become  inextricably  linked  with 
those  of  its  suppliers,  making  the  user 
reticent  to  change. 
EQUIPMENT  DIRECTIONS/TRENDS 
PBXs:  The  Hub  of  the  Office 

While  the  debate  still  rages  about 
PBXs  versus  cable-based,  local-area 
networks  (LANs)  for  connecting  local 
data  terminals,  Yankee  Group  believes 
the  eventual  solution  will  be  a  hybrid 
switch  incorporating  the  best  features 
of  both:  high  speed  transmission  and 
fast  switching.  Indeed,  by  the  late 
1980s,  there  will  be  no  significant  dis- 
tinction between  the  two  technologies. 
PBX  prices  currently  range  from  about 
$300  per  line  on  small  systems  to  over 
$1,000  per  line  on  large,  sophisticated 
switches.  While  actual  hardware  costs 
are  coming  down  slightly,  installation 
costs  and  users'  desires  for  more  fea- 
tures and  functions  are  rising.  Yankee 
Group  projects  that  actual  user  prices 


NEC  Telephones  Offers  Tenants 
Shared  Services 


Boeing  Decides  to  Fly 
with  Syntrex 


Problem 

Boeing  Co.  was  recently  con- 
fronted with  a  problem  that  plagues 
many  companies  today — locating 
specific  information  when  it's 
needed.  Boeing's  corporate  legal  de- 
partment needed  help  in  reorganiz- 
ing its  filing  system.  Quick  access  to 
records  was  often  complicated  be- 
cause documents  had  been  filed 
according  to  personal  taste  and 
needs.  The  attorneys  frequently 
needed  to  extract  information  quick- 
ly that  often  would  be  buried  in  a 
contract,  letter  or  internal  memo- 
randum. Further  complicating  this 
information  retrieval  problem,  sev- 
eral different  lawyers  might  be 
involved  in  preparing  materials  on 
the  same  subject. 

Boeing,  with  its  commitment  to 
innovation,  wanted  an  automated 
file-searching  solution  that  could  be 
used  company-wide. 
Solution 

Boeing  selected  Syntrex's  auto- 
matic file  searching  package,  the 
Syntrex  Electronic  File  Room  (EFR), 
because  of  its  ease  of  use,  special 
features  (e.g.,  sweeping  searches), 
and  the  speed  with  which  it  can 
locate  and  display  relevant  text. 


The  Syntrex  Electronic  File  Room 
automatically  creates  an  index  of  all 
words  in  a  document,  including  text 
from  headers,  footers  and  save 
areas.  Workstation  users  simply  en- 
ter a  few  key  words,  and  the  Syntrex 
EFR  quickly  locates  the  desired  text. 
Setting  up  the  index  did  not  require 
typing,  coding  or  formal  staff  train- 
ing. Boeing  connected  the  EFR  to 
Syntrex's  Gemini  system  (an  elec- 
tronic file  cabinet  that  connects  up 
to  14  workstations)  to  enhance  its 
performance. 
Resolution 

The  Boeing  Co.  has  achieved  an 
enviable  industry  position  through  a 
willingness  to  innovate,  an  un- 
compromising attitude  toward 
quality  and  a  "make  it  better  than 
right"  attitude  toward  its  customers. 
Attorneys  and  operators  in  their  cor- 
porate legal  department  have  come 
to  rely  on  the  EFR  to  locate  relevant 
information  under  the  most  adverse 
conditions — even  if  they  cannot  re* 
call  where  or  when  information  was 
filed.  This  improved  filing  system 
has  resulted  in  significant  time  sav- 
ings and  better  preparation  of  legal 
cases  and  documents — which  trans- 
lates directly  into  dollar  savings. 


Problem 

Voluntary  Hospitals  of  America,  a 
management  company  with  offices 
in  Texas,  California,  Georgia,  Loui- 
siana, Michigan  and  New  Jersey, 
provides  a  variety  of  services/pack- 
ages, including  access  to  equity, 
financial  reporting,  centralized  pur- 
chasing and  insurance  programs,  to 
over  270  U.S.  hospitals.  VHA's  Gene 
Niswander,  VP.  Finance,  describes 
their  business  as  "providing  autono- 
my for  not-for-profit  hospitals,  while 
offering  them  the  systems  advan- 
tages of  investor-owned  facilities." 

When  considering  the  move  of 
Voluntary's  headquarters  in  Irving, 
Texas,  to  a  new  building,  the  compa- 
ny wanted  to  avoid  large  upfront 
investments  for  telecommunications 
equipment  and  reduce  its  hefty  long- 
distance phone  bill.  VHA  also 
wanted  a  dynamic  communications 
system  that  would  grow  to  support 


future  business  needs. 
Solution 

Voluntary  Hospitals  of  America 
and  two  of  its  subsidiaries  moved 
into  new  offices  at  the  Williams 
Square  complex  in  Irving,  where 
Multinet  Communications  Corp. 
(MCC)  is  offering  shared  tenant  ser- 
vices featuring  a  NEAX  2400  IMS 
digital  switch.  VHA  selected  this 
property  primarily  for  its  shared 
switch  capabilities  and  full  range  of 
support,  including  on-site  technical 
service  and  a  centralized 
receptionist. 

VHA  estimates  it  can  reduce 
telephone  costs  by  at  least  10  per- 
cent, using  the  PBX's  least-cost 
routing  feature.  With  the  system's 
Dterm,  an  intelligent  micro- 
processor-controlled terminal,  VHA 
can  monitor  the  length  of  phone 
calls  and  identify  the  numbers  called 
so  that  time  and  expenses  can  be 


allocated. 
Resolution 

Though  VHA  is  using  only  the 
voice  features  of  the  NEAX  2400,  it 
plans  to  contract  with  Multinet  for 
additional  services  (e.g.,  data)  to 
support  its  10,000-square-foot 
expansion.  This  switch  can  be 
expanded  from  184  to  23,184  ports 
and  support  simultaneous  voice  and 
data  transmission  at  speeds  up  to 
56  kbps.  The  tenant  services  con- 
cept has  enabled  VHA  to  support  its 
leading  position  in  the  health  care 
industry  with  the  latest  technology 
without  incurring  unnecessary  risk 
or  cost.  As  VHA's  business  grows,  it 
plans  to  use  additional  shared  ser- 
vices, including  facsimile  trans- 
mission, video  conferencing,  store- 
and-forward,  and  voice-messaging 
that  will  reduce  its  communications 
costs  and  help  it  serve  its  member 
hospitals  more  effectively. 


AT  THIS  STAGE 

OFTHE  PERSONAL  COMPUTER  GAME, 
YOU  REALLY OUGHTTO  KNOW 
THE  SCORE. 


These  are  the  facts. 

The  AT&T  Personal  Computer 
gives  you  more  computer  for  your 
money  than  the  IBM  Personal 
Computer. 

It  has  the  ability  to  solve  just 
about  all  of  your  business  problems. 
From  financial  analysis.  To  budget- 
ing. To  planning.  And  it  works  faster 
and  more  efficiently. 

What's  more,  it's  flexible  enough 
to  fit  in  with  your  future  computer 
plans.  Add  to  that  first-rate  service 
and  you  have  everything  you  need. 
And  more. 

IBM  is  a  registered  trademark  of 
"Centronics  is  a 


PROCESSOR 

8086  (8MHz  CLOCK  SPEED) 

MEMORY  (DFD  MODEL) 

128K  EXPANDABLE  TO  640K 

(HD  MODEL) 

256K  EXPANDABLETO640K 

DISK  STORAGE  (DFD  MODEL) 

360x2  DOUBLE  SIDED/ 

DOUBLE  DENSITY 

(HD  MODEL) 

360  x  1  PLUS  IOMB  HARD  DISK 

I/O  PORTS 

1  RS-232. 1  CENTRONICS" 

PARALLEL. 

1  VIDEO  DISPLAY 

EXPANSION  SLOTS(DFDMODEL) 

7 

(HD  MODEL) 

6 

DISPLAY  RESOLUTION 

PC  DOS  COMPATIBLE 

CHARACTER 

640x400 

MONOCHROME  GRAPHICS 

640x200 

COLOR  GRAPHICS 

320x200 

PROPRIETARY  GRAPHICS 

HIGH  RES  MONOCHROME 

640x400 

HIGH  RES  COLOR 

640x400 

ALPHANUMERIC  DISPLAY 

80  COLUMNS  x  26  ROWS 

CHARACTER  FONT 

MX  16 

CHARACTER  ATTRIBUTES 

REVERSE,  UNDERLINE, 

BLINKING  AND 

HIGH  INTENSITY 

Can  you  afford  to  settle  for  any- 
thing less  than  the  AT&T  Personal 
Computer? 

For  more  infor- 
mation, call  your 
AT&T  Information 
Systems  Account 
Executive,  visit  an 
authorized  AT&T 
Personal  Computer 
dealer  or  call 
1-800-247-1212. 


AT&T 


AT&T  Information  Systems. 
When  you've  got  to  be  right. 


International  Business  Machines  Corp.  'MS-DOS  is  a  registered  trademark  of  Microsoft  Corp. 
registered  trademark  of  Centronics  Corp.  ©1985  AT&T  Information  Systems. 


Why  did 

McCaffrey&McCall 

pick  us  over 

McWang  and  McIBM? 


"We're  big  fans  of  Syntrex." 

Thank  you,  McCaffrey  &  McCall  personnel 
director  Robin  Miller.  Such  an  important  per- 
son in  such  an  important  advertising  agency 
surely  could  have  had  her  pick  of  any  brand 
memory  typewriter,  but  she  chose  the  Syntrex 
Libra  -  60  times. 

Extremely  important,  Robin  said,  was  the 
short  learning  time.  With  the  help  of  the  self- 
paced  manual,  it  was  only  a  couple  of  hours 
before  the  Libras  were  up,  running  and  improv- 
ing office  productivity. 

The  screen  was  also  crucial.  Libra  has  a 
25- liner,  giving  secretaries  a  nice  big  view  of 
documents  as  they're  typed  and  edited.  The 
screen  has  always  given  Syntrex  an  advantage 


over  all  those  memory  typewriters  that  give 
you  no  screen  or  a  one-line  window. 

Maybe  best  of  all  for  McCaffrey  &  McCall 
will  be  Libra's  upgradability.  By  simply  changing 
the  base  -  right  in  the  office  -  each  Libra  can 
become  an  Aquarius,  a  full  blown  word  processor. 
The  entire  system  still  fits  on  a  standard  desk 
return,  leaving  the  desk  free.  The  original  Libra 
typewriter  acts  as  the  keyboard,  the  printer,  and, 
at  the  flick  of  a  little  switch,  is  once  again  an  elec- 
tronic typewriter  for  envelopes,  index  cards  and 
short  memos. 

So,  for  the  decision  to  purchase  Syntrex 
Libras,  and  the  kind  words  about  their  perfor- 
mance, Syntrex  thanks  McCaffrey  &  McCall, 
one  of  the  finest  on  all  of  McMadison  Avenue. 


SYNTREX 
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FOR  MORE  INFORMATION  PLEASE  MAIL 
COUPON  OR  CALL  1-800-526-0354 


Panasonic  Industrial  Co..  Communications  Division. 

I  Panasonic  Way.  Secaucus.  N.J.  07094 

Z  Please  send  me  FREE  Information. 

□  Please  call  me  to  arrange  a  FREE  Demonstration. 


Company- 


Address. 
Civ 


_  Slate. 


.Zip- 


Phone_ 


FO-225 


Case  Studies: 
Business  Equipment 


will  remain  stable  through  the  decade. 

Advanced  PBXs  can  provide  signifi- 
cant cost  advantages  beyond  their 
"passive"  voice  and  data  switching 
functions.  Special  algorithms  automat- 
ically switch  calls  to  the  least  costly 
route,  taking  into  account  the  carrier, 
time-of-day  and  call  destination.  Sta- 
tion message  detail  recording  gives 
managers  a  list  of  calls,  and  shows 
time,  date,  duration,  etc.  Yankee  Group 
has  found  that  this  accountability  can 
cut  users'  phone  bills  by  20  percent  or 
more.  Other  software  features  enable 
users  to  make  their  own  moves  and 
changes  as  needed. 

PBXs  increasingly  are  becoming  an 
integral  part  of  business  corporate 
information  networks.  Strategic  vendor 
alliances  (Wang-lnteCom,  Honeywell- 
Ericsson)  and  acquisitions  (IBM-Rolm) 
demonstrate  the  importance  of  this 
system.  Indeed,  with  the  divestiture  of 
AT&T,  large  users  must  manage  their 
own  networks  to  serve  their  customers 
better.  Some  companies  now  sell  ex- 
cess transmission  capacity  on  their 
networks. 

Large  building  owners  are  taking  ad- 
vantage of  advanced  PBXs  to  offer 
"shared  tenant  services"  (e.g.,  sharing 
a  large  PBX  and  telecommunications 
facilities  among  a  building's  occupants) 
and  charging  additional  rent.  This  is  an 


IDOT  Opens  Office  Bottlenecks  with 
Panasonic  Copiers 


Problem 

The  State  of  Illinois  Department  of 
Transportation  (IDOT)  is  not  un-   . 
familiar  with  traffic  analysis,  espe- 
cially when  it  comes  to  office  copier 
use.  A  centralized  copier  scheme 
was  not  meeting  the  department's 
diverse  copying  requirements.  Re- 
search revealed  that  several  smaller 
copiers  placed  building-wide  oould 
handle  more  traffic,  less  expensively, 
than  centralized  "super  pumps." 

IDOT  was  also  experiencing  se- 
rious copier  maintenance  problems. 
Its  copier  dealer  was  nearing  bank- 
ruptcy and  was  unable  to  supply 
parts,  further  hobbling  the  cen- 
tralized operation.  To  support  its 
"local"  copier  plan,  IDOT  sought  a 
new  copier  brand  with  the  latest 
technology  and  a  dealer  to 
support  it. 


example  of  a  "proactive"  information 
processing/business  strategy. 
Copiers 

Copier  technology  is  still  evolving, 
enabling  users  to  gain  advantages  from 
increased  flexibility  and  functions  (e.g., 
document  reduction)  on  lower-priced 
machines.  Copiers  can  follow  the  path 
being  blazed  by  smaller  computers  and 
become  more  departmentalized,  saving 
users  time  and  frustration.  Large  cop- 
iers will  continue  to  fill  a  role  as  "batch" 
or  large  job  systems.  Additionally,  cop- 
iers' reliability  and  maintainability,  as 
well  as  output  quality,  have  vastly  im- 
proved, offering  users  significant  cost 
savings,  and  therefore  operational 
advantages. 

Copiers  will  become  part  of  personal 
computer  and  minicomputer  local  net- 
works. They  increasingly  will  integrate 
facsimile  and  electronic  printer  func- 
tions as  part  of  the  network. 
Personal  Computers  (PCs) 

In  less  than  five  years,  PCs  have 
revolutionized  business.  They  already 
have  become  the  "information  utility"  of 
choice  for  8  million  business  users  and 
the  technology  entry  point  for  business 
professionals.  Shipments  will  increase 
by  more  than  30  percent  annually 
through  the  decade  because  constant 
technology  upgrades  are  reducing 
price/performance  at  more  than  15  per- 
cent per  year.  PC  software,  a  market  of 
its  own,  is  largely  responsible  for  the 
machines'  flexibility,  advanced  func- 


Solution 

IDOT  selected  Panasonic  dealer 
Modern  Business  Systems  Inc.  (low 
bidder  at  less  than  2  cents  per  copy, 
including  installation,  supplies  and 
routine  service).  Bob  Hazenfield, 
the  dealer  branch  manager  in 
Springfield,  III.,  justified  his  low  bid: 
"Considerably  less  time  need  be 
spent  on  service,  calls  for  repairs 
are  relatively  rare,  and  relatively  low 
amounts  of  toner  are  consumed  be- 
cause it  is  recycled."  IDOT  decided 
on  24  Panasonic  FP-2520  copiers 
and  nine  FP-3002S. 

IDOT  was  impressed  not  only  with 
the  Panasonic  dealer's  bid  but  also 
with  the  machines'  ease  of  use  and 


tions  and  ease  of  use. 

Information  from  remote  sources 
can  be  accessed  and  processed  in 
spreadsheets,  accounting  programs, 
etc.,  at  the  desktop.  PCs  are  already 
becoming  competitive  weapons  for 
salesmen  and  loan  officers,  when 
speed  and  data  availability  are  key. 

The  next  phase  of  the  PC  revolution 
will  be  better  communications  synergy 
(via  local-  and  wide-area  networks  and 
sophisticated  software)  with  other  busi- 
ness equipment — minis,  mainframe, 
videodisks,  facsimile,  optical  character 
readers.  This  phase,  coupled  with  the 
integration  of  artificial  intelligence,  will 
lead  to  the  third  phase  in  the  late 
1980s — expert  systems. 
Electronic  Typewriters 

Electronic  typewriters  offer  signifi- 
cant advantages  over  their  prede- 
cessors at  comparable  prices 
($400-81,300  for  a  basic  electronic). 
Because  most  electronics  have  at  least 
some  on-board  memory,  simple  forms 
and  commonly  used  phrases  can  be 
stored  and  recalled — enabling  faster, 
more  efficient,  more  accurate  docu- 
ment production,  especially  for 
repetitive  tasks.  Indeed,  with  most  cur- 
rent models  offering  a  built-in  LCD 
"window"  for  reviewing  text,  accuracy 
and  document  quality  increases.  Higher 
quality  correspondence  can  change  a 
company's  "image."  In  the  near  future, 
ink-transfer  technologies  (heat,  lasers, 
inkjets)  will  facilitate  quieter  operation. 

IDOT  cleared  up  its  copier  traffic  jams  with  a  lleet  of  33 
new  Panasonic  convenience  copiers  scattered 
throughout  the  building.  Bob  Hazenfield,  branch  man- 
ager for  Modern  Business  Systems  in  Springfield, 
Illinois,  demonstrates  the  Panasonic  FP-2520  to  IDOT's 
Judy  Williamson. 

flexibility.  The  new  copiers  can  han- 
dle diverse  copying  jobs,  including 
11"  x  17"  engineering  plans  and  car- 
bonless forms  used  department- 
wide. 
Resolution 

The  Panasonic  copiers  have  been 
on  the  job  for  a  little  over  a  year  and 
IDOT  already  has  realized  savings  in 
time  and  materials:  Key  operators 
spend  less  time  on  copier  problems, 
and  carbon  paper  use  has  signifi- 
cantly diminished.  The  machines 
and  dealer  have  performed  admira- 
bly: Minor  copier  breakdowns  have 
all  been  handled  within  the  con- 
tract's three  hour  limit.  IDOT  plans 
to  upgrade  with  Panasonic  as 
technology  progresses  and  hopes 
its  favorable  experience  will  encour- 
age other  Illinois  government 
departments  to  consider  Panasonic. 


IF  YOUR  OFFICE  IS  FULL  OF  MACHINES 

THAT  WRITE, 


YOU  NEED  ONE  THAT  READS. 


It's  called  the  Dest  WorkLess 
Station!" 

It  reads  typewritten  informa- 
tion right  off  the  page. 

And  it's  fast. 

So  fast,  it  reads  and  transfers 
[eight  pages  into  your  office  com- 
[puter  in  two  minutes  flat. 

Which  is  quite  a  feat,  when  you 
[consider  it  would  take  two  hours 
to  keyboard  them  on  a  good  day. 

Once  you've  got  the  information 
(into  the  system,  you  can  do  just 
about  anything  with  it. 

Including  word  processing. 


Electronic  filing. 

And  electronic  mail. 

With  the  Dest  WorkLess 
Station,  your  people  can  spend 
less  time  feeding  information  into 
the  computer.  And  you  can  spend 
more  time  deciding  what  to  do 
with  the  results. 

Which  means,  the  answer  to 
greater  productivity  may  not  be 
another  writing  machine. 

Just  one  that  reads. 

For  more  information,  contact 
Mary  Thorpe  at  (800)  538-7582. 
In  California  call  (408)  946-7100. 


Send  me  more  information  about 
the  Dest  WorkLess  Station. 

Name 

Title 


Company. 
Address— 

City 

Zip 


.State. 


.Phone n. 


My  office  computer  is  a. 


The  Dest  WorkLess  Station  is  compatible  with  word  processors  including  IBM,  Wang,  Digital,  Xerox,  Exxon, 
NBI.CPT  and  most  PC's.  WorkLess  Station  is  a  trademark  of  Dest  Corporation    %  1984  Dest  Corporation 


Mail  To:  Dest  Corporation 
1201  Cadillac  Ct.,  Milpitas.CA  95035 


m  i 


Case  Studies: 
Business  Equipment 


More  memory  and  "intelligence"  will 
enable  features  like  spell-checking, 
voice  commands  and  graphics  to  be- 
come commonplace.  In  addition,  easy 
integration  with  low-cost  personal 
computers  will  mean  inexpensive  cler- 
ical workstations. 
Facsimile  (Fax) 

This  decade-old  technology  has 
evolved  quite  rapidly  during  the  past 
five  years.  Again,  microprocessor 
technology  has  brought  improvements 
in  speed  and  resolution  while  prices 
have  plummeted.  Companies  can  now 
send  the  fax  of  a  document — including 
text,  graphics  and  pictures — to  the 
other  side  of  the  world  in  less  than  a 
minute  using  a  machine  that  costs 
under  $4,000.  With  computer  control 
and  additional  memory,  facsimile  ma- 
chines can  also  store  documents  and 
send  them  automatically  when 
transmission  rates  are  lower.  Fax 
transmission  is  most  useful  for  time- 
sensitive  contracts,  legal  briefs,  etc.  It 
saves  not  only  in  operational  costs,  but 
also  enables  faster  turnaround,  which 
can  be  a  competitive  advantage. 

Increasingly,  fax  machines  will  be  in- 
tegrated into  a  company's  communica- 


tions network,  as  is  the  case  of  Federal 
Express'  nationwide  fax-network. 
Optical  Character  Readers  (OCRs) 

Optical  character  readers  can  offer 
users  substantial  operational  savings  in 
time  and  money  because  they  elec- 
tronically "capture"  previously  stored 
documents,  letters  and  articles.  This 
enables  users  to  create  a  more  com- 
plete database  that  is  faster  and  more 
easily  accessed,  and  more  efficiently 
stored  (e.g. ,  a  20  megabyte  disk  can 
store  almost  10,000  pages  for  under 
$1,500).  Optical  disks  will  soon  in- 
crease on-line  storage  by  more  than  an 
order  of  magnitude  at  well  under 
$1,000.  Like  all  electronic  technology, 
OCR  prices  have  fallen.  Users  can  now 
acquire  reliable,  multifont  readers  for 
under  $10,000.  Integrated  with  com- 
puters and  facsimile,  OCR  technology 
will  help  companies  create  an  on-line 
document  network  that  will  give  them 
faster  access  to  a  wider  range  of 
information. 
Minicomputers  (Minis) 

When  minis  were  first  introduced 
about  two  decades  ago,  their  primary 
function  was  to  improve  scientific  and 
engineering  departments.  Since  then, 
minis  have  become  ubiquitous  as  small 
business  and  word  processing 
systems,  as  local  database/file  pro- 


cessors, and  as  communications  and 
office  automation  "servers."  Yankee 
Group  believes  minis  will  become  even 
more  important  in  the  second  phase  of 
the  PC  revolution,  serving  as  local 
processors/controllers,  departmental 
file  cabinets  and  network  nodes.  Mini 
prices  are  falling  by  more  than  15 
percent  annually,  complemented  by  in- 
creased functionality  and  flexibility. 
Yankee  Group  believes  companies 
that  can  develop  coherent  minicom- 
puter integration  strategies  will  have  a 
competitive  advantage.  They  will  be 
able  to  deliver  more  computing  power 
to  their  desktop  users  faster  and  more 
efficiently.  Minis  and  their  progeny — 
multiuser  supermicros — will  continue 
to  be  key  factors  in  business  automa- 
tion. Minis  (and  now,  PCs)  enable 
smaller  companies  to  be  more  efficient, 
and  catalyze  business  expansion 
through  creation  and  management  of 
sophisticated  marketing  and  sales 
databases.  Some  companies  (e.g., 
mailing  list  maintenance  firms)  have 
even  built  their  businesses  around 
them.B 

"Case  Studies:  Linking  Business  Equipment  to 
Business  Strategy"  was  prepared  for  FORBES 
magazine  by  The  Yankee  Group,  a  Boston-based 
research  and  consulting  firm. 

Designed  by  Hoashi  Studio,  Inc. 


Corroon  &  Black 
Minimizes  Risks  with  Dest 


Problem 

Corroon  &  Black  is  one  of  the 
top-10  insurance  brokerage  firms  in 
the  country  with  over  162  offices. 
Their  business  involves  helping  cor- 
porations and  institutions  minimize 
risks  like  kidnappings  and  the  loss 
of  communications  satellites,  as  well 
as  offering  insurance  services  for 
property,  liability,  and  employee 
benefits.  Success  in  their  industry 
depends  heavily  on  their  ability  to 
prepare  timely,  customized  pro- 
posals. C&B  wanted  to  increase 
office  productivity  with  the  use  of 
very  efficient  business  equipment, 
rather  than  support  a  large  admin- 
istrative staff. 

Agents  and  support  staff  rely 
heavily  on  a  "bible"  of  36  constantly- 
updated  200-page  manuals  on  C&B 
procedures,  proposal  preparation, 
specialized  resource  lists  and  other 
"boilerplate"  information.  Accessing 
this  information  manually  was 
tedious  and  error-prone.  Converting 


the  manuals  to  a  computerized  form 
to  be  shared  and  accessed  on  C&B's 
DEC  word  processing  and  computer 
systems  would  have  taken  a  "year  of 
working  off-peak  hours,"  according 
to  Jack  Katchmark,  C&B's  project 
director  of  office  automation. 
Solution 

The  Pasadena  word  processing 
department  added  Dest's  model  202 
Workless  Station  to  scan  electroni- 
cally documents  and  transmit  them 
to  C&B  automated  systems.  Dest's 
president,  Richard  Amen,  likens 
Dest  equipment  to  a  Xerox  copier: 
"Where  a  copier  takes  information 
on  paper  and  multiplies  the  paper, 
Dest  takes  the  paper-bound  informa- 


DEST's  expanded  document  scanner  line  includes  the 
new  low-priced  Model  211,  and  the  Models  212  and  213 
with  proportional  space  recognition,  plus  automatic  on- 
line recognition  of  up  to  12  typestyles. 


tion  and  converts  it  to  computer- 
usable  form  for  editing,  storage  and 
electronic  communications." 

The  Dest  Workless  Station  con- 
verted the  36  reference  manuals  in 
just  11  weeks.  The  model  202  can 
process  eight  different  type  fonts; 
other  Dest  models  can  support  up 
to  12.  This  enables  C&B  to  scan 
draft  material  and  enter  it  into  its 
word  processing  and  computer 
systems  without  further  formatting. 
Resolution 

Though  C&B's  recent  merger  with 
a  Pasadena  insurance  firm  imme- 
diately doubled  the  workload,  the 
Dest  Workless  Station  has  helped 
them  meet  every  deadline,  and  turn- 
around time  was  reduced  from  four 
days  to  four  hours  for  most  docu- 
ments. C&B's  use  of  Dest's  OCR  has 
helped  to  streamline  the  proposal 
process,  increase  the  volume  of 
proposals  sent  to  prospects,  and 
therefore  increase  the  company's 
bottom  line. 
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Adler  1020. 

The  out-write 

pacesetter. 


Like  athletes,  electronic 
typewriters  come  in  all  sizes 
with  varying  degrees  of 
capability.  But  there  can  be 
only  one  winner.  And  that's  the 
Adler  1020. 

Inside  this  outstanding  per- 
former are  features  that  allow 
it  to  outperform  every  elec- 
tronic typewriter  in  its  class. 
To  simplify  text  editing,  it 
has  a  40-character  dis- 
play—one of  the  largest  in 
the  industry;  a2.5K 
storage  memory  that 
eliminates  the  repetitive 
typing  of  short  texts  and 
frequently  used  phrases, 
as  well  as  constant  informa- 
tion for  forms.  There's  also  a 
500-character  correction 
memory  for  rapid  and  easy  cor- 
rection in  and  out  of  the  memory. 
This  triple  threat  combination- 
display,  memory  and  correction- 
helps  increase  productivity  by 
providing  error-free,  perfectly  printed 
documents. 

Of  course,  the  Adler  1020  has 
many  other  features  that  automate 
typing:  automatic  centering,  column 


layout,  right  margin  justification,  carrier 
return,  relocation,  decimal  alignment  and 
paragraph  indent.  There's  also  10, 12  and 
15  pitch,  plus  proportional  spacing;  and  a 
variety  of  type  styles  provided  by  whisper- 
quiet  print  wheels. 

And  yet,  with  all  this  built-in  capability, 
plus  communications  and  computer  com- 
patibility the  1020  is  priced  just  above 
Adler's  least  expensive  office  electronic 
typewriter  model. 

Let  your  authorized  Adler  typewriter 
dealer  show  you  why  the  1020  is  the  odds 
on  favorite  in  any  typing  event.  Return  the 
coupon  today. 

r 


TA 


TYPEWRITERS 


Adler-Royal  Business  Machines,  inc. 
1600  Route  22,  Union,  NJ  07083 

I'd  like  to  learn  more  about  the  Adler  1020  electronic 
quiet  writer.  Please  send  the  name  of  my  local 
authorized  Adler  typewriter  dealer 

Name 


Title 

Company 
Address 
City/State. 
Zip 


Telephone_ 
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Case  Studies: 
Business  Equipment 


Haworth  "Furnishes"  Motorola 
with  Flexible  Solutions 


Problem 

Motorola,  Inc.,  a  leading  man- 
ufacturer of  electronic  equipment, 
systems,  and  components  with 
world-wide  sales  over  $4  billion, 
needed  to  install  a  flexible  open 
office  furnishings  and  seating 
system  for  its  Phoenix-area  opera- 
tions, as  well  as  meet  future 
office/lab  design  needs  company- 
wide.  This  system  needed  the  flex- 
ibility to  meet  individual  work 
requirements,  the  stability  to  sup- 
port heavy  workloads,  and  the 
structural  integrity  to  assure  high 
performance.  Motorola  wanted 
a  solution  fully  supported  by  a 
major  office  systems  furniture 
manufacturer  that  would  comple- 
ment Motorola's  commitment  to 
innovation. 
Solution 

"Motorola  selected  Haworth  as  a 
major  national  account  supplier  after 
an  intensive  technical  evaluation," 
said  Motorola's  P.J.  McGoldrick. 


By  meeting  needs  in  the  Design  Engineering  Laboratory 
with  UniGroup  components,  Motorola  was  able  to 
create  a  lab  environment  that  is  as  efficient  as  it  is  easy 
to  reconfigure. 


Motorola's  facility  planners  and  de- 
signers tested  for  systems  quality, 
strength,  appearance,  acoustics,  in- 
tegrated lighting,  electrical  and 
communications  capabilities  and 
recognized  that  Haworth 's  UniGroup 
workstations  and  office  seating 
could  meet  the  diverse  requirements 
of  Motorola's  office  and  laboratory 
environments. 

The  UniGroup  workstations  en- 
abled the  engineering  lab  at 
Motorola  to  gain  easy  access  to 
water,  gas,  and  additional  power 
supplies.  Haworth  also  developed 
customized  lab  solutions,  like  a 
work-surface-height  wire  strip. 

In  the  office  environment,  the  Ac- 
counts Payable  area  implemented 
UniGroup  single-  and  dual-occupan- 


cy workstations  to  address  space 
problems  for  office  electronics,  to 
achieve  visual  privacy  and  reduced 
sound  levels,  and  to  meet  file  and 
drawer  storage  needs.  The  MIS  de- 
partment found  that  Haworth's 
systems  furniture  could  support  the 
unique  electronic  and  communica- 
tions needs  of  its  staff  who  have  one 
or  two  CRTs.  Features  like  the  inte- 
grated-power  panel  system  with 
three  separate  electrical  circuits 
within  one  compartmentalized  base 
raceway  and  the  support  provided  by 
Haworth's  dealer,  Facilitec,  have  im- 
pressed Motorola. 
Resolution 

Haworth  furnishings  have  helped 
Motorola  increase  employee  produc- 
tivity and  improve  office/lab  space 
utilization.  Motorola  has  been  able 
to  maintain  its  worldclass  status  as 
an  electronics  manufacturer  because 
of  its  emphasis  on  quality  and  pro- 
ductivity; office/lab  design  is  part  of 
this  strategy  for  success. 


NEC's  FAXs  Are  Speeding  Services 
and  Saving  Money  at  Chase 

Problem 

With  over  $120  billion  a  day  in 
money  transfers  around  the  world 
and  over  3  million  checks  processed 
daily,  Chase  Manhattan  Bank,  N.A., 
has  major  communications  require- 
ments. Communications'  integral 
role  in  Chase's  daily  business  is 
emphasized  by  Howard  Wong,  a 
second  vice  president  in  Chase's 
corporate  operations  and  systems 
area:  "Every  service  Chase  provides, 
from  cash  management  to  check 
processing  to  foreign  exchange,  has 
specific  communications  require- 
ments which  must  be  met  to 
conduct  our  day-to-day  business." 

To  keep  pace  with  its  growing 
communications  needs,  Chase 
wanted  to  expand  and  upgrade  its 
worldwide  network  of  facsimile 
transmission  machines,  which  were 
primarily  older,  analog  devices. 
Chase's  long-term  goals  were  to  in- 
tegrate the  existing  facsimile 


technology  with  innovative,  total  ap- 
proaches to  communications.  Chase 
required  a  fax  vendor  offering  global 
support  and  services;  a  diversified 
but  compatible  product  line;  and 
special  features,  i.e,  audit  trails, 
transmission  verification. 
Solution 

After  thorough  product  testing, 
Chase  selected  a  full  complement  of 
NEC  facsimile  machines:  NEFAX 
3500;  System  ll-D;  NEFAX  VIII; 
System  lll-SE;  and  System  lll-T 
Different  transmission  speeds  and 
features  enabled  Chase  to  meet 
unique  department/division  needs, 
while  maintaining  compatibility. 
Chase  now  has  more  than  300  fac- 
simile units  installed  worldwide. 

Chase  has  also  established  an  in- 


Howard  Wong  (left),  a  Second  Vice  President  in  Chase 
Manhattan  Bank's  Corporate  Operations  and  Systems 
area,  and  John  Schmitt,  NEC  national  facsimile  ac- 
counts manager,  review  the  operation  of  NEC's  new 
BIT  II  facsimile. 


house  network,  Chase  Fax-Net, 
using  NEC's  System  lll-T  model. 
Documents  sent  via  this  network 
can  usually  be  transmitted  and  hand 
delivered  within  an  hour. 
'Resolution 

Its  facsimile  networks  are  giving 
Chase  significant  cost  and  time  sav- 
ings. A  prime  example  is  the  fax 
transmission  of  time-sensitive  loan 
packages.  Typically,  these  packages 
are  nine  pages  long  and  are  sent,  via 
overnight  mail,  to  a  central  office. 
The  approval  process  takes  three  to 
four  days.  The  total  cost  for  round- 
trip  shipping  is  approximately  $20, 
versus  $1.50-$3.00  to  fax  the  docu- 
ment and  have  it  returned  the  same 
day.  Fax  delivery  of  loan  packages  is 
a  business  strategy  that  has  enabled 
Chase  to  remain  a  leader  in  the 
financial  services  industry.  It  is 
estimated  that  the  facsimile  network 
has  helped  the  bank  save  over 
$500,000  annually  since  1983. 


NEAX  2400  IMS: 
Communications  on  all  levels 


All  businesses  today  share  a  need 
for  modern  efficient  information 
management.  Yet  each  company's 
specific  needs  are  unique.  That's  why 
NEC,  the  computer  and  communica- 
tions company  developed  the  NEAX 
2400  Information  Management 
System. 

The  NEAX  2400  combines  sophisti- 
cation with  flexibility.  Its  modular 
design  makes  it  the  advanced  infor- 
mation management  system  you  can 
tailor  to  your  own  requirements. 

Take  size:  Order  a  system  with 


voice,  data,  facsimile,  voice  mes- 
saging, packet  switching,  local  area 
network.  Take  some  features  at  once, 
hold  off  on  the  others,  and  add  them 
on  easily  whenever  you  wish. 

With  the  NEAX  2400  IMS  you  get  a 
system  that  fits  your  needs,  both  now 


and  in  the  future.  You  never  pay  for 
more  system  than  you  want,  yet  you 
never  settle  for  less  than  you  need. 
That's  why  it's  the  smart,  cost- 
effective  answer  to  the  communica- 
tion needs  of  businesses  of  every  type 
and  size. 

NEC,  a  telecommunications  innova- 
tor since  1899,  is  a  worldwide  leader 
in  integrating  computers  and  commu- 
nications. For  more  information 
about  the  advanced  NEAX  2400  IMS, 
call  NEC  Telephones  Inc.,  toll-free 
at  1 -800-626-4952;  in  New  York 
State  516-293-3015.  Or  write:  NEC 

Selephones,  Inc.,  8  Old  Sod  Farm 
oad,  Melville,  NY  11747. 


NEC  Corporation 


al  area  network 
inects  headquarters 

with  three  branches; 

voice,  data,  voice 
ssaging,  text  mail, 
:ket  switching, 

more;  7,460  ports. 


\bu  can  maximize 
your  office  investment. 


Ha  worth  can  show  you  how.  Your  office 
walls,  lighting,  HVAC,  furnishings, 
equipment,  seating,  floors  and  ceilings  all 
cost  you  money— not  just  initially,  but 
every  working  day.  Haworth  can  show 
you  how  to  get  the  most  from  your 
facilities  investment  with  a  fully 
integrated  office  interior  system 
—panels,  lighting,  work 


surfaces  and  storage,  electronic  support? 
seating,  electrical  management  and  pape: 
management.  Designed  to  respond  tc 
individual  needs.  Geared  to  deliver  maxi 
mum  office  productivity. 


Send  for  your  "Financial  Planners'  Package" 
today:  Haworth  Inc.,  One  Haworth  Center, 
Holland,  Ml  49423  U.S.A. 
Haworth  Office  Systems,  Ltd.,  Ontario,  Canada. 


H/XWORTH 
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EXCELLENCE  IN  OFFICE  FURNISHINGS 


At  the  movie  box  office  here,  1984  was  a 
record  year,  but  overseas  the  script  differed. 
Well,  ashes  to  ashes  and  dust  to  dust,  if  the 
dollar  don  t  get  you,  the  cassettes  must. 


Reel  dollars 


By  Jeffrey  A.  Trachtenberg 

HOLLYWOOD  HAD  SOMETHING 
to  celebrate  in  1984:  a  handful 
of  superhits  and  a  record  $4 
billion  gross  at  U.S.  box  offices.  The 
motion  pictures  good  enough  to  have 
done  that  should  have  generated  giant 
profits  overseas,  too,  and  made  1984  a 
banner  year.  It  didn't  work  out  that 
way  because  of  that  old 
devil  dollar. 

"The  exchange  rate  just 
killed  us,"  says  Harry  Ar- 
chinal,  president  of  Walt 
Disney's  foreign  distribu- 
tion subsidiary,  whose  big 
picture  last  year  was 
Splash.  "Back  in  1980  we 
generated  $75  million  in 
overseas  sales.  In  1984  we 
did  $34  million.  It's  our 
job  to  bring  money  back 
to  the  parent  company, 
but  we're  losing  10%  to 
20%  every  year  because  of 
currency  conversion." 

Worse,  despite  big  box 
office  hits  like  Ghostbusters 
and  Indiana  Jones,  1984 
was  a  year  of  such  major 
disappointments  as  Cotton 
Club,  Dune  and  Rhinestone. 
In  the  old  days  losers  like 

these    could    be    pushed     

into  the  black  with  overseas  earnings. 
That's  not  likely  today. 

It's  some  comfort  that  while  the 
Japanese  steal  our  world  market  in 
cars,  the  Brazilians  in  soybeans,  no- 
body makes  hit  movies  the  way  Para- 
mount and  Warner  and  Columbia  do. 
Among  U.S.  industries,  the  film  in- 
dustry's continued  success  abroad  is 
probably  unique.  Overseas  sales,  how- 
ever, were  down' an  estimated  10% 
last  year  in  dollars  over  1983's  $844 
million.  "If  the  dollar  were  lower,  the 


industry  would  be  setting  interna- 
tional records,"  says  Martin  Kutner, 
executive  vice  president  of  interna- 
tional distribution  and  marketing  for 
Paramount  Pictures. 

Exports  peaked  at  $911  million  in 
1979  and  1980,  according  to  Variety 
film  analyst  Art  Murphy.  Because  of 
the  beating  that  foreign  revenues  take 
on  conversion  to  dollars,  foreign  rev- 


Hany  Archinal,  head  of  Walt  Disney's  foreign  distribution 
"I  don't  think  we've  bottomed  out  yet." 


enues  as  a  percentage  of  total  sales 
will  be  closer  to  40%,  compared  with 
closer  to  50%  five  years  ago. 

Even  the  best  studios  have  been 
hurt.  Paramount's  foreign  sales  for 
the  year  ended  July  31,  1984  almost 
doubled  against  1983,  thanks  to  pic- 
tures such  as  Terms  of  Endearment 
"But  I'm  concerned  for  1985,"  says 
Kutner.  "Look  what  has  happened  to 
the  pound.  There's  no  way  that  Beverly 
Hills  Cop  can  do  in  foreign  what  it  did 
domestically." 


There's  more  bad  news.  Videocas- 
settes  are  stealing  foreign  business, 
too,  especially  in  the  U.K.,  where  the 
average  Britisher  now  goes  out  to  see  a 
flick  only  once  a  year.  Accustomed  to 
renting  their  television  sets,  the  Brit- 
ish pay  just  a  little  extra  per  month  for 
a  VCR.  In  Italy  hundreds  of  indepen- 
dent television  stations  are  showing 
thousands  of  motion  pictures  free  on 
TV  annually. 

"Our  cassette  people  tell  us  not  to 
worry,  but  they're  going  to  do  a  huge 
business  overseas,"  says  a  worried 
Jean-Louis  Rubin,  president  of  Twen- 
tieth Century-Fox  International.  "I've 
seen  a  study  stating  that  80%  of  those 
who  are  renting  cassettes  in  Sweden 
are  18  years  old  or  younger.  That's  our 
market." 

So  much  for  the  new  trouble.  Lots 
of  old  headaches  linger.  Brazil  grabs 
26%  of  a  producer's  share  of  box  office 
through  taxes.  South  Korea  allows 
only  flat  fees  from  local  distributors, 
killing  chances  of  sharing  in  a  break- 
out picture.  India  keeps  the  dollars 
from  getting  out. 

That  said,  there's  still  money  to  be 
made.  Romancbig  the  Stotie,  a  Fox 
thriller,  grossed  more  than  $70  mil- 
lion in  this  country  and 
about  $40  million  over- 
Seas.  Fox  films  distributed 
overseas  return  about 
35%  to  the  studio,  which 
means  Fox'  share  amount- 
ed to  about  $14  million. 
Ghostbusters  from  Colum- 
bia Pictures,  which 
grossed  about  $220  mil- 
lion domestically,  did  an- 
other $53  million  outside 
the  U.S.  in  its  first  eight 
weeks,  excluding  ticket 
sales  from  Italy  and  West 
Germany. 

"We  promoted  it  with 
Coca-Cola,  through  T- 
shirt  giveaways  and  rec- 
ords," says  Anthony 
Manne,  senior  vice  presi- 
dent, international  theat- 
rical distribution,  for  Co- 
lumbia, which  is  owned 
by  Coke.  But  after  conver- 
sion to  the  dollar,  not  even  the 
runaway  hit  Ghostbusters'  foreign  rev- 
enues will  set  a  record. 

What's  ahead?  "I  don't  think  we've 
bottomed  out  yet,"  says  Disney's  Ar- 
chinal. "Some  foreign  ticket  prices 
have  increased,  which  helped.  But 
VCRs  will  have  a  lasting  impact.  It's 
another  medium  that  will  drain  off 
some  audience.  We'll  still  be  around, 
just  like  we  were  after  the  introduc- 
tion of  television,  but  viewership  will 
suffer."  ■ 
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Introducing  PC  softwar ) 
the  right  way  to  df 

IBM's  new  Personal  Decision  Series,    needs,  instead  of  vice  versa.  your  own  style  documents,  pulling  fi»i 

A  powerful  team  of  business  Vou  begin  with  Data  Edition,  a  pro-  from  up  to  6  Data  files  at  a  time.'  j 

programs  designed  for  exceptional      gram  that   not  only   manages  huge    formats  you  can  design,  for  applicatii  k 
flexibility  amounts  of  information,  but  lets  you  take    you  can  invent. 

it  from  a  surprising  variety  of  sources:  Graphs  gives  you  a  choice  oh  ip 

There's  rarely  one  best  way  of  doing    data  banks,  mainframes,  even  files  ere-  graph  styles,  with  over  20  variatit 
anything.  ated  by  other  PC  programs.  And  you  can  update  old  graphs  with N 

Rather,  lots  of  very  good  ways;  a  And  you  can  retrieve  your  data  in 

reality  that  IBM's  Personal  Decision    nearly  any  form  you  like,  without  a  lot  of 
Series  handily  accommodates.  headscratching.  \ou  can  begin  produc- 

More  than  any  software  we  know  of,  ing  real  work  in  a  couple  of  hours, 
it  gives  you  choices.  You  tailor  it  to  your  Add  Report  s+  and  you  can  create 


With  IBM's  new  Personal  Decision  Se 
you  start  with  Data  Edition,  adding  others. 
Report s  +  or  Plans,  as  you  like. 

For  even  more  help,  you  can  add  App    » 


>ased  on  the  curious  notion  that 
hings  is  any  way  you  want  to. 


zing  to  make  new  ones. 

There's  also  Plans  for  financial 
>deling  and  spreadsheets,  and  IVords 
\  putting  your  sentences,  numbers  and 
jphs  all  together. 

The  Personal  Decision  Series  can 
n  take  information  from  a  number  of 


graphs 


SI 


:bm 


wd  Calendar,  Client  Time/Cost  Accounting,  and 
■spec/  Tracking  Editions. 
I  Also,  the  Personal  Decision  Series  works 
»i  data  from  IBM's  new  Business  Management 


non-Series  programs.  So  if  you  already 
have  a  favorite  spreadsheet  or  writing 
program,  you  may  still  be  able  to  use  it. 

You  can  even  use  files  from  an  IBM 
System/36  or  System/370  computer,  by 
adding  an  Attachment /36  or  /370  Edition. 

All  of  which  is  perfect  for  people 


Words 


Attachment/370 


Series,  a  powerful  family  of  accounting  programs. 
And  ask  about  IBM  Extended  Support  ser- 
vices, a  way  to  get  software  updates  and  telephone 
assistance  direct  from  IBM. 


who  insist  on  doing  things  their  way. 

Do  you  know  somebody  like  that? 

To  learn  more,  call  an  IBM  market- 
ing representative,  or  visit  an  IBM  Pro- 
duct Center  or  authorized  IBM  PC  dealer. 

For  the  store  nearest  you,  and  a  free 
brochure,  call  800-447-4700.  (In  Alaska 
and  Hawaii.  800-447-0890.) 


Personal  Computer  Software 


What  is  Consolidated  Natural  Gas  doing  in 
the  face  of  the  gas  bubble?  Looking  for  gas 
like  it  was  crisis  time  all  over  again. 


The  prudent  man 


By  Stanley  W.  Angrist 


Consolidated  Natural  Gas  Chainnan  G.J.  (Jack)  Tankersley 
Sometimes  you  make  your  own  luck. 


Oil  prices  are  falling,  OPEC  is 
in  disarray,  and  there  is  a  con- 
tinuing bubble  of  oversupply  in 
natural  gas.  Yet  Chairman  George 
Jackson  (Jack)  Tankersley  of  Consoli- 
dated Natural  Gas  Co.  is  behaving  as 
though  another  energy  shortage  were 
around  the  corner. 

He  plans  to  spend  $346  million, 
65%  of  CNG's  estimated  1985  cash 
flow,  exploring  for  gas  and  oil.  He  is 
also  buying  reserves,  as  he  did  last 
month  when  he  completed  the  $171 
million  purchase  of  Mapco  Inc.'s  do- 
mestic onshore  oil  and  gas. 

There  is  risk  in  Tankersley's  push- 
ing CNG  to  drill  600  wells  this  year, 
up  from  94  in  1980.  But  there  is  also  a 
grand  plan. 

First  the  risk.  Tankersley,  who  has 
spent  28  of  his  63  years  in  the  busi- 
ness, knows  his  company  needn't 
spend  all  that  money  for  its  own  re- 
serves. These  days  it  can  purchase  the 
gas  it  needs  at  ever  softer  prices.  Why 
is  he  pushing  exploration  now? 

Because  Tankersley  is  skeptical. 
"We  know,"  he  says,  "that  the  U.S.' 
proved  reserves  of  oil  are  29% — and 
natural  gas  31% — under  what  they 
were  in  1970.  We  also  believe  North 
Sea  oil  production  will  peak  out  this 
year."  He  expects  the  gas  bubble  to 
disappear  as  early  as  1986. 

CNG  has  a  record  for  foresight.  Tra- 
ditionally a  gas  pipeline  and  distribu- 
tion company  serving  Ohio,  Pennsyl- 
vania and  West  Virginia,  it  dramati- 
cally stepped  up  exploration  for  gas  in 
1968,  well  before  the  gas  shortages  of 
the  mid-1970s.  Tankersley  expanded 
that  program  when  he  became  chief 
executive  in  1979,  and  today  CNG 
provides  20%  of  system  needs  from 
its  own  production. 

The  trouble  is,  with  falling  prices, 
gas  from  the  Gulf  of  Mexico  is  getting 
less  profitable.  CNG's  finding  costs 
overall  compare  favorably  to  the  in- 
dustry average  for  new  gas  of  $2.3 1  per 
thousand  cubic  feet  (mcf),  but  fresh 
additions  cost  even  CNG  $2.08  per 
mcf  these  days.  Last  year,  when  CNG 
was  able  to  sell  its  gas  at  $3.30  per 
mcf,  that  was  hugely  profitable.  But 
now,  Merrill  Lynch  predicts  (in  a 
recent  industry  report)  that  the  aver- 
age U.S.  wellhead  price  will  decline 
from  $2.60  per  mcf  to  $2.35. 

Paul  H.  Dudley  Jr.,  CNG  senior  vice 
president  for  exploration  and  produc- 
tion, acknowledges  that  the  com- 
pany's "average  wellhead  price  will 
perhaps  drop  a  bit,"  but  he  doubts  it 
will  drop  in  the  dimensions  indicated 
by  the  industry  average.  "That 
number,"  he  says,  "includes  a  lot  of 
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BOTTOM-LINE  TOUGH. 


IEVY  TILTMASTER. 

iP  INTO  TURBO-DIESEL  POWER. 

Tiltmaster  literally  lives  up  to  its  name.  It's  designed  to  master  virtually  every  system  and  component 
that  makes  a  steel  tilt  job-worthy 

Its  short  75.2  BBC  length  allows  longer  truck  bodies  than  conventional  cabs  and  its  short 
wheelbase  makes  for  a  quick  turning  circle.  For  easy  servicing,  the  Tiltmaster  cab  tilts  forward 
a  full  45?  Up-to-date  power  is  on  tap  from  a  compact  direct-injection  turbocharged  5  7  Liter 
Diesel  rated  at  165  SAE  net  HP  @  3,000  RPM  for  335  Ib.-ft.  torque  @  1 900  RPM  For  California- 
155  SAE  net  HP  @  3,000  RPM  with  313  Ib.-ft.  torque  @  1,900  RPM. 

Front-axle  ratings  are  up  to  3,000  lbs.  higher  than  some  competitive  tilts.  To  welcome 
a  wide  range  of  body  styles,  Tiltmaster's  two  GVW  Ratings -27,500  lbs.  and  29,700  lbs  -come 
in  four  wheelbases.  Let  us  spec  out  a  tough  Chevy  Tiltmaster  Medium  for  your  specific  fleet 
needs.  For  the  dealer  nearest  you,  call  1-800-521-2803.  In  Michigan,  call  313-556-5927 


producers  with  higher-priced  gas." 

Still,  given  the  uncertainties  of  en- 
ergy pricing  these  days,  Tankersley 
was  entrepreneurial^  quick  to  seize 
an  opportunity  last  year  when  cash- 
hungry  Mapco  put  its  domestic  prop- 
erties on  the  block.  For  $171  million 
in  cash  he  bought  proved  and  probable 
reserves  of  approximately  142  billion 
cubic  feet  of  natural  gas  and  10.6  mil- 
lion barrels  of  oil.  That  works  out  to  a 
price  of  $4.87  per  equivalent  barrel  of 
oil.  More  to  the  point,  CNG  bought 
gas  reserves  at  84  cents  per  mcf,  a  real 
bargain. 

Sometimes  you  make  your  own 
luck.  Tankersley  had  cash  ready  to 
seize  that  opportunity  because  he  has 
kept  CNG's  finances  in  solid  shape. 
At  34%  of  capitalization,  its  debt  is 
the  lowest  of  all  the  major  gas  pipe- 
line companies.  Its  "exceptionally 
strong  financial  position,"  says  Op- 
penheimer  &.  Co.  analyst  John  Jones, 
"affor*ds  management  broad  flexibil- 
ity in  utilizing  cash  resources." 

Which  brings  us  to  the  grand  plan. 
Tankersley,  an  engineer  from  Auburn 


University,  recognized  long  ago  that 
there  was  little  growth  for  $3.5  billion 
(revenues)  CNG  in  its  traditional  rust 
belt  territories.  The  company  already 
supplies  98%  of  the  homes  along  its 
lines,  while  its  industrial  customers 
in  Ohio,  Pennsylvania  and  West  Vir- 
ginia are  scarcely  interested  in  expan- 
sion. Earnings  from  its  own  produc- 
tion— 30%  of  last  year's  $205  million, 
or  $5  a  share,  net  income — have 
helped  the  company  to  keep  growing 
despite  these  limitations.  But  Tan- 
kersley also  knew  that,  in  an  era  of 
deregulation,  CNG  didn't  have  to  re- 
sign itself  to  a  future  of  falling  de- 
mand. With  gas  supplies  and  finances 
secure,  it  could  reach  out  for  new 
markets. 

And  so  last  year  Tankersley,  who 
takes  a  few  weeks  off  every  other  year 
to  hunt  big  game  in  Africa,  bagged  a 
beauty.  A  group  of  utilities  in  New 
England  and  New  York  were  seeking 
regulatory  approval  to  import  gas 
from  Canada.  But  Tankersley  and  his 
managers  beat  a  hot  path  to  Washing- 
ton with  a  competitive  proposal  and 


got  federal  approval  to  supply  the  util- 
ities with  more  than  half  the  new  gas 
they  wanted  to  purchase.  The  agree- 
ment, which  went  into  effect  last  No- 
vember, allows  CNG  to  sell  up  to  28 
billion  cubic  feet  annually  to  the  utili- 
ties, with  maximum  sales  increasing 
to  39  bcf  in  November  1986. 

He  also  plans  to  use  other  means, 
which  he  calls  unbundling,  to  sell 
CNG's  production  and  services.  "Un- 
bundling allows  us  to  sell  our  produc- 
tion to  a  closer  pipeline  if  we  want," 
says  Tankersley.  "Or  our  transmis- 
sion company  can  sell  gas  to  an  off- 
system  customer.  Or  we  can  sell  stor- 
age to  another  gas  company.  All  of 
these  things  are  good  business  for  us." 

Seen  in  that  light,  Tankersley's 
heavy  investments  in  CNG's  gas  re- 
serves are  less  a  defense  against  an- 
other energy  crunch  than  prudent 
preparation  for  future  opportunity. 
What  it  comes  down  to  is  that  dereg- 
ulation has  brought  freedom  to  the 
gas  utility  industry.  Jack  Tankersley 
and  CNG  are  providing  an  object  les- 
son in  how  to  use  that  freedom.  ■ 


With  the  billions  of  dollars  being  spent  on 
Americas  highways,  Pittsburgh's  Koppers 
Co.  has  recovered  from  its  recession.  Now 
the  argument  is:  How  high  is  up? 

A  word  from 
Captain  Caution 


By  Jay  McCormick 


T|  HERE  ARE  TWO  VIEWS  of  KopperS 
Co.,  the  Pittsburgh-based  con- 
struction giant  with  $1.8  billion 
in  sales  last  year. 

There  is  the  market  and  the  ana- 
lysts: Propelled  by  forecasts  of  well 
over  $2  a  share  this  year,  the  stock  is 
running  around  21,  or  26  times  last 
year's  79-cents-a-share  net. 

Then  there's  Charles  Pullin.  He 
calls  himself  a  cynical  old  man,  but 
he's  more  like  Captain  Caution.  Pul- 
lin isn't  down  on  the  company.  He 
just  thinks  that  this  road  repair  may 
be  overrated,  that  the  acquisitions 
others  talk  about  may  be  easier  said 


than  done,  and  that  the  company  isn't 
likely  to  grow  faster  than  the  nation's 
economy,  anyway. 

Pullin  could  be  wrong,  but  then  he 
knows  Koppers  pretty  well.  In  1958  he 
gave  up  a  12-year  career  at  Koppers 
when  senior  executives  dumped  on 
his  idea  for  a  road  construction  divi- 
sion. He  went  to  work  at  a  road  con- 
struction company.  Then,  in  1966, 
Koppers  lured  him  back  to  take  charge 
of  the  fast-growing  road  materials  di- 
vision the  company  finally  started 
that  year.  His  division  did  so  well  that 
today  Pullin,  61,  is  Koppers  chairman 
and  chief  executive. 

What  makes  people  bullish  on  Kop- 
pers   is    all    the    talk    of    rebuilding 


America's  collapsing  infrastructure 
and  all  those  highways  that  need  re- 
pairs. Koppers  is  in  three  businesses, 
but  the  action  is  in  the  road  repair 
division.  It  brought  in  39%  of  that 
$1.8  billion  revenues  last  year  and 
74%  of  its  $91  million  operating  earn- 
ings (after  writeoffs,  net  earnings  were 
$28.8  million). 

Pullin  likes  road  repair  all  right,  but 
he  just  doesn't  see  it  improving  profits 
all  that  much.  Much  of  the  highway 
money,  after  all,  has  been  held  up  by 
pork-barrel  quarrels  about  where  to 
spend  it.  Moreover,  half  of  Koppers' 
road  construction  sales  are  tied  to 
housing  starts,  since  new  develop- 
ments need  roads  and  new  shopping 
malls  need  parking  lots.  But  starts 
seem  to  have  peaked  at  last  year's  1.75 
million  and  could  nudge  down  the 
next  couple  of  years. 

Can  the  road  repair  margins  climb? 
Some  sellers  of  aggregates  (crunched 
stone,  the  basic  construction  materi- 
al) earn  20%  pretax  on  sales,  while 
Koppers  earns  about  9% .  But  Koppers 
not  only  digs  the  quarry  and  crunches 
the  stone,  it  also  acts  as  contractor 
and  puts  down  the  end  product,  the 
asphalt.  Margins  get  squeezed  in  the 
bidding.  The  advantage,  Pullin  says,  is 
that  when  you  win  a  contract  you've 
got  a  sure  market  for  your  own  aggre- 
gates. So  he  figures  the  maximum 
margin  would  be  12%  and  sales 
growth  in  the  business  should  run  at 
least  10%  a  year.  That's  not  bad,  but 
Pullin  doesn't  get  excited  about  it. 
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He  also  has  been  buying  small 
road  materials  companies — three 
last  year  with  $25  million  in 
sales — and  there  is  talk  of  bigger 
acquisitions.  He  wants  some  but 
puts  out  a  warning:  "Sometimes 
these  relationships  with  owners 
of  private  organizations  take 
many  years  to  mature." 

Koppers  grew  fast  in  the  1970s 
by  building,  among  other  things, 
coke  ovens  and  blast  furnaces  for 
the  steel  industry,  piston  rings  for 
truck  engines  and  weather-resis- 
tant telephone  poles,  and  by  pro- 
ducing chemicals  for  the  alumi- 
num industry.  By  the  early  1980s 
Koppers'  markets  crumbled,  and 
some  never  came  back.  Earnings 
peaked  at  $3.21  a  share  in  1979, 
slid  into  the  red  by  1982  and  have 
been  digging  out  since.  Pullin  be- 
came CEO  in  1982  and  has  been 
cutting  off  Koppers'  dying  or 
slow-moving  product  lines — 
coke  oven  and  blast  furnace  con- 
struction, timber,  buttons — and 
laying  off  workers  to  bring  Kop- 
pers out  of  the  nosedive.  In  the 
fourth  quarter  last  year  Pullin 
took  a  $14  million  writeoff  to  cover 
warranty  claims  against  roofing  mate- 
rial that  didn't  make  the  grade  and  to 
cover  potential  environmental  dam- 
age at  old  chemical  plants.  "I  think 


Koppers  Chairman  Charles  Pullhi 
"We've  swept  out  the  corners. 


we've  swept  out  the  corners,"  says 
Pullin,  although  he  still  has  a  poten- 
tial loss  of  $64  million,  or  $1  a  share, 
after  everything,  because  of  a  coke 
oven  suit  by  Inland  Steel. 


What's  left  besides  road  repairs 
is  a  little  healthier,  but  not  surg- 
ing. In  Koppers'  specialty  chemi- 
cals, polyester  resins  made  into 
parts  like  body  panels  for  the 
partly  plastic  Pontiac  Fiero  pull 
in  $85  million  in  sales.  Railroad 
ties  and  telephone  poles  weather- 
proofed  with  creosote  ran  about 
$200  million  in  sales  last  year  and 
$12  million  in  pretax  earnings.  A 
$100  million  coke-supply  busi- 
ness (coke  fuels  blast  furnaces 
and  foundries)  regained  health 
with  the  auto  industry  recovery, 
but  the  market  has  peaked. 

There's  potential  in  a  printing 
process  that  allows  newspapers 
to  use  water-based,  instead  of  pe- 
troleum-based, ink,  with  a  nice 
side  effect  of  brightening  the  col- 
ors in  the  comics  and  keeping  ink 
off  readers'  fingers.  But  winning 
over  publishers  is  slow  work,  and 
there's  competition. 

Still,  Captain  Caution  is  ambi- 
tious. He  wants  to  grow  and  hit 
an  18%  return  on  equity.  That's 
no  small  feat  after  averaging  just 

3.4%  in  the  past  five  years.  "We 

have  to  go  some  to  do  it,"  says  Pullin. 
"We're  pretty  dedicated  to  doing  what 
we  know  how  to  do.  We've  had  our 
share  of  getting  hold  of  things  we 
don't  know  enough  about."  ■ 
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A  publishing  initiative  of  encyclopaedic  inspiration. 
A  work  of  over  1600  pages  dedicated  exclusively  to  Italian  export  and  to 
the  commercial  and  geo-economic  reality  of  130  countries  on  5  continents. 
A  global  informative  instrument  permitting  foreign  importers  to  rapidly  single 
out  the  -made  in  ltaly»  products  turned  out  by  over  20,000  companies  in  various 
lines  of  goods. 

Multilingual  indexes  and  «reading  keys»  make  it  particularly  easy  to  locate  products,  companies  and 
«export-oriented»  Bodies  and  Corporations  as  well  as  the  Italian  universeof  trade,  finance,  services  and  transport. 
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President  Reagan  s  reversal  of  the  Interna- 
tional Trade  Commission  in  the  Duracell 
case  is  clearly  a  victory  for  pragmatism. 

Score  one  for 
the  gray  market 


By  Anthony  Baldo 


A  strong  dollar  and  a  lively 
"gray  market"  are  old  friends. 
b  When  our  currency  is  at  a  pre- 
mium, U.S.  retailers  often  find  it 
cheaper  to  buy  U.S.-trademarked 
goods  overseas  and  bring  them  back 
for  resale  in  the  States,  thus  undercut- 
ting the  parent  company's  domestic 
market  and  annoying  it  mightily. 

Back  in  1923  such  a  dispute  be- 
tween producer  and  retailer  went  all 
the  way  to  the  U.S.  Supreme  Court.  A 
New  York  company  with  a  U.S.  trade- 
mark for  French-made  face  powder 
complained  that  a  U.S.  retailer  was 
buying  the  product  in  France  instead 
of  the  U.S.  to  take  advantage  of  a 
recently  devalued  French  franc.  The 
Supreme  Court  found  for  the  New 
York  company,  saying  that  a 
U.S.  trademark  confers  "terri- 
toriality" in  the  U.S. 

In  August  of  1983  the  $800 
million  (sales)  Duracell  divi- 
sion of  Dart  &  Kraft  com- 
plained to  the  International 
Trade  Commission  over  the 
same  issue.  Duracell  charged 
that  U.S.  gray  marketers  were 
buying  alkaline  batteries  that 
the  company's  Belgian  subsid- 
iary makes  for  its  European 
distributors  and  selling  those 
batteries  in  the  States.  The 
company  has  spent  $150  mil- 
lion over  the  last  three  years 
to  promote  "territoriality," 
argues  Duracell's  attorney 
James  Bicrman,  and  the  gray 
marketers  are  "free-riding"  on 
that  effort.  Because  the  batter- 
ies are  not  meant  for  import  in 
the  first  place,  the  Duracell 
name  is  hurt  because  the  gray 
market  batteries  lose  their 
freshness,  have  inapplicable 
warranties  and  are  not  what 


consumers  expect. 

Claiming  it  had  been  "substantially 
injured"  by  these  "unfair  acts,"  the 
company  sought  relief  under  Section 
337  of  the  Tariff  Act  of  1930.  The  ITC 
ruled  in  Duracell's  favor  last  fall. 

But  that  wasn't  the  end  of  the  story. 
The  company's  opponents  took  the 
case  to  White  House  policymakers, 
arguing  that  "parallel  imports"  save 
consumers  20%  to  30%  of  the  cost 
they  would  otherwise  have  to  pay  au- 
thorized retailers  for  the  products. 
The  U.S.  Treasury  also  exerted  pres- 
sure, interpreting  Section  42  of  the 
Lanham  Act,  which  concerns  the  im- 
portation of  trademarked  goods,  in 
the  gray  marketers'  favor. 

A  free  market  advocate  himself, 
President  Reagan  listened  sympa- 
thetically to  his  staff  and  overruled 


the  ITC  order  in  January.  Gray  mar- 
keters celebrated  as  if  it  were  Adam 
Smith's  birthday.  "By  striking  down 
the  ITC's  decision,  the  Administra- 
tion prevents  a  dangerous  precedent 
being  set,"  said  a  spokesman  for  the 
Association  of  General  Merchandise 
Chains. 

Making  a  case  before  the  ITC  on 
Section  337  grounds  was  an  imagina- 
tive route  for  Duracell  to  take,  and  the 
broad  ruling  that  resulted  could  well 
have  opened  the  door  for  other  manu- 
facturers. "If  the  President  hadn't  dis- 
approved, I  think  we'd  have  seen  more 
cases,"  says  Tim  Yaworski,  the  ITC's 
assistant  general  counsel  for  Section 
337  investigations. 

Was  the  Duracell  case  a  landmark 
for  the  legal  status  of  the  gray  market? 
Duracell  contends  the  implications 
are  narrow.  Most  gray-market  cases 
involve  goods  manufactured  abroad 
that  are  specifically  intended  for  im- 
port here.  The  most  celebrated  exam- 
ples have  been  European  autos  like 
Mercedes-Benz  (Forbes,  Aug.  27,  1984) 
and  retail  items  such  as  Minolta  and 
Nikon  cameras,  Waterford  glassware, 
Cartier  watches  and  Charles  of  the 
Ritz  perfumes. 

But  gray  marketers  themselves  find 
little  distinction  between  Duracell 
and  parallel  imports.  They  are  getting 
support  in  at  least  some  government 
quarters.  Duracell's  argument  was 
"simply  protectionism  by  another 
name,"  says  John  M.  Walker  Jr.,  Trea- 
sury assistant  secretary  for  enforce- 
ment and  operations.  "Essentially, 
the  Treasury  has  taken  a  free  trade 
position  that  the  government 
should  not  be  prohibiting  the 
entry  of  genuine  articles  un- 
der trademarks  where  the 
companies  are  related  in  a  cor- 
porate sense." 

Walker  says  the  matter  is 
still  under  study  by  a  Cabinet 
committee  and  there  is  no  fi- 
nal White  House  position  yet. 
But  he  thinks  Reagan's  rever- 
sal of  the  ITC  in  the  Duracell 
case  shows  which  way  the 
wind  will  blow.  It  was  only 
the  fourth  time  in  nine  years 
that  a  President  has  done  such 
a  thing. 

Duracell,  meanwhile,  has 
filed  an  appeal  in  the  U.S. 
Court  of  Appeals  for  the  Fed- 
eral Circuit  in  Washington, 
D.C.  to  have  the  ITC  order 
reinstated.  But,  practically 
speaking,  there  seems  little 
that  any  U.S.  court  can  do  to 
discourage  the  gray  market 
when  the  U.S.  dollar  is 
strong.  ■ 
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Munsingwear  swapped  manufacturing 
rights  for  stock.  Will  that  keep  the  Bass 
brothers  out  of  their  briefs? 

The  minnow 
and  the  Basses 


By  Jeffrey  A.  Trachtenberg 

SOMETHING  FOR  NOTHING,  the 
accountants  said — an  intangi- 
ble asset  for  a  tangible  asset. 
Last  December  Munsingwear,  Inc., 
the  Minneapolis  manufacturer  of 
sportswear,  underwear  and  lingerie, 
swapped  licensing  rights  with  three 
Japanese  firms  for  nearly  $11  million 
worth  of  its  own  stock.  cl™ B  sli*»m 
Unheard  of. 

Maybe  you  remember 
Munsingwear  and  its 
trademarked  Penguin 
clothing  from  the  days 
when  big  names  like 
Warren  Buffett  and  re- 
tailer William  Andres  sat 
on  the  board.  But  Mun- 
singwear stumbled  badly 
during  the  last  recession, 
racking  up  $22  million  in  - 
losses  from  1980  through  1982. 

Scenting  blood,  Gulf  &  Western's 
Charlie  Bluhdorn  acquired  a  big  block 
of  stock  in  1980  and  later  bought 
more.  For  protection,  Munsingwear 
persuaded  three  Japanese  business 
partners  in  1981  to  buy  shares  of  its 
stock  valued  at  $12.5  million.  In  re- 
turn, the  Japanese  got  manufacturing 
rights  in  perpetuity,  at  royalties  of  2% 
instead  of  the  6%  industry  standard. 

G&.W  sold  its  Munsingwear  posi- 
tion to  the  Bass  brothers  of  Texas  in 
January  1983  for  about  $6  million. 
And  Munsingwear's  fortunes  im- 
proved: Last  year  the  firm  made  an 
estimated  $1  million  on  $92  million 
in  sales,  or  50  cents  a  share. 

So  Munsingwear  President  George 
Hansen  came  up  with  a  novel  idea. 
Why  not  offer  to  cancel  the  2%  royal- 
ty in  return  for  getting  back  the  stock? 
The  Japanese  were  happy  to  oblige. 
One  of  them  had  lost  $60  million  in 
the  fiscal  year  ended  July  31,  1984  and 
needed  all  the  help  it  could  get.  "Not 


all  Japanese  companies  are  wonderful- 
ly managed,  despite  what  you  read," 
says  Hansen. 

The  big  question  is  how  Munsing- 
wear values  the  deal.  The  stock  was 
worth  $10.8  million  on  the  open  mar- 
ket, but  it's  doubtful  the  Japanese 
could  have  got  that  much.  Most  big 
investors  might  have  been  frightened 
off  by  the  Basses'  29%  stake. 

So  Munsingwear  will 
have  to  get  an  outside 
appraisal.  Once  the  fig- 
ure is  determined,  Mun- 
singwear will  record  the 
gain  as  an  extraordinary 
item  on  its  income  state- 
ment and  credit  the  same 
amount  to  retained  earn- 
ings on  its  balance  sheet, 
calling  it  treasury  stock. 
Net  equity,  therefore, 
won't  be  changed.  Equity 
per  share,  however — because  the  float 
has  been  significantly  reduced — 
jumps  from  $16.14  to  $24.23. 

The  Basses  should  be  grateful,  or 
should  they?  After  all,  the  amount  of 
outstanding  Munsingwear  stock  goes 
down  sharply,  increasing  their  posi- 
tion from  29%  to  44% .  That  increases 
the  takeover  danger,  doesn't  it?  "The 
Basses  don't  do  unfriendly  take- 
overs," insists  Hansen. 

Hansen  won't  pay  a  capital  gains 
tax  on  the  sale  of  those  manufacturing 
rights  because  Munsingwear  had  net 
operating  loss  carryforwards  of  $17 
million  in  1983.  "The  timing  was 
right  for  us,"  says  Hansen,  dryly. 

Maybe  so.  But  there's  a  kicker.  The 
Japanese  royalties  meant  the  differ- 
ence between  profit  and  break-even  in 
1984.  If  Munsingwear's  own  oper- 
ations don't  make  money  this  year, 
the  company  could  well  end  1985  in 
the  red — and  losses,  of  course,  were 
what  made  Charlie  Bluhdorn  scent 
blood  in  the  first  place.  ■ 


FORBES,  FEBRUARY  25,  1985 


<j**r* 


fa<°> 


MPOi 


/cmq/i 


SPECIA 


$uft/te€6  S 


WITH   BUILT 


IMPORTED 


SPECIAL  DRY 


lu/i//ec6  Snt 


ItU/rU. 


Even  a 

perfectionist 

needs  a  little  variety 

now  and  then. 


Tanqueray 

INGUSHGiN   tyPORUDBYSOMLRSH    MPOR'.EB 
100*.  GRAIN  NtUTRAI  SPIR  VS  -We  PRQQpJ 


IF  YOUR  BUSINESS  IS  HERE-. 
YOU  CAN  HAVE  GTE  TELENET  SERVICE- 


WHETHER  IT'S  BEING  SENT  TO  A  MAJOR  CITY-.  A 
SHALL  TOWN  OR  EVEN  A  REI10TE  REGION  OVERSEAS-, 
THE  GTE  TELENET  DATA  NETWORK  CAN  GET  INFOR- 
MATION THERE  IN  SECONDS- 

WHAT'S  MORE.  THIS  VAST  WORLDWIDE  DATA 
NETWORK  RESOURCE  SUPPORTS  TELEI1AILsn -,  AN 
ELECTRONIC  HAIL  SERVICE  THAT  ALLOWS  YOU  TO 
SEND  THOUSANDS  OF  INDIVIDUAL  MESSAGES 
SIMULTANEOUSLY-,  AS  EASILY  AS  SENDING  ONE  • 
AND  ALL  CAN  BE  RECEIVED  ANYWHERE  IN  THE 
WORLD  JUST  AS  EASILY.  BECAUSE  TELEMAIL 
ELECTRONIC  MAIL  IS  DELIVERED  THROUGH  VIR- 
TUALLY ANY  TERMINAL-,  PERSONAL  COMPUTER  OR 
TELEX  DEVICE. 

WE  CAN  ALSO  ROUTE  YOUR  ELECTRONIC  DOCU- 
MENT FOR  PRINTING  AND  CONVENTIONAL  HAND- 
DELIVERY. 

YOU'LL  FIND  NO  OTHER  SERVICE  OFFERS  ALL 
THESE  OPTIONS.  AND  YOU'LL  HAVE  THE  ASSUR- 
ANCE THAT  THE  TELENET  NETWORK  WILL  DELIVER 
THE  INFORMATION  ACCURATELY. 

ALL  IN  ALL-,  THE  FASTEST-,  MOST  EFFICIENT 
WAY  TO  TELL  THE  WORLD  EXACTLY  WHAT'S  ON 
YOUR  MIND- 

CALL  flOD-TELENET  AND  ASK  ABOUT  TELENET  AND 
TELEMAIL.  FROM  GTE  TELENET-THE  WORLD  LEADER 
IN  PUBLIC  NETWORK  SERVICES-,  INTERNATIONAL 
NETWORK  SERVICES  -,  PRIVATE  DATA  NETWORKS  AND 
INNOVATIVE  NETWORK  APPLICATIONS. 


friT3    Telenet 


Nynex  has  been  a  surprise  standout  among  the  Bell  operating 
companies,  but  dont  think  it  doesn't  face  challenges. 


Who  will  take  care  of 
the  little  customers? 


By  Howard  Gold 


Nynex  Chairman  Delbert  (Bud)  Staley 

Pinning  considerable  nope  on  the  regulators? 


Eliuhilh  Zeschi 


Delbert  (Bud)  Staley,  the  affa- 
ble 60-year-old  chairman  of 
Nynex  Corp.,  feels  mighty  vin- 
dicated these  days.  His  company's 
first-year  performance  has  confound- 
ed critics  who  dubbed  it  the  weak 
sister  of  the  seven  new  regional  Bell 
operating  companies. 

On  revenues  of  $9.5  billion  last 
year,  Nynex  earned  $986.4  million,  or 
$10.10  a  share,  well  above  most  esti- 
mates. "It  surprised  the  hell  out  of  the 
analysts,"  laughs  Staley.  "It  didn't 
surprise  me." 

Staley  knew,  of  course,  that  Nynex' 
cost  and  revenue  curves  were  both 
going  in  the  right  direction.  Nynex 
held  down  costs  by  cutting  2,500  em- 
ployees in  1984,  and  Staley  expects  to 
reduce  the  work  force  of  95,000  by 
another  10,000  over  the  next  three 
years.  Meanwhile,  the  revenue  curve 
is  nicely  up:  Demand  for  phone  lines 
in  the  strong  northeastern  economy  is 
at  its  highest  since  World  War  II. 

Keeping  that  revenue  curve  going  in 
the  proper  direction  may  get  a  lot 
tougher,  however.  The  threat  to  con- 
tinued growth  comes  from  an  innoc- 
uous-sounding word:  bypass.  It  means 
customers'  using  non-Nynex  facili- 
ties to  make  local  calls  or  to  connect 
directly  to  long-distance  carriers  such 
as  MCI,  GTE's  Sprint  and,  in  some 
cases,  even  AT&T. 

All  the  regionals  face  this  threat,  of 
course.  But  New  York's  situation  is 
worse  because  in  lower  Manhattan 
0.33%  of  New  York  Telephone  Co.'s 
customers  generate  33%  of  that  com- 
pany's revenues.  Here  are  the  head- 
quarters of  huge  companies  with  mul- 
timillion-dollar telephone  bills  and 
the  wherewithal  to  build  expensive 
systems  of  their  own — natural  candi- 
dates for  bypass.  The  loss  of  even  a 
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few  customers  would  deal  a  big  blow 
to  revenues  and  profits. 
And  bypassing  they  are: 

•  Citicorp  has  spent  over  $25  mil- 
lion for  long-distance  and  local  com- 
munication systems. 

•  American  Express'  Shearson  Leh- 
man is  investing  over  $20  million  in 
up  to  17,000  private  telephone  lines. 

•  Giant  Toronto-based  real  estate 
developer  Olympia  &  York  has  con- 
tracted with  Kansas  City,  Mo. -based 
United  Telecom  for  private  phone 
systems,  including  long  distance,  in 
its  11  New  York  buildings. 

•  Private  microwave  networks  are 
being  operated  or  built  by  dozens  of 
other  customers,  large  and  small,  in- 
cluding Columbia  University,  the 
New  York  State  Power  Authority  and 
Montefiore  Hospital. 

Nynex  customers  don't  even  have 
to  build  their  own  networks.  They 
can  buy  excess  capacity  on  other  peo- 
ple's. One  aggressive  new  player, 
TDX,  Inc.,  a  subsidiary  of  the  U.K.'s 
Cable  &  Wireless  Pic,  has  signed  on 
half  the  big  tenants  at  the  World 
Trade  Center.  Even  little  Manhattan 
Cable  TV  expects  $2.5  million  this 
year  from  such  companies  as  Chase 
Manhattan  and  Morgan  Guaranty, 
which  use  its  wide-band  cable  system 
for  local  voice  and  data  transmission. 

In  all,  31  bypass  systems  were  built 
in  N.Y.  Telephone's  service  area  be- 
fore 1979,  and  88  more  have  been  in- 
stalled since  1980  alone.  Currently 
one-third  of  its  largest  customers  en- 
gage in  some  form  of  bypass,  accord- 
ing to  a  study  by  Touche  Ross  &  Co. 
That  figure  will  exceed  50%  by  1987, 
costing  an  estimated  $147  million  in 
annual  revenues.  One  N.Y.  Tele- 
phone study  says  the  figure  could  go 
as  high  as  $800  million. 

If  enough  big  users  depart,  the 
phone  company  must  raise  rates  to 
remaining  customers,  giving  them, 
too,  incentive  to  quit  the  Nynex  sys- 
tem. John  Hopley,  N.Y.  Telephone  as- 
sistant vice  president,  cold  the  Public 
Service  Commission's  bypass  hear- 
ings in  June  that  Nynex  could  wind 
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Private  microwave  link  in  Manhattan 
An  island  of  natural  candidates. 

up  with  millions  of  dollars'  worth  of 
idled  switching  equipment  it  can't 
depreciate. 

Why  can't  Nynex  simply  slash 
prices?  Because  under  the  breakup 
agreement  to  compete,  Bell  operating 
companies  retain  their  historic  re- 
sponsibility for  providing  "universal 
service."  That  means  Nynex  must  see 
to  it  that  the  widow  in  the  Bronx  has 
phone  service,  just  as  Citicorp  has 
downtown.  So  if  N.Y.  Telephone 
slashes  prices  to  Citicorp  to  keep  Citi- 
corp in  its  system,  someone  else's 
rates  must  go  up.  And  if  it's  the  widow 


in  the  Bronx,  there  will  be  hell  to  pay. 

Can  Nynex  meet  the  threat?  Ana- 
lyst Edward  Greenberg  of  Sanford  C. 
Bernstein  thinks  it  can  and  is  recom- 
mending the  stock.  He  says,  "Citi- 
bank is  not  going  to  leave  the  system. 
If  John  Reed  wants  to  call  his  wife, 
he'll  have  to  go  through  Nynex." 
That's  also  true  for  police,  fire  and 
emergency  services. 

Nynex'  Staley  contends  that  it 
doesn't  even  pay  to  bypass  the  sys- 
tem. "The  decision  to  build  [private] 
networks  is  in  most  cases  uneconom- 
ical," he  says.  "They  can't  justify  it. 
Of  the  traffic  coming  out  of  the  aver- 
age business  location  here,  85%  ter- 
minates somewhere  in  Manhattan. 
He  [the  bypasser]  can't  afford  to  build 
facilities  to  carry  15%  of  his  traffic." 

Staley  pins  considerable  hope  on 
the  regulators.  He  commends  moves 
like  the  FCC's  action  last  December 
to  tack  on  a  $2-per-line  monthly  end- 
user  fee  to  every  telephone  by  June 
1986.  This  move  would  apply  to  non- 
Nynex  phones  as  well  and  make  it 
harder  for  competitors  to  sell  their 
bypass  services.  Staley  and  the  regula- 
tors know  that  Nynex  cannot  com- 
pete indefinitely  with  suppliers  that 
do  not  carry  Nynex'  burden  of  provid- 
ing inexpensive  service  to  the  average 
citizen.  "The  state  regulator  is  be- 
tween a  rock  and  a  hard  place,"  says 
PSC  Commissioner  Edward  Larkin. 

Nynex'  biggest  potential  problem 
could  come  from  its  ex-parent, 
AT&T,  75%  of  whose  expenses  in 
New  York  State  now  go  to  access 
charges  (see  box).  AT&T,  according  to 
an  FCC  report,  has  "much  greater  ca- 
pability to  provide  bypass  services  on 
a  large  scale."  Howard  Robertson,  a 
retired  AT&T  general  manager,  is- 
sued a  not-so-veiled  threat  at  last 
year's  PSC  bypass  hearings:  "Custom- 
er requests  for  bypass  systems  must 
be  accommodated  by  AT&T,  or  they 
will  be  met  by  our  competitors." 

Will  Bud  Staley  be  able  to  keep  his 
revenue  curve  rising  in  the  face  of  all 
these  challenges?  It's  not  impossible, 
but  it  is  going  to  take  some  doing.    ■ 


Who's  got  access? 


For  50  years  the  old  Bell  monopoly,  under  govern- 
ment mandate,  subsidized  low-cost  service  to  the 
masses  by  charging  premium  rates  to  long-distance  and 
business  users.  To  correct  this  "cross-subsidization" 
after  the  Bell  breakup  would  have  meant  big  rate  in- 
creases for  millions  of  Americans. 

The  solution  was  to  retain  Bell's  internal  "access 
charges."  When  long-distance  carriers  such  as  MCI, 
Sprint  and  AT&T  "access"  their  customers  through 


Nynex,  the  long-distance  carrier  pays  a  fee  to  Nynex 
and  recovers  the  expense  from  the  customer. 

The  problem:  This  is  big  money  for  businesses  that 
make  hundreds  or  thousands  of  long-distance  calls  a 
month.  The  tempting  solution:  Install  your  own  tele- 
phone system.  Then  the  long-distance  carriers  can  pro- 
vide service  with  no  extra  fee.  Result:  A  big  chunk  of 
business  at  premium  rates  is  lost  to  the  local  telephone 
company.  The  best-laid  plans.  .  .  .  — H.G. 
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^LECTRO-OPTICS  CAN  TURN  NIGHT  INTO  DAY. 
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The  owl  has  long  been  considered  the  "night 
watchman  of  our  gardens."  Unlike  man,  he  has  the 
ability  to  see  without  being  seen. 

Now  man  can  see  in  the  dark.  Sensitive  electro- 
optical  systems  have  been  developed  to  extend  the  capa- 
bilities of  man's  senses  for  night  vision.  Martin  Marietta, 
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a  pioneer  in  electro-optics,  is  helping  design  and 
integrate  new  systems  which  can  turn  night  into  d; 
The  potential  for  this  technology  is  limitless, 
allows  target  acquisition.  Helps  search-and-rescue 
missions  operate  safely  at  night.  Enables  pilots  to 
navigate  at  high  speed,  close  to  the  earth,  in  the  d; 


MARTIN  MARIETTA  IS  MASTERMINDING  IT. 
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verse  weather.  Even  assists  orbiting  satellites  detect 
disease  and  impending  drought  from  hundreds  of 
s  above  the  earth. 

The  future  is  being  driven  by  technologies  like 
And  Martin  Marietta  supplies  the  creative  intel- 
[ice  to  make  them  work.  In  aerospace,  defense, 


communications,  information  management,  energy, 
and  materials.  Technologies  that  help  man  take  advan- 
tage of  the  curtain  of  darkness,  and  at  the  same  time, 
strip  it  away. 
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Property  and  casualty  insurers,  whether 
they  can  afford  to  or  not,  are  going  to 
contribute  to  the  deficit  downpayment. 

Discounting 
the  downtrodden 


By  Richard  Morais 


T|alk  about  kicking  a  man 
when  he's  down.  It's  not 
enough  that  the  property  and 
casualty  insurance  industry  has  just 
gone  through  five  straight  years  of 
pain,  the  longest  depression  in  its  his- 
tory. Now  the  federal  government 
wants  to  increase  its  taxes — in  a  big 
way — by  changing  the  way  it  declares 
its  reserves. 

At  the  moment,  property/casualty 
insurance  companies  can  deduct  pro- 
jected future  payments  in  the  current 
year.  Investment  income  on  premi- 
ums also  remains  untaxed,  assuming 
the  income  and  the  premiums  com- 
bined do  not  exceed  the  reserves  set 
up  for  claims.  This  seems  like  favored 
treatment  to  the  taxmen — deduct  ear- 
ly and  pay  late. 

Suppose  a  $100,000  claim  is  to  be 
paid  in  five  years  at  the  end  of  a  law- 
suit on  a  $75,000-premium  policy. 
Immediately  a  $100,000  reserve  is  set 
up  and  is  deducted  in  full.  That  shel- 
ters future  income  on  that  policy  for 
several  years.  The  $75,000  premi- 
um— earning,  say,  10%  annually — 
will  have  grown  to  $120,790  in  those 
five  years.  But  the  taxman  can't  tax 
the  first  $100,000  of  that  income. 
Only  in  year  four,  when  income  plus 
premium  exceeds  the  reserve,  does 
taxation  begin.  Treasury's  complaint: 
Since  insurance  companies  can  post- 
pone paying  taxes  on  investment  in- 
come, the  tax  dollar  is  worth  less  be- 
cause of  inflation.  It's  hard  to  argue 
with  that. 

But  it's  easy  to  argue  with  the  solu- 
tion the  taxmen  recommend:  Dis- 
count the  future  value  of  reserves  to 
what  they're  worth  today.  In  other 
words,  set  up  a  $62,090  reserve,  on  the 
expectation  that  the  sheltered  premi- 
um at  10%  interest  rates  will  grow  to 


$100,000  in  five  years.  Result:  smaller 
reserves,  higher  taxes. 

There  are  currently  two  proposals 
to  accomplish  this,  one  from  the  Gen- 
eral Accounting  Office  and  one  from 
the  Treasury.  Property  and  casualty 
men  hate  both  proposals. 

The  GAO  wants  to  discount  the 
initial  reserve  at  a  pretax  rate.  That 
leaves  the  insurer  much  more  taxable 
income,  which  the  GAO  would  tax 
that  year  only. 

The  more  flexible  Treasury  propos- 
al is  to  discount  the  reserves  at  an 
aftertax  rate.  That  would  result  in 
somewhat  less  taxable  income  in  the 
first  year  than  the  GAO  plan.  But  the 


Treasury  would  then  tax  the  income 
annually.  Not  surprisingly,  the  Trea- 
sury proposal,  in  the  long  run,  would 
result  in  considerably  more  tax  rev- 
enue than  the  GAO  proposal.  Also, 
the  Treasury  proposal  requires  a  com- 
plicated bookkeeping  overhaul,  so 
even  companies  that  aren't  taxed  be- 
cause of  real  losses  will  absorb  unfore- 
seen expenses  they  can  ill  afford. 

Says  William  Gibson,  vice  presi- 
dent of  government  public  affairs  at 
Continental  Insurance:  "Insurance 
accounting  is  sufficiently  convoluted 
to  make  people  feel  we  must  be  hiding 
money  here  someplace.  They  [the 
IRS]  are  saying:  Here's  a  company 
with  $100  million  in  premiums,  and 
we  can't  seem  to  tax  them." 

The  main  reason  they  can't  be  taxed 
now  is  that  property  and  casualty  in- 
surers are  experiencing  true  economic 
losses,  not  paper  losses.  Investment 
income  last  year,  according  to  indus- 
try sources,  was  $4  billion  short  of 
covering  underwriting  losses.  The 
year  before  produced  a  positive  spread 
of  only  $3  billion  on  total  premiums 
of  over  $100  billion. 

The  federal  government,  neverthe- 
less, suspects  property/casualty  insur- 
ers are  deliberately  inflating  reserves 
to  shelter  investment  income.  But  the 
burden  of  proof  is  on  the  IRS,  and  they 
have  a  hard  time  proving  that.  "It  is 
virtually  impossible  on  a  case-by-case 
basis  to  prove  reserve  redundancy," 
says  Larry  Coleman,  a  National  Asso- 
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ciation  of  Insurance  Commissioners 
analyst.  "I've  never  met  an  IRS  offi- 
cial who  was  able  to  do  all  the  work. 
That's  why  they  want  to  mandate  dis- 
counting." 

It's  no  small  irony  that  even  as  the 
Treasury  and  GAO  allege  inflated  re- 
serves, state  commissioners,  analysts 
and  insurance  associations  have  been 
saying  the  opposite,  that  the  industry 
is  underreserved  by  10% .  "Look  at  the 
industry's  record  over  the  years,"  says 
Gibson,  "and  you'll  find  we've  been 
underreserving  all  along — we've  had  a 
kind  of  de  facto  discounting." 

The  NAIC,  the  industry  watchdog, 
raises  a  related  issue:  Only  about  40% 
of  the  state  regulators  currently  allow 
discounting,  and  then  just  on  one  or 
two  specific  lines  of  business  and  rare- 
ly above  a  4%  rate. 

Why?  Because  conservative  dis- 
counting is  fine  if  you  can  acccurately 
predict  what  you  have  to  pay  and 
when,  as  with  workers'  compensa- 
tion. But  this  is  hardly  the  case  for 
most  property/casualty  lines.  Take 
general  liability,  where  an  $8  million 
jury  award  can  make  a  $125,000  re- 
serve look  inadequate  indeed.  In  cases 
like  that,  which  are  not  uncommon, 
discounting  simply  aggravates  a  bad 
situation. 

The  GAO  pooh-poohs  these  argu- 
ments. "I  very  much  sympathize  with 
the  companies  that  have  a  hard  time 
estimating  losses,"  says  Natwar  Gan- 
dhi, group  director  on  tax  policy  for 
the  GAO,  "but  discounting  is  an  en- 
tirely different  issue.  Our  function  is 
to  calculate  properly  what  their  in- 
come is  and  then  tax  it.  Whether  the 
company  is  solid,  solvent,  liquid  or 
not  is  the  state  insurance  commis- 
sioner's problem." 

As  for  the  poor  financial  condition 
of  many  property/casualty  compa- 
nies, neither  GAO  nor  Treasury  is 
exactly  sympathetic.  If  companies 
aren't  profitable,  they  won't  be  taxed 
anyway,  the  bureaucrats  argue. 

What  will  the  property/casualty  in- 
surers do  if  Congress  follows  the  ill- 
advised  Treasury  and  GAO  proposals? 
"If  the  IRS  tells  us  we  have  to  dis- 
count, we'll  put  pressure  on  our  peo- 
ple to  do  a  better  job  estimating  re- 
serves," says  Continental's  Gibson. 
"That  means  the  first  year  you  would 
see  a  large  increase  in  reserves  cou- 
pled with  a  discount.  The  IRS  would 
say  that  it's  a  blatant  and  obvious 
attempt  to  get  around  the  discount." 
Failing  that,  there  is  always  that  old 
standby:  Load  up  the  investment  port- 
folio with  tax-exempt  bonds. 

Tax  current  investment  income, 
Congress.  But  leave  those  reserves 
alone.  ■ 
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Crowne  Plaza 
polish. 

A  Concierge  Floor 
distinction. 

While  all  Holiday  Inn  Crowne 
Plaza"  hotels  offer  a  contempo- 
rary sophistication  that  is  warm 
and  inviting,  our  individual  hotels 
reflect  the  unique  personalities  of 
the  professionals  who  work  there. 
Professionals  with  the  polish  of 
Yvonne  Nitta,  a  concierge  at  the 
Crowne  Plaza  Seattle. 
Yvonne  will  handle  your  dinner, 
theatre  and  transportation  reser- 
vations, and  provide  secretarial 
assistance.  Sne'll  even  perform 
one  super  job  of  polishing  your 
shoes...  free! 

Additionally,  Crowne  Plaza  hotels 
offer  King  Leisure"  rooms  de- 
signed for  the  business  traveler 
with  king-sized  bed  and  separate 
work  area,  Standard  rooms  with 
free  in-room  movies  and  full- 
length  mirrors,  and  all  accommo- 
dations include  express  check-in 
a,nd  check-out. 
Call  800-HOLIDAY  today 
for  reservations. 


HOLIDAY  INN 

CROWNE 
PLAZA 

Raising  Service  To  An  Art- 

Chicago, 

Dallas, 

Houston, 

Los  Angeles, 

Miami 

New  Orleans, 

San  Francisco, 

Seattle, 

Stamford, 

Washington,  D.C. 

Coming  in  1985: 
Atlanta,  Memphis, 
Mexico  City, 
White  Plains. 
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Some  cable-TV  systems  are  about  to  enter  a 
promised  land,  where  costs  decline  as  rev- 
enues rise.  Others  will  continue  to  struggle. 
Heres  how  to  tell  one  kind  from  the  other. 


Fat,  wired  cats 


By  Alex  Ben  Block 


For  a  business  that  is  supposed  to  be 
in  big  trouble,  cable  television  is  get- 
ting surprisingly  strong  support  in  the 


cable  stocks  compiled  by  Paul  Kagan 
Associates  of  Carmel,  Calif,  has 
climbed  37.4%  since  last  May,  vs. 
13%  for  the  Dow  Jones  industrials.  A 
handful  of  operators,  notably  Adams 


stock  market.  An  index  of  17  leading     Russell  Co.,  United  Cable  Television 


Corp.  and  Comcast  Corp.,  have  done 
far  better. 

What's  going  on?  Paul  Kagan,  dean 
of  cable-TV  analysts,  thinks  some  ca- 
ble operators  are  entering  a  new 
phase.  "Cable  systems,"  he  says,  "are 
typically  lucrative  in  the  franchising 
stage,  ailing  in  the  construction  phase 
and  fat  cats  when  they  mature." 
Many  of  the  country's  6,800  cable  sys- 
tems, Kagan  thinks,  are  now  reaching 
the  fat  cat  stage. 

Cable  industry  revenues  for  1984 
reached  almost  $8  billion,  according  to 
Bill  Daniels  &  Associates  of  Denver, 
with  profits  before  taxes  of  $800  mil- 
lion. That's  up  from  1983  revenues  of 
$6  billion  and  profits  of  about  $400 
million.  It's  a  quantum  leap  from  1 982, 
when  Kagan's  Sharon  Armbrust  esti- 
mates cable  lost  around  $200  million 
on  revenues  of  $4.7  billion. 

"The  leverage  in  this  business  is 
really  spectacular,"  says  Daniel  L. 
Ritchie,  chairman  and  chief  executive 
officer  of  Westinghouse  Broadcasting 
&  Cable,  which  operates  Group  W 


Wired  for  profit 

All  of  these  public  companies  can  show  strong  earnings 
growth  . . .  if  they  can  add  new  subscribers.  Even  with 

the  recent  market  runup,  these  companies  still  trade  at 
a  substantial  discount  from  their  liquidation  values. 

Cable  operator/ 

parent 

Head- 
quarters 

Basic 
subscribers 

Homes 
passed 

Penetration 
rate1 

>er  share2- 
cash 
flow 

long- 
term  debt 

Cable  as  % 

of  parent's 

revenue 

Recent 
price 

Liquidation3 
value 

earnings 

Adams  Russell  Cable 

Adams  Russell  Co 

Waltham, 
Mass 

139,102 

260,000 

54% 

$   1.28 

$  3.30 

$  7.31 

30% 

26% 

$  43 

Capital  Cities  Cable 

Capital  Cities  Comm 

Bloomfield 
Hills,  Mich 

365,000 

597,000 

61 

10.05 

15.00 

16.54 

9 

177  Vi 

253 

Comcast  Cable  Comm 

Comcast  Corp 

Bala 
Cynwyd,  Pa 

474,900 

838,500 

57 

0.87 

2.31 

7.84 

85 

23'/2 

38 

Cox  Cable  Comm 

Cox  Comm 

Atlanta, 
Ga 

1,553,305 

2,735,894 

57 

3.09 

4.17 

6.40 

55 

55  '/8 

107 

Heritage  Cable 

Heritage  Comm 

Des  Moines, 
Iowa 

440,550 

784,736 

56 

0.58 

3.48 

10.69 

44 

19% 

39 

Jones  Intercable 

fones  International 

Denver, 
Colo 

431,672 

700,732 

62 

0.30 

0.67 

3.52 

100 

5 

11 

Multimedia  Cablevision 

Multimedia 

Wichita, 
Kans 

263,708 

471,000 

56 

2.13 

3.36 

4.98 

22 

43 

67 

Rogers  Cable  Systems 

Rogers  Cable  Systems 

Toronto, 
Canada 

600,000 

1,100,000 

55 

-0.86* 

1.13* 

33.76' 

100 

65/8 

11 

Scott  Cable  Comm 

Scott  Cable  Comm 

Irving, 
Tex 

55,200 

79,200 

70 

0.58 

1.38 

4.49 

100 

5!/2 

14 

Storer  Cable  Comm  Div 

Storer  Comm 

Miami, 
Fla 

1,502,731 

2,758,622 

54 

-1.90 

9.59 

45.37 

65 

51'/2 

92 

Tele-Comm 

Tele-CommInc|TCI) 

Englewood, 
Colo 

2,766,000 

5,045,000 

55 

0.42 

22.00 

2.60 

100 

24% 

40 

Amer  TV  &  Comm  Corp 
Timelnc 

Denver, 
Colo 

2,400,000 

4,400,000 

55 

3.17 

NA 

6.12 

20E 

48 

77 

Tribune  Cable  Comm 

Tribune  Co 

Mahwah, 
NJ 

185,000 

382,000 

48 

2.51 

4.54 

6.65 

2 

35  >/. 

67 

United  Cable  TV 

United  Cable  TV  Corp 

Denver, 
Colo 

759,000 

1,393,000 

54 

0.15 

1.72 

15.18 

100 

325/s 

54 

Viacom  Cable 

Viacom  International 

Pleasanton, 
Calif 

790,000 

1,400,000 

56 

2.54 

4.52 

21.54 

48 

385/g 

78 

'Percentage  of  basic  cable  subscribers  among  those  offered  service.     2For  latest  1 . 
Investor  Newsletter  *  Canadian  dollars.  E:  Estimate.  NA  Not  available. 

I  months  reported.     3Data  from  Paul  Kagan  Associates  Cable  TV 
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World  class 
business  leaders 
rely  en  frank  B.  Hall. 
Because  Insurins 
success  Is  serieus 
business. 

When  CEO's,  CFO's,  Risk 
Managers  the  world  over  seek 
newer,  smarter  ways  to  protect 
their  corporate  assets  they  turn 
to  Frank  B.  Hall,  the  high; 
performance  insurance  ser- 
vices company.  We're  the 
creative  force  in  our  industry. 
The  company  with  talent  and 
professional  substance. 

Insuring  success  in  today's 
highly  competitive  business 
arena  means  much  more  than 
a  few  well-placed  policies.  It 
calls  for  brilliantly-designed  risk 
management  programs.  21st 
century  insurance  products. 
Constant  service.  And  a  keen 
sense  of  cost  effectiveness. 

That's  why  serious  com- 
petitors rely  on  Frank  B.  Hall. 
We're  tough  and  thoroughly 
professional.  We  have  clout  in 
the  insurance  marketplace.  Our 
people  are  creative  thinkers. 
And  our  service  is  never-ending. 

So  when  world  class  insur- 
ance decision-makers  sit  down 
to  improve  their  corporate  pro- 
tection, they  sit  down  with 
Frank  B.  Hall.  Talk  to  us.  We 
can  make  a  difference.  Be- 
cause Frank  B.  Hall  knows 
insurance  matters. 
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CORVETTE 


THE  AMERICAN  THAT  WEN 
EYE  TO  EYE  WITH  EUROPE.. 
AND  EUROPE  BLINKED. 
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IJ  Let's  get  it 
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Exotic  Europeans  have  traditionally  domi- 
nated the  high-performance  sports  car  class. 
But  in  recent  United  States  Automobile  Club 
performance  trials,  the  exotic  American  was 


JSAC  Competitive  Rank 


Total  Points 

Acceleration     0-60  (sec.) 

Braking     60-0  (ft.) 

Slalom     (sec.) 

Lateral  Acceleration     (g's) 

Price  as  Tested 


the  overall  winner.  The  1985  Corvette. 
So  please  join  Ferrari,  Porsche,  Lotus  and^ 
Lamborghini  in  a  hearty  welcome  to  a  new 
world-class  champion.  The  1985  Corvette. 


Lamborghini 
Countach 


Ferrari 
308  GTSi 


4     (135.2) 


2     (143.1) 


(6.36) 


Lotus  Esprit 
Turbo 


1      (144.7) 


2     (6.40) 


5     (135.1) 


1     (6.62) 


coring  based  on  an  Olympic  system  in  which  first  place  is  awarded  6  points  for  each  event.  .USAC  certified  tests,  January  1985  All  cars  listed  were  latest 
models  available  for  sale  in  the  U.S.  at  time  of  testing  and  were  equipped  with  various  high-performance  options.  Corvette's  Manufacturer's  Suggested  Retail 
i  ice  is  $24,891  including  dealer  prep.  Tax,  license,  destination  charges  and  optional  equipment  additional. 
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Static  in  Santa  Cruz 


Anew  federal  law  recently  took  effect  guaranteeing  a  cable  company 
that  its  franchise  cannot  be  canceled  so  long  as  it  provides  "rea- 
sonable" service. The  first  serious  test  of  that  law,  passed  after  years  of 
lobbying  by  the  cable  industry,  is  now  shaping  up  in  Santa  Cruz,  Calif. 

Santa  Cruz,  74  miles  south  of  San  Francisco,  has  a  12-channel 
system  built  in  1955-56  to  overcome  reception  problems  caused  by  the 
Santa  Cruz  Mountains.  When  Westinghouse's  Group  W  bought  Tele- 
prompter  in  1982,  the  Santa  Cruz  franchise  came  with  it.  So  did  a 
group  of  local  residents  angry  about  the  quality  of  service.  Group  W 
offered  to  invest  $20  million  to  rebuild  the  209,000-home  franchise, 
but  local  officials  wanted  more.  After  years  of  unhappiness,  they 
insisted  on  strong  protection  measures  to  insure  service  standards. 
The  local  officials  also  proposed  that  the  city  and  county  own  the 
system,  which  would  then  be  leased  back  to  Group  W  to  operate. 
Negotiations  to  renew  the  franchise  broke  down  completely  last  fall. 

The  city  and  county  then  played  what  they  thought  was  the  win- 
ning card:  They  threw  the  franchise  open  to  new  bidders.  Thanks  to 
the  new  cable  law,  however,  Westinghouse  is  not  yet  out  in  the  cold. 
In  a  suit  filed  against  the  city  and  county  of  Santa  Cruz,  Group  W 
claims  that  the  law  protects  the  franchise  unless  and  until  the  courts 
hold  Group  W  has  not  provided  reasonable  service.  In  the  meantime, 
Group  W  has  begun  the  first  phase  of  rebuilding  the  system.  Santa 
Cruz  officials  say  the  federal  law  doesn't  apply.  But  litigation  could 
take  years.  The  city  fathers  just  might  prefer  to  settle  with  the 
operators  for  what  they  can  get  now.— A.B.B. 


Cable.  "If  you  add  a  customer,  your 
revenue  goes  up  by  $20  a  month,  but 
costs  may  only  go  up  $3."  By  that  rule 
of  thumb,  if  revenues  should  climb  to 
$19.2  billion  by  1990,  as  Kagan  pro- 
jects, the  cash  generated  by  cable  op- 
erators should  be  immense — perhaps 
$10  billion  annually. 

With  such  prospects  before  them, 
it's  no  surprise  that  many  cable  opera- 
tors who  had  been  preoccupied  in 
their  ailing  years  with  laying  wires  are 
now  turning  their  attention  to  better 
marketing.  There  is  still  plenty  of 
room  to  grow.  In  most  large  urban 
areas  only  about  45%  of  potential  cus- 
tomers have  signed  up.  To  the  extent 
that  salesmen  can  boost  penetration 
rates,  leverage  will  lift  profits  even 
higher. 

Congress,  too,  has  made  life  sweeter 
for  cable  TV.  Last  October  it  passed  a 
law  (effective  Dec.  29,  1984)  that  may 
protect  cable  operators  from  local  poli- 
ticians' particular  notions  about  ser- 
vice (see  box).  The  new  law  also  allows 
cable  operators  to  raise  basic  monthly 
service  rates  by  5%  this  year,  by  5% 
next  year,  and  by  as  much  as  the  market 
will  bear  from  1987  onward.  Cable,  in 
effect,  will  become  a  kind  of  unregu- 
lated monopoly. 

This  new  freedom  in  pricing  the 
basic  service  is  especially  important 
because  it  will  help  offset  the  public's 
lukewarm  response  thus  far  to  the 
add-on  programming  services.  Cable 
operators  usually  split  increases  in 
pay-TV  programming  fees  with  the 


program  provider — HBO,  say.  But 
when  the  operator  raises  the  basic 
rate,  he  keeps  it  all.  "The  new  law  is 
the  greatest  windfall  ever  for  cable," 
says  James  A.  Parsons,  vice  president 
and  head  of  entertainment  industry 
lending  for  Bank  of  America  in  Los 
Angeles.  Parsons  estimates  the  new 
federal  legislation  instantly  added 
$100  to  $150  per  subscriber  to  many 
cable  systems'  values,  at  a  time  when 
even  relatively  small  cable  systems 
were  selling  for  $850  per  subscriber. 

But  not  all  companies  are  alike.  The 
cable  systems  growing  into  fat  cats 
are  those  already  up  and  running,  par- 
ticularly those  in  affluent  suburban 
communities  or  areas  with  reception 
problems.  In  contrast  are  some  re- 
cently won  franchises  in  urban  areas 
that  are  hurting,  many  badly. 

The  newer  players  in  the  cable 
game  have  two  problems.  First,  ca- 
ble's basic  subscribers — currently  just 
over  35  million  homes,  or  40%  of  all 
TV  households — are  growing  at  less 
than  expected  rates.  Second,  and  more 
menacing,  a  goodly  number  of  com- 
petitors are  now  stuck  with  the  ex- 
travagant, even  wholly  unrealistic, 
promises  they  made  in  order  to  win 
the  right  to  wire  the  biggest  U.S. 
cities.  Sacramento's  city  fathers,  for 
example,  initially  demanded  that  the 
franchisee  plant  20,000  trees.  In  a  St. 
Louis  area  franchise  the  winning  ca- 
ble company  was  told  to  donate  either 
20%  of  its  stock  or  $1  million  a  year 
to  a  nonprofit  company  that  then  dis- 


tributed the  proceeds  to  various  social 
services.  The  city  of  Miami  tried  to 
get  a  cable  company  to  pay  for  an 
annual  antidrug  campaign.  The  de- 
mand was  dropped  only  after  the  FCC 
ruled  it  exceeded  franchise  fee  limits. 

As  a  result,  some  franchise  winners 
have  yet  to  find  the  capital  they  need 
to  get  going.  Example:  In  1983 
Scripps-Howard  Broadcasting  of 
Cleveland,  Cablevision  Systems  De- 
velopment of  Woodbury,  N.Y.  and  a 
group  of  local  investors  won  the  bid- 
ding to  wire  330,000  homes  in  Sacra- 
mento. Cablevision,  which  owns  a 
dozen  other  systems,  anticipated  rais- 
ing its  share  of  the  total  $166  million 
cost  from  limited  partnerships,  as  it 
had  successfully  done  to  fund  systems 
on  New  York's  Long  Island  and  else- 
where. But  when  Cablevision  began 
seeking  investors  to  put  up  its  first 
payment  of  $34  million,  due  this  past 
Dec.  31,  it  ran  into  a  wall.  "It's  been 
almost  impossible  to  raise  money  by 
limited  partnerships  or  almost  any 
other  route  for  urban  cable,"  grum- 
bles Charles  F.  Dolan,  58,  general 
partner  of  Cablevision,  the  largest  pri- 
vately owned  U.S.  cable  company.  Af- 
ter missing  its  scheduled  payment, 
Cablevision  was  cut  out  of  the  Sacra- 
mento deal.  Scripps-Howard  is  decid- 
ing whether  to  go  it  alone  or  seek  a 
partner.  Dolan  also  has  run  into  trou- 
ble building  Cablevision's  Boston 
franchise. 

Another  operator  with  problems  is 
Warner  Amex  Cable  Communica- 
tions, a  partnership  between  Warner 
Communications  and  American  Ex- 
press. It  did  extremely  well  in  the 
franchising  wars  in  big  cities  such  as 
Dallas,  Cincinnati  and  Pittsburgh  by 
promising  to  build  sophisticated  two- 
way  cable  systems  called  Qube.  Un- 
fortunately, the  cost  to  build  in  urban 
areas  was  higher  than  expected,  and 
subscriber  sign-ups  ran  well  below 
projections.  Warner  Amex'  income 
statement  began  to  hemorrhage.  So  in 
1983  the  partners  brought  in  Drew 
Lewis,  Ronald  Reagan's  tough-mind- 
ed Secretary  of  Transportation,  to 
turn  Warner  Amex  around.  Since  then 
he  has  fired  most  of  the  headquarters 
staff  and  farmed  out  many  of  their 
duties  to  various  affiliates.  He  spun 
off  34%  of  the  programming  side  of 
the  operation  (for  $75  million),  which 
included  the  successful  MTV:  Music 
Television,  as  a  separate  public  com- 
pany. Warner  Amex  currently  has  104 
cable  systems.  By  the  time  he's  done 
pruning,  in  a  year  or  so,  Lewis  says,  it 
could  well  be  down  to  80  or  90  sys- 
tems. When  it  does  become  profit- 
able, he  adds,  it's  likely  Warner  Amex 
also  will  be  spun  off  as  a  separate 
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Westinghouse  Broadcasting  &  Cable's  Daniel  L.  Ritchie 
"The  leverage  in  this  business  is  really  spectacular 


public  company. 

Who  is  buying  the  cable  franchises 
being  sold?  One  of  the  systems 
Warner  Amex  shed  was  in  Pittsburgh. 
It  was  sold  to  Tele-Communications 
Inc.  (TCI),  based  in  Englewood,  Colo., 
the  nation's  largest  cable  system  oper- 
ator, for  $92  million  in  cash  and 
notes,  or  $1,200  per  subscriber.  Why 
was  TCI  willing  to  pay  so  much  for  a 
troubled  franchise?  TCI  Chairman 
Robert  Magnus  says  he  isn't  looking 
for  present  earnings  but,  rather,  for  a 
steady  buildup  of  long-term  values. 
Moreover,  he  says,  it  was  a  good  fit. 
TCI  already  operated  most  of  the  sub- 
urban  and   rural   franchises   around 


western  Pennsylvania,  so  it  was  able 
to  save  money  by  "clustering"  such 
services  as  billing,  marketing  and  cus- 
tomer installations. 

TCI's  smartest  move,  however,  has 
been  political.  Before  buying  out 
Warner  Amex,  TCI  renegotiated  the 
terms  of  the  franchise  with  Pittsburgh 
officials,  Magnus  and  TCI's  president, 
John  C.  Malone,  persuading  them  to 
let  TCI  scrap  Warner  Amex'  two-way 
Qube  system,  which  costs  about 
$1,200  per  customer,  including  so- 
phisticated electronic  gear  for  the 
headquarters,  and  substitute  a  less  ex- 
pensive, one-way  system  that  costs 
about  $120  per  subscriber.  "You  don't 


get  a  747  when  you  need  a  727,"  says 
Magnus. 

All  in  all,  then,  sophisticated  inves- 
tors now  see  cable  as  a  two-tier  indus- 
try. Operators  in  the  newer  fran- 
chises, like  Warner  Amex  and  Cable- 
vision,  have  formidable  troubles.  But 
a  lot  of  operators  of  older  systems  are 
entering  the  promised  land  of  rising 
revenues,  a  stable  customer  base  and 
declining  costs.  As  cable  systems' 
losses  turn  to  profits  and  then  bigger 
profits,  says  Denver-based  cable  ana- 
lyst and  consultant  Paul  Bortz,  "they 
could  become  takeover  targets." 

That,  evidently,  is  what  the  stock 
market  believes.  ■ 
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The  Up  &  Comers 


Jerry  Sheldon  puts  young  pharmacists  in 
business.  Now  all  he  has  to  do  is  help  them 
make  enough  money  to  pay  off  their  loans. 

Attention, 
druggists! 


By  Gary  Slutsker 


Back  in  the  mid-1960s,  Mitch- 
ell Yanow  and  Ira  Gall,  two  St. 
Louis  doctors,  invested  in  a 
dozen  drugstores  as  a  tax  shelter.  The 
investment  started  making  money 
and  the  doctors  realized  they  had  a 
concept  on  their  hands.  A  consultant 
told  them  to  franchise  like  everybody 
else  in  those  days.  In  1983,  capitaliz- 
ing on  a  new-issues  boom,  the  doc- 
tors took  Medicine  Shoppe  Inter- 
national, Inc.  public.  But  not  be- 
fore they  okayed  a  cash 
distribution  to  shareholders  (i.e., 
themselves)  of  $2.5  million. 

A  neat  trick,  that  dividend.  It 
more  than  repaid  the  founders' 
capital  and  placed  the  venture's 
risk  squarely  on  the  shoulders  of 
the  public  shareholders. 

How  have  the  public  investors 
fared?  So  far,  they've  made  money. 
A  year  after  the  public  offering,  at 
$12.50  a  share,  the  stock  now 
trades  around  20.  The  company  is 
growing  fast.  But  there  could  be 
some  serious  problems  ahead. 

Medicine  Shoppe  sells  prescrip- 
tion drugs  at  the  lowest  prices 
available.  Its  stores  are  tiny  compared 
with  big  chains'  and  rely  on  prescrip- 
tions for  90%  of  their  business,  vs. 
24%  for  chain  drugstores.  No  high- 
margin  lipstick  and  curling  irons  for 
this  firm;  such  items  require  costly 
warehouse  and  retail  space,  and  drug- 
gist time. 

The  Rx  has  worked:  Medicine 
Shoppe's  477  franchises  sold  $170 
million  worth  of  drugs  in  its  last  fiscal 
year.  (The  number  of  franchises  is 
now  511.)  That  earned  for  Medicine 
Shoppe  $2.2  million  on  $11.3  million 


in  revenues,  which  came  from  selling 
franchises,  from  supplying  franchises 
with  high-margin  house  brands  and 
from  up  to  5%  royalties  on  sales.  The 
company's  short-term  goal  is  1,000 
stores,  and,  long  term,  a  dominant 
share  of  the  $13  billion  retail  prescrip- 
tion drug  market. 

The  man  who  runs  it  all  is  Jerome  F. 
Sheldon,  a  former  TRW  executive  and 
law  and  business  school  graduate.  He 


Jerry  Sheldon  in  a  Medici)  le  Shoppe 
"They'll  bust  their  chops." 

was  recruited  in  1979,  when  the  com- 
pany was  smaller  and  less  successful. 
By  1982  Sheldon  was  chief  executive 
and  had  worked  out  a  compensation 
package  that  paid  him  $367,000  last 
year,  including  a  percentage  of  corpo- 
rate profits.  He  also  bought  181,600 
shares  of  stock  at  27  cents  each, 
which  makes  him  worth  $3.6  million 
on  paper  today. 

Sheldon  already  has  some  bargain- 
ing power  with  the  drug  wholesalers. 
That  lets  his  franchisees  keep  prices 
as  low  as  the  chains'  and  still  earn  9% 


pretax.  But  more  stores  mean  bigger 
orders,  higher  discounts. 

So  Sheldon  is  expanding  rapidly.  Al- 
though Medicine  Shoppe  has  been 
around  since  1970,  it  has  added  50% 
of  its  511  franchises  within  the  last 
five  years.  Its  backlog  of  signed  li- 
cense agreements  stood  recently  at 
117.  Since  that's  still  not  enough 
growth,  Sheldon  decided  to  use  the 
$11  million  from  the  public  offering 
to  help  finance  franchises  for  drug- 
gists who  otherwise  would  not  be  able 
to  go  into  business  for  themselves. 

Sheldon  now  aims  his  sales  pitch  at 
frustrated  young  druggists,  who  work 
six-day  weeks  at  some  big  chain 
stores  and  earn  $30,000  a  year.  Shel- 
don promises  higher  pay  and  shorter 
hours.  Plus,  no  administrative  head- 
aches, since  Medicine  Shoppe  is  an 
all-cash  operation,  and  the  home  of- 
fice negotiates  with  the  drug  whole- 
salers and  keeps  the  books.  Instead  of 
taking  pills  from  Jack  Eckerd's  big 
bottle  and  putting  them  into  a  little 
bottle,  the  druggists  can  go  into  busi- 
ness for  themselves. 

Medicine  Shoppe  supplies  75%  of 
the  money  most  of  its  franchisees 
need  to  sign  up.  Since  the  public 
offering,  two-thirds  of  the  new 
stores  have  been  company-fi- 
nanced. The  druggist  still  has  to 
raise  the  $16,000  origination  fee  to 
buy  his  franchise.  But  he  can  bor- 
row the  remaining  $50,000  in 
startup  costs  from  Sheldon  at 
prime  plus  3%.  Without  a  loan, 
most  pharmacists  wouldn't  be  able 
to  become  franchisees.  Without 
those  franchisees,  Medicine 
Shoppe's  growth  would  slow  dra- 
matically. That  might  take  some 
wind  out  of  its  stock  price. 

Much  of  that  loan  comes  back  to 

Medicine  Shoppe  to  buy  items  like 

signs  and  fixtures.  Sheldon  puts 

the  money  back  out  again  to  new 

.     franchisees.  After  all,  prime  plus 

3%  is  more  than  his  money  is  earning 

on  government  securities. 

But  what  if  druggists  default?  Dur- 
ing the  current  high-growth  phase,  at 
least,  Sheldon  figures  he  can  still  win 
by  refranchising  or  moving  a  losing 
unit  to  a  new  location.  "Because  the 
pharmacies  are  owner-operated,  they 
are  going  to  bust  their  chops,"  he  says. 
Good  ploy:  Medicine  Shoppe  was 
an  idea  waiting  to  happen.  But  does 
Sheldon  have  the  staying  power  to 
build  an  industry  leader? 
That  depends.  The  fact  is,  Medicine 
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ESCORT 


RADAR  warning  Receive* 


In  Japan,  where  high-tech  electronics 

are  a  way  of  life,  they  pay  $714.93 
for  an  American-made  radar  detector 

(You  can  get  the  same  one  for  considerably  less) 


!  tven  we  were  a  little  surprised.  All  we  did 
was  build  the  best  radar  detector  we  knew 
how.  We  shipped  our  first  ESCORT  in  1978, 
and  since  then  we've  shipped  over  600,000. 
Along  the  way  the  ESCORT  has  earned  quite 
a  reputation— among  its  owners,  and  also  in 
several  automotive  magazines. 

Credentials 

Over  the  past  five  years,  Car  and  Driver 
magazine  has  performed  four  radar  detector 
comparison  tests.  Escort  has  been  rated 
number  one  in  each.  Their  most  recent  test 
concluded  "The  Escort  radar  detector  is 
clearly  the  leader  in  the  field  in  value,  cus- 
tomer service,  and  performance . . '.'  We  think 
that's  quite  an  endorsement. 


Our  Responsibility 

One  of  the  reasons  for  our  reputation  is 
our  attention  to  detail.  If  we  don't  feel  we  can 
do  something  very  well,  we  simply  won't  do  it. 
That's  why  we  sell  Escorts  direct  from  the 
factory  to  you.  Not  only  can  we  assure  the 
quality  of  the  ESCORT,  but  we  can  also  make 
sure  that  the  salesperson  you  speak  to  is 
knowledgeable.  And  if  an  ESCORT  ever 
needs  service,  it  will  be  done  quickly.  And 
it  will  be  done  right. 

50  States  Only 

And  that's  the  reason  we  don't  presently 
sell  ESCORTs  outside  of  the  United  States. 
Even  in  the  countries  that  use  identical  radar 
"(Japan  and  Australia,  to  name  two)  we  know 
that  we  couldn't  provide  the  kind  of  customer 
service  that  ESCORT  owners  expect.  So  we 
pass  up  the  additional  sales  rather  than  risk 
our  reputation. 


"Dear  Sir.." 

So  we'll  admit  we  were  surprised  when  a 
letter  from  one  of  our  customers  included  an 
advertisement  from  a  Japanese  automotive 
magazine.  The  ad  pictured  an  ESCORT,  and 
the  price  was  1 58,000  yen.  Our  customer  was 
kind  enough  to  convert  that  to  U.S.  dollars. 
Using  that  day's  rate  of  exchange,  an  American- 
made  ESCORT  was  worth  $714.93  in  Japan. 
Further  translation  revealed  the  phrase  "The 
real  thing  is  here!"  and  warned  against 
imitations. 


This  !4  page  ad  was  a  total  surprise 


Econ  101 

Needless  to  say,  we  were  flattered.  We 
knew  that  ESCORT  had  an  impressive  repu- 
tation, but  we  never  expected  to  see  it  "boot- 
legged" into  other  countries  and  sold  at  such 
a  premium.  But  the  laws  of  supply  and  demand 
are  not  so  easy  to  ignore.  When  there  is  a 
strong  need  for  a  product,  there  is  an  equally 
strong  incentive  for  an  enterprising  capitalist 
to  fill  that  need.  And  apparently,  that's  just 
what  happened. 


Easy  Access 

Of  course,  it's  easy  for  you  to  get  an 
ESCORT— just  call  us  toll-free  or  write  us  at 
the  address  below.  The  price  is  the  same  as 
it's  been  for  the  last  five  years:  $245.  Quite 
a  deal  for  what  the  Japanese  must  think  is 
the  best  radar  detector  in  the  world. 

Try  ESCORT  at  no  risk 

Take  the  first  30  days  with  ESCORT  as  a 
test.  If  you're  not  completely  satisfied 
return  it  for  a  full  refund.  You  can't  lose. 

ESCORT  is  also  backed  with  a  one 
year  warranty  on  both  parts  and  labor. 
ESCORT  $245  (Ohio  res.  add  $13.48  tax) 

TOLL  FREE 800-543-1608 

IN  OHIO 800-582-2696 


VISA 


teo7 


By  mail  send  to  address  below.  Credit" 
cards,  money  orders,  bank  checks,  cer- 
tified checks,  wire  transfers  processed 
immediately.  Personal  or  company 
checks  require  18  days. 

ESCORT 

RADAR  WARNING  RECEIVER 


Cincinnati  Microwave 
Department  100-044-A09 
One  Microwave  Plaza 
Cincinnati,  Ohio  45296-0100 


Tune  in  Talkback  with  Jerry  Galvin"  America's  new  weekly  satellite  call-in  comedy  talk  show  Sunday  evenings  on  public  radio  stations  Check  local  listings 

C  1984  Cincinnati  Microwave.  Inc 


Shoppe  faces  several  pitfalls.  First,  al- 
though it  does  have  511  stores  coast- 
to-coast,  it  is  not  exactly  a  household 
name  among  the  big  drug  chains. 
Leonard  Straus,  chairman  and  chief 
executive  of  Thrifty  Corp.,  a  $1  bil- 
lion drug  retailer  in  Los  Angeles,  says 
he  has  never  heard  of  it.  But  its  larger 
competitors  are  bound  to  notice  and 
return  fire  if  Medicine  Shoppe's  mar- 
ket share  keeps  inching  ahead. 

Second,  Medicine  Shoppe  could  get 
burned  if  many  of  its  franchisees  de- 
fault, despite  Sheldon's  optimism 
that  they  won't.  If  it  has  to  foreclose 
large  numbers  of  stores,  it  will  have  to 
step  in  and  run  them  itself  until  new 
franchisees  can  be  signed  up,  some- 
thing it  hasn't  yet  had  to  do. 

Finally — perhaps  most  important — 
the  two  founders  hold  over  50%  of  the 
stock.  That  means  each  holds  at  least 
$17  million  worth  of  shares.  They 
could  cash  in  the  chips  at  any  time. 
Remember,  when  the  company  was 
poised  to  go  public,  they  drained  it  of 
most  of  its  retained  earnings. 

If  you're  an  investor,  ask  yourself 
what  you  would  do  if  you  were  in  the 
founders'  shoes.  After  all,  this  com- 
pany is  now  a  far  cry  from  what  began 
as  a  tax  shelter.  Sell  now,  when  it's  a 
sure  thing,  or  hold  out  for  the  real 
growth  over  the  rainbow?  What 
would  you  do?  ■ 


The  Up  &  Comers 


Phenoms 


Hercules  Computer  went  from  nothing  to  $30  million 
by  being  the  first  to  succeed  in  its  market  niche.  Now 
IBM  and  others  want  to  play. 

Tempting  the  gods 


In  Greek  mythology,  you'll  recall, 
Hercules  was  the  fellow  on  steroids 
who  made  a  name  for  himself  per- 
forming 12  near-impossible  tasks  im- 
posed by  his  cousin,  Eurystheus. 
These  days  there's  a  Hercules  out  in 
Berkeley,  Calif,  in  the  crowded  per- 
sonal computer  peripherals  trade.  But 
unlike  its  mythological  namesake, 
three-year-old  Hercules  Computer 
Technology  is  only  now  facing  up  to 
its  first  serious  challenge.  The  chal- 
lenge is  IBM. 

Hercules  established  itself  by  being 
the  first  add-in  company  in  the  retail 
market  for  graphics  boards  that  let 


you  draw  charts  and  graphs  on  your 
IBM  personal  computer.  It  worked 
hard  to  build  a  customer  base  and  a 
reputation  among  computer  users. 
Now,  every  month,  it  ships  more  than 
20,000  of  these  boards  (monochrome 
and  color)  to  distributors  and  retail 
chains.  Sales  at  the  closely  held  com- 
pany hit  $30  million  last  year,  and 
profits  were  better  than  40%  pretax, 
unusual  in  the  hardware  end  of  the 
business. 

With  fast  results  like  that,  any  mor- 
tal might  think  himself  capable  of 
great  things.  Even  facing  up  to  mighty 
IBM.  "We're  arrogant.  We  think  we 


»i  the  need  is  lcriti< 


When  the  pressure's  on,  you'll  be  thankful  your 
office  copier  is  a  Royal.  The  copier 
designed  not  to  stop  unless  you  want  it  to. 
If  you're  looking  for  copiers 
that  will  keep  working  when 
the  board  meets,  look  what 
independent  researchers 
like  Datapro,  Buyer's 
Laboratory,  Hansen's 
I  Guidelines  and  Office 


Products  Analyst 
They  all  consist 
as  "most  reli 
Royal  backs  its 
leading  wa: 


ve  to  say  about  Royal. 

tly  rate  Royal  copiers 

le"  and  "best  choice". 

piers  with  an  industry  - 

nty  and  a  nationwide 

network  of  service  professionals.  We've 

been  building  business  machines 
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can  make  boards  better  than  IBM," 
says  Kevin  Jenkins,  30,  president  and 
cofounder  of  Hercules. 

But,  alas,  Jenkins'  market  has  al- 
ready begun  to  change.  Competition 
has  joined  him,  and  lower  margins  are 
bound  to  follow.  It's  an  oft-told  tale  in 
high-tech  land. 

But  there's  a  difference  with  Jen- 
kins. Since  he  can't  predict  what  lies 
ahead,  he  is  not  obsessed  with  too 
much  long-range  planning,  even 
though  he  now  faces  a  raft  of  competi- 
tors. "This  industry  wisdom  that  mi- 
crocomputer products  last  1  Vi  years  is 
crap,"  he  counters.  "A  product  can 
have  enormous  potential  if  you  stick 
to  it." 

Sounds  like  whistling  past  the 
graveyard.  "A  lot  of  people  say  that  to 
me,"  says  Jenkins.  "My  response  is 
that  I  try  to  be  realistic  and  stay  a 
dreamer  at  the  same  time.  And  even  if 
we  lost  90%  of  our  business,  we'd  still 
be  a  viable  company.  That's  still  a  lot 
of  money  for  two  guys." 

Jenkins,  today  worth  well  over  $10 
million,  studied  accounting  at  the 
University  of  California  at  Berkeley 
but  turned  down  a  Big  Eight  job  to 
launch  a  New  Wave  music  magazine 
in  San  Francisco  in  1978.  That  barely 
turned  a  profit — nowhere  near  the 
megabucks  of  Silicon  Valley.  Then 
Jenkins  discovered  computers:  "I  was 


Hercules  Computer  President  and  cofounder  Kevin  Jenkins 
"This  industry  wisdom  is  crap." 


Ed  Kashi  Gamma  1 1 


broke  so  I  had  to  do  something." 

A  friend  matched  him  with  Van 
Suwannukul,  a  32-year-old  Thai  engi- 
neer, and  the  two  founded  Hercules 
three  years  ago  with  $23,000  from  rel- 
atives. There  wasn't  much  cash  for 
advertising,  so  Jenkins  worked  the  an- 
gles and  used  his  "publishing  back- 
ground" to  get  some  consulting  work 
with  PC  Magazine  in  return  for  six 


full-page  ads.  He  still  writes  Hercules' 
ad  copy. 

Hercules  now  has  half  the  retail 
market  for  monochrome  graphics 
boards  for  the  IBM  PC.  But  the  compe- 
tition was  threatening  even  before 
IBM  came  out  with  its  own.  Among 
the  dozens  of  entrants  is  Irvine,  Calif. - 
based  AST  Research,  which  just  went 
public  and  sells  a  product  similar  to 
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for  America's  offices  for  eighty  years. 
You  know  well  be  there;.  .  .  today  and 
tomorrow. 

Call  for  information  or  a  Royal  demon- 
stration: 1-800-528-6050,  ext.  2246. 
It  could  be  the  most  critical  business 
decision  you  make  today. 
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the  Hercules  board  for  $399  (retail) — 
$100  less  than  Hercules. 

Suwannukul  has  already  redesigned 
his  monochrome  board  three  times 
and  may  have  to  do  it  again.  Jenkins 
bad-mouths  IBM's  newly  released 
combination  monochrome  and  color 
board  (priced  at  $524),  but  he's  still 
planning  to  release  four  new  "graph- 
ics-related" products  this  year,  in- 
cluding some  software. 

What  do  the  investors  think  of  the 
company's  laid-back  approach?  With 
more  than  90%  control  between  the 
two  of  them,  Jenkins  and  Suwannu- 
kul don't  have  to  worry  about  keeping 
shareholders  happy. 

All  in  all,  not  a  bad  start  for  a  little 
outfit  with  no  venture  capital,  bank 
funds  or  hired  consultants.  But  is  it  up 
to  the  Herculean  tasks  ahead?  Jenkins 
is  taking  things  as  they  come.  "I  see 
people  in  this  business  who  think  it 
was  their  brains  that  made  them  suc- 
cessful," he  says,  "and  that's  a  bunch 
of  garbage.  They  got  lucky  like  the 
rest  of  us  did,  and  there's  nothing 
wrong  with  that." — Richatd  Behar 

The  Up  &  Comers 


Richard  Wood,  president  of  Optical  Radiation,  in  his  Aznsa  /ah 
"People  in  the  bleachers  are  going,  'Who  are  they?'  " 


Stars 


An  Oscar-winning  success 
story.-  Engineer  builds 
company  by  staying  on 
top  of  bis  technology. 

And  the 
winner  is . . . 


It's  Academy  Awards  night  1971  in 
Los  Angeles.  Two  businessmen 
bound  from  their  rented  limo,  waving 
to  the  throng.  The  men — Optical  Ra- 
diation Corp.  (Oreo)  founders  Richard 
Wood,  31,  and  John  Wilkinson,  30 — 
enter  the  hall  to  accept  their  Oscar  for 
technical  achievement.  The  award  is 
for  their  invention  of  a  movie  projec- 
tor using  a  plasma  arc  light,  which 
produces  a  brighter  image  than  the  old 
carbon  arc  projectors. 

"Winning  the  Academy  Award  was 
without  question  one  of  the  high- 
lights of  my  career,"  says  Wood,  smil- 
ing. "I  remember  pulling  up  in  front  of 
the  Dorothy  Chandler  Pavilion  with 
the  bleachers,  the  searchlights,  the 
red  carpet.  As  we  walk  by,  people  in 


the  bleachers  are  going:  'Who  are 
they?  Who  are  they?'  " 

Investors  are  not  asking  that  ques- 
tion, however.  Shares  in  $48  million 
(sales)  Optical  Radiation  now  trade  at 
a  sky-high  33  times  earnings,  thanks 
to  a  steady  16%  return  on  equity  on 
low  debt  over  the  past  five  years  and  a 
36%  earnings  growth  rate. 

Wood,  now  45,  hairline  receding, 
attributes  Oreo's  success  to  the  strat- 
egy of  diversity  in  proprietary,  high- 
tech  products:  "Our  concept  when  we 
started  was  not  to  be  in  one  business 
area.  .  .  .  Our  goal;  from  day  one,  was 
to  build  a  heavy  technology  base  in 
the  fields  of  optics  and  radiation,  and 
then  to  build  proprietary  products 
based  on  that  technology." 

Why  this  preoccupation  with  pro- 
prietary products  and  diversity?  "Our 
association  with  aerospace  and  the 
military  and  seeing  the  ups  and  downs 
of  the  procurement  cycle  convinced 
us  that  we  couldn't  be  in  one  prod- 
uct," answers  Wood.  It  also  has  a  lot 
to  do  with  Wood's  Xerox  background, 
where  excessive  reliance  on  the  copi- 
er market  led  to  significant  problems 
in  coming  up  with  an  encore. 

Back  in  1969  at  Xerox  Corp.'s  Illu- 
minations Systems  division,  Wood,  a 
mechanical  engineer,  was  developing 
high-intensity  light  systems  for  bat- 
tlefield reconnaissance  in  Vietnam. 
Wood  and  two  partners  figured  they 
could  develop  commercial  products 
on  the  basis  of  that  illumination  tech- 
nology. So  they  quit  their  jobs  at 
Xerox,  raised  some  startup  capital 
from  friends  and  developed  their  first 
product,  a  small,  very  bright  search- 
light for  police  helicopters.  That  in 
turn  led  to  small  defense  contracts 


and  nonstandard  illumination  sys- 
tems for  the  likes  of  Bell  Labs.  The 
common  thread  is  Oreo's  advancing 
knowledge  of  what  happens  to  light  as 
it  passes  through  various  media. 

Another  common  thread:  the  policy 
of  never  entering  new  markets  with- 
out a  technological  edge.  That  princi- 
ple has  forced  Wood  to  exercise  more 
restraint  than  most  high-tech  entre- 
preneurs and  plenty  of  companies 
many  times  Oreo's  size. 

And  that  restraint  has  paid  off  hand- 
somely. Sales  for  fiscal  1985  (ending 
July  31)  are  expected  to  come  close  to 
$100  million,  more  than  quadruple 
those  of  1983.  Profit  margins  in  fiscal 
year  1984  were  16%.  All  this  has 
come  from  selling  much  more  than 
plasma  arc  projectors  to  movie  the- 
aters. About  30%  of  Oreo's  sales  come 
from  industrial  products  such  as 
photo  exposure  systems  for  making 
printed  circuit  boards  and  theater  pro- 
jection booth  equipment. 

But  the  real  growth  at  Oreo  has 
been  powered  by  its  market  position 
in  intraocular  lenses — tiny  6mm  plas- 
tic lenses  that  can  be  implanted  to 
replace  a  cataract  sufferer's  own  dam- 
aged lens.  Demand  for  IOLs  has 
soared  with  the  stunning  advances  in 
microsurgery  for  cataract  operations 
(Forbes,  Apr.  23,  1983):  IOLs  are  now 
used  for  between  80%  and  85%  of 
cataract  patients.  Oreo  is  the  third- 
largest  player  in  this  $250  million 
business,  behind  divisions  of  Rorer 
Group  and  Johnson  &.  Johnson. 

Oreo's  big  break  came  after  the  Os- 
car, in  1972,  when  it  was  approached 
by  a  company  that  asked  Wood  to 
develop  semifinished  lenses  for  eye- 
glasses— the  lens  blanks  that  are  then 
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ground  to  individual  prescriptions. 
The  deal  fell  through,  but  it  opened 
Wood's  eyes  to  a  new  market.  So  Oreo 
began  making  semifinished  lenses. 
Moving  to  intraocular  lenses  was  a 
logical,  if  technically  difficult  step. 

Wood  has  so  far  resisted  the  tempta- 
tion to  expand  into  the  wrong  mar- 
kets, like  contact  lenses.  Contacts 
look  like  a  natural  fit  in  Oreo's  prod- 
uct mix.  But  Wood  steered  clear  of 
them.  "We  have  never  felt  comfort- 
able that  we  had  a  significant  techno- 
logical advance  that  would  justify  the 
expense  of  development  and  setting 
up  a  marketing  organization  for  con- 
tact lenses,"  he  explains.  It's  a  good 
thing.  Even  Syntex  Corp.,  the  big 
drugmaker,  has  had  difficulty  com- 
peting against  the  likes  of  Bausch  &. 
Lomb  and  CooperVision. 

Compare  that  with  Wood's  entry 
into  intraocular  lenses.  In  1982  IOLs 
were  also  being  made  by  the  likes  of 
Revlon  and  3M.  But  only  Oreo's  lens, 
like  the  human  eye,  filtered  out  ultra- 
violet light.  Both  Revlon  and  3M  have 
lost  substantial  market  share. 

Wood  is  about  to  test  his  basic  the- 
ories again.  Oreo  has  begun  shipping 
what  Wood  believes  is  a  major  inno- 
vation in  eyeglass  lenses:  a  highly  du- 
rable, scratch-resistant,  thinner  and 
lighter-weight  plastic  lens.  Wood  will 
attempt  an  end  run  of  optical  labs  and 
sell  his  new  lens  directly  to  eyeglass 
dispensers.  It  will  be  priced  at  a  20% 
premium — justified,  Wood  hopes,  by 
its  comfort  and  visual  clarity. 

Launching  LiteStyle,  as  the  lens  is 
named,  will  be  an  expensive  under- 
taking. To  handle  distribution  Wood 
added  about  $7  million  to  long-term 
debt  in  acquiring  Omega  Optical  last 
August.  Omega,  the  largest  U.S. 
wholesale  optical  laboratory,  has  a 
sales  staff  experienced  in  calling  on 
retailers.  Another  $10  million  in  debt 
may  be  added  to  finance  a  new  plant 
to  produce  the  lenses.  There  will  also 
be  an  extensive  advertising  campaign 
to  build  brand  awareness.  Still,  Wood 
has  a  $24  million  cash  hoard  with 
which  to  play. 

Wood  is  not  without  his  worries: 
"This  is  a  major  undertaking,  and  a 
lot  of  things  have  to  occur  for  us  to 
accomplish  our  sales  goals.  Anytime 
you  take  a  pilot  line  and.  expand  it, 
you  are  going  to  have  some  problems 
you  didn't  anticipate." 

That,  of  course,  is  just  the  kind  of 
sensible  remark  you  want  to  hear 
from  a  high-tech  entrepreneur — most 
of  whom  are  only  too  willing  to  bet 
the  company.  On  Wall  Street,  where 
the  Optical  Radiation  name  is  in 
lights,  the  betting  is  heavily  in 
Wood's  favor.— Kathleen  K.  Wiegner 


FORBES,  FEBRUARY  25,  1985 


Boston  regularly  pumps  40%  more  water  than  it  can  account 
for  in  meter  readings. 

When  you  realize  other  cities  duplicate  this  kind  of  waste, 
you  begin  to  realize  the  huge  sums  of  money  being  lost.  The 
problems  of  our  infrastructure  are  gaining  national  attention. 
One  company  has  already  gained  international  recognition 
for  providing  solutions.  URS. 


CORPORATION 
MAKING 
TECHNOLOGY 
WORK'" 


For  a  copy  of  the  36  page  booklet,  "Infrastructure,  Crisis,  or  Opportunity;'  send  $2.00  for  postage 
and  handling  to:  URS  Corporation,  155  Bovet  Road,  San  Mateo,  CA  94402.  (415)  574-5000. 


We  have  just  the 
program  for  IBM. 


Now  there's  a  logical  place  for 
IBM  to  locate.  Westfields,  the 
International  Corporate  Center 
at  Dulles.  Its  thousand  acres 
just  outside  of  the  nation's  capital 
makes  it  a  smart  move  for  com- 
panies like  IBM  that  look  at 
today  with  an  eye  toward  tomor- 
row. It's  right  in  the 
middle  of  the  second 


largest  high  tech  center  in  the 
country.  And  Westfields  can  of- 
fer prices  IBM  probably  thought 
were  only  a  memory.  In  fact, 
Westfields  is  so  close  to  so  much, 
we  think  IBM  would  be  the  first 
to  admit  —  locating  anywhere 
else  just  doesn't  figure.  For  more 
information  call: 
(703)385-0450. 


WESTFIELDS 

THE  INTERNATIONALCORPORATE  CENTER 
AT  DULLES 


A  development  of  The  Henry  A.  Long  Company. 
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Marvin  Josephson  has  learned  his  lessons 
well:  Sell  high,  buy  low.  For  his  stock- 
holders, alas,  it  may  work  the  other  way. 

Timing  is 
everything 


By  Jeffrey  A.  Trachtenberg 

Nobody  can  say  Marvin  Jo- 
sephson isn't  smart.  Back  in 
February  1983  his  Josephson 
International — an  odd  assemblage  of 
radio  stations,  an  office  furniture 
business  plus  the  talent  agency  that 
started  it  all — made  a  public  offer  of 
1.3  million  shares  of  stock  in  the  com- 
pany, including  300,000  be- 
longing to  Josephson.  Inves- 
tors snapped  it  up  at  155/8.  Lat- 
er that  year  the  stock  got  as 
high  as  19-Vi.  By  last  Decem- 
ber, though,  it  was  down  to 
6V2.  Now  Josephson  is  consid- 
ering a  move  to  take  Josephson 
International  private  through 
a  leveraged  buyout  at  approxi- 
mately $10  a  share,  or  about 
$50  million  in  all.  Marvin  Jo- 
sephson still  owns  29%  of  the 
4.9  million  outstanding 
shares. 

Considering  where  the 
stock  has  been,  the  stock- 
holders may  be  lucky  to  get 
$10.  But  then  why  the  drop 
from  nearly  20?  Well,  in  Janu- 
ary 1984  Josephson  got  into 
the  brokerage  business  by 
snapping  up  the  104-year-old 
firm  of  Herzfeld  &  Stern,  pay- 
ing $17.5  million  and  initially 
putting  in  another  $20  million 
in  working  capital.  Some  Wall 
Streeters  were  saying  the  ac- 
quisition would  add  at  least  $2 
million  to  the  bottom  line. 

It  didn't  work  out  that  way. 
With  the  stock  market  going 
nowhere  much  of  the  time 
since  Josephson  acquired  it, 
Herzfeld  &  Stern  has  lost  more 
than  $5  million  pretax  as  part  Man 
of  Josephson  International.  Re-  Who 
suit:  In  fiscal  1984  (ended  last     


June  30)  the  firm  earned  only 
$680,000,  or  13  cents  per  share, 
against  $6.6  million,  or  $1.46  a  share, 
the  year  before.  In  the  first  half  of 
fiscal  1985  it  earned  $22,000,  against  a 
$3.2  million  gain  the  year  before.  So 
Josephson  hopes  to  take  back  the 
company  at  a  time  when  its  stock 
price  and  earnings  are  depressed. 
Marvin  Josephson  has  not  yet  made 


•in  Josephson  of  Josephson  International 
pays  for  the  mistakes? 


a  formal  offer.  But  news  of  his  interest 
in  taking  his  company  private  leaked 
out,  driving  the  stock  up  to  about  8V2 
last  month.  At  that  point  Josephson 
issued  a  one-page  release  stating  he 
was  working  on  a  deal  to  go  private 
with  Boston  Ventures,  a  private  in- 
vestment firm. 

"It  would  be  a  great  deal  for  Marvin, 
because  I  estimate  the  true  book  value 
at  about  $15  a  share,  and  in  two  years 
Josephson  International  should  be  do- 
ing much  better,"  says  Mary  Farrell,  a 
vice  president  with  Paine  Webber. 
"Herzfeld  &  Stern  had  loads  of  inter- 
nal problems,  and  I  question  whether 
the  company  knew  what  it  was 
buying.  The  brokerage  firm  is  the  sin- 
gle reason  the  stock  has  been  driven 
so  low  on  the  market." 

Farrell  thinks  shareholders  should 
be  less  than  thrilled  with  a  $10  offer. 
"They  are  getting  shafted,"  she  says. 
She  isn't  alone.  Getting  a  handle  on  a 
company  in  such  disparate  lines  of 
work  is  an  uncertain  business  at  best. 
The  well-known  broadcast  industry 
analyst  Paul  Kagan  (who  also  has  a 
stock  position  in  Josephson)  sees  it 
this  way:  Value  the  talent  agency  at 
seven  times  the  average  annual  seven- 
year  operating  profit  of  $8  mil- 
lion (or  $56  million),  the  office 
design  division  at  two  times 
acquisition  price  (or  $52  mil- 
lion), the  radio  stations  about 
eight  times  1984  cash  flow  of 
$4.9  million  (or  $40  million), 
Herzfeld  &.  Stern  at  Joseph- 
son's  total  investment  price  of 
$37  million.  That's  $185  mil- 
lion altogether.  Subtract  $83 
million  in  net  debt,  and  then 
divide  the  remaining  $102 
million  by  5.4  million  shares 
and  options.  That  leaves  the 
per-share  value  at  $18.90,  or 
almost  twice  what  Josephson 
is  offering.  "His  offer  is  ridicu- 
lous," Kagan  says. 

Marvin  Josephson  should 
not  be  underestimated.  A  one- 
time CBS  attorney,  he  put  to- 
gether International  Creative 
Management  in  the  mid-1970s 
by  merging  other  agencies  like 
the  International  Famous 
Agency  and  Creative  Manage- 
ment Associates.  Today  its 
2,500-client  list  includes  actor 
Burt  Reynolds,  rock  group 
Culture  Club,  singer  Tom 
Jones,  writer  Tom  Wolfe  and 
comedian  Eddie  Murphy. 

Small-fry  pay  for  their  own 
mistakes.  Some  executives,  in 
the  right  circumstances  and  at 
the  right  time,  can  make  their 
shareholders  pay.  ■ 
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Jack  Moseley,  chairman  of  USF&G,  has 
done  a  neat  job  of  propping  up  earnings 
with  accounting  maneuvers.  What  if  his 
bag  of  tricks  isn't  bottomless? 


Moseley's  magic 


By  Lisa  Gubernick 


WHEN  THE  GOING  gets  tOUgh, 
some  tough  insurers  really 
get  going  to  maintain  earn- 
ings. On  this  score,  USF&G  Corp.,  the 
nation's  12th-largest  property/casual- 
ty insurer  (1984  revenues:  $2.8  bil- 
lion), is  about  as  tough  as  they  come. 
Last  year,  the  industry's  worst  since 
1906,  USF&G  reported  an  8.4%  re- 
turn on  equity — one  of  the  best  in  the 
industry.  This  despite  the  fact 
that  its  combined  ratio  was  a 
monstrous  122,  meaning  the 
company  expected  to  pay  out, 
in  claims  plus  operating  ex- 
penses, $1.22  for  every  dollar 
of  premiums.  The  difference, 
and  the  profit,  came  from 
USF&G's  seemingly  dazzling 
investment  results. 

Behind  those  results  is  Jack 
Moseley,  a  53-year-old  native 
Alabaman  who  has  been  run- 
ning USF&G  since  1980.  In  his 
bag  of  tricks  are  tax  loopholes, 
a  clever  investment  subsidiary 
and  asset  shuffles.  Result: 
USF&G  stock  is  up  14  points 
from  last  summer,  to  32,  de- 
spite the  fact  that  the  five-year 
price  war  in  commercial  prop- 
erty/casualty underwriting  is 
only  now  ending. 

To  be  sure,  insurers  have  al- 
ways compensated  for  under- 
writing losses  by  making  as- 
tute investments,  but  this 
down  cycle  has  been  especial- 
ly severe.  USF&G,  though, 
showed  few  scars  because  of 
its  impressive  $479  million  in 
investment  income  for  1984, 
up  from  $279  million  three 
years  earlier. 

The  investment  keystone  is 
a  $1.3  billion  holding  (about 


30%  of  the  total  portfolio)  in  the  Light 
Street  Income  Fund,  a  99.5% -owned 
subsidiary.  Light  Street  was  launched 
in  1982  to  cut  its  parent's  tax  bills, 
and  so  far  it  has  been  phenomenally 
successful. 

Like  most  corporations  that  own 
stocks,  USF&G  can  exclude  85%  of 
its  dividend  income  from  its  tax  re- 
turn. It  didn't  need  a  subsidiary  to  get 
that  exclusion.  However,  Light  Street 
used  a  loophole,  since  closed,  to  get  an 


USF&G  Chairman  Jack  Moseley 

"Why  not  take  advantage  of  a  loophole?" 


85%  exclusion  for  some  nondividend 
income  as  well. 

The  loophole  worked  like  this: 
Light  Street,  as  a  subsidiary,  pays  no 
federal  income  tax  of  its  own.  As  long 
as  Light  Street  made  more  than  75% 
of  its  income  from  dividends,  it  could 
pass  85%  of  its  earnings  from  any 
source  (writing  call  options,  for  exam- 
ple) to  USF&G  tax-free.  Alas,  this 
game  is  over;  the  1984  tax  act  changed 
the  rules  to  require  that  all  income 
from  a  subsidiary  be  from  dividends  in 
order  to  carry  the  85%  exclusion. 

There  was  another  tax  advantage. 
Light  Street,  according  to  Donald 
Franz,  an  insurance  analyst  with 
Smith  Barney,  used  a  device  called 
dividend  stripping.  A  corporate  holder 
would  buy  a  high-yield  stock  just  in 
time  to  collect  a  dividend  and  sell  the 
stock  not  long  afterwards.  Since,  oth- 
er things  being  equal,  a  stock  drops 
when  it  goes  ex-dividend,  the  divi- 
dend is  often  offset  by  a  capital  loss  on 
the  stock.  Altogether  a  wash,  except 
that  the  dividend  was  mostly  tax-free 
and  the  capital  loss  was  often  fully 
deductible.  We  say  "was"  because 
Congress  closed  this  loophole  last 
year,  too.  Donald  Franz  estimates  that 
this  gimmick  could  have  accounted 
for  half  of  the  58  cents  per  share  re- 
ported as  profits  for  the  1984 
third  quarter. 

Two  questions  arise  from 
Moseley's  tax  legerdemain. 
First,  obviously,  will  USF&G 
be  able  to  keep  up  its  reported 
earnings  without  the  loop- 
holes? Probably  not.  Second, 
and  more  fundamental,  how 
profitable  a  company  is 
USF&G  apart  from  its  tax- 
avoidance  skills?  Not  very. 

Last  year,  when  USF&G  was 
reporting  operating  net  of  $93 
million,  it  actually  lost  $61 
million  on  a  pretax  basis. 
What  made  the  difference  was 
a  hefty  dose  of  tax  benefits — 
negative  taxes,  as  it  were.  The 
company  was  eating  into  de- 
ferred-tax reserves  built  up  in 
prior  years,  channeling  these 
amounts  into  income.  That  as- 
sist is  over.  Last  year  the  com- 
pany ran  out  of  deferred-tax 
reserves  in  its  property/cas- 
ualty subsidiaries. 

Moseley  has  not  only  share- 
holders but  also  insurance 
commissioners  to  keep  happy. 
The  regulators  watch  "policy- 
holders' surplus,"  which  is 
akin  to  shareholders'  equity 
and  serves  as  the  cushion 
against  unexpected  losses. 
USF&G's  surplus  in  property/ 
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.and,  the  most  important  thing  is  never  to  buy  or  sell  any  thing 
until  you  call  VNI  for  an  appraisal!" 


For  many  of  America's  leading  companies,  depending  on 
VNI's  network  of  experienced  appraisers  and  consultants  is  standard 
procedure.  And,  while  toy  trucks  aren't  exactly  our  specialty, 
no  one  can  match  our  wide  range  of  professional  skills  in  providing 
accurate  and  reliable  real  estate  valuations.  Everything  from 
feasibility/marketing  studies  and  plant  sitings  to  ad  valorem  tax 
issues  and  portfolio  valuations. 

At  last  count,  dozens  of  Fortune  500  companies  were  doing 
business  with  us  including  giants  like  General  Motors,  Rockwell 
International,  IBM,  Chase  Manhattan,  Texaco,  Sears  Roebuck, 
Shell  Oil,  3M,  Bank  of  America,  Perm  Central,  Campbell  Soup, 
Prudential,  Mobil,  Western  Electric,  B.F.  Goodrich,  and  Xerox. 

They  know  VNI  is  big  enough  to  do  the  job  with  offices  in  31 
major  U.S.  cities.  Not  to  mention  affiliates  throughout  Canada. 
They  also  know  that  VNI  can  handle  the  tough  assignments. 
Unusual  projects  like  a  salt  dome  in  Louisiana,  an  oyster  hatchery 
in  Maine,  11,000  miles  of  railroad  right-of-way,  the  Detroit 
Lions,  or  a  2-million-barrel  oil  depot  on  a  remote  Caribbean  island. 

When  you're  talking  multi-million-dollar  deals,  maybe  it's 
time  you  reappraised  your  situation.  Make  it  the  first  order  of 
business  on  tomorrow's  agenda.  The  name  is  VNI.  The  toll-free 
number  is  1-800-345-1277- 


Pgff  Valuation 

SEtB  network  inc. 

National  Headquarters:  501  Fifth  Ave.,  New  York,  NY  10017 
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casualty  lines,  which  is  most  of  the 
company,  fell  from  $1.06  billion  to 
$703  million  in  the  last  two  years.  If 
surplus  drops  too  low,  state  regulators 
can  make  it  difficult  for  the  company 
to  write  additional  business — a  par- 
ticularly onerous  threat  when  prices 
are  firming  and  underwriting  is  start- 
ing to  look  more  profitable,  as  it  is 
now.  With  annual  premium  volume 
at  over  $2  billion,  or  three  times  sur- 
plus, USF&G  is  bumping  against  reg- 
ulatory guidelines. 

Hence  the  need  for  virtuoso  book- 
keeping. Last  year  the  company  trans- 
ferred some  premium  receivables 
among  subsidiaries,  adding  $30  mil- 
lion to  property/casualty  surplus.  In  a 
similar  shuffle  among  subsidiaries, 
USF&G  sold  a  liability  to  its  Bermuda 
subsidiary  in  order  to  add  $34  million 


In  1984,  when  USF&G  was 
reporting  operating  net  of 
$93  million,  it  lost  $61  mil- 
lion pretax.  The  difference: 
hefty  tax  benefits. 


to  that  surplus.  A  sale-leaseback  of  a 
building  also  helped. 

The  surplus  bind  hurts  in  another 
way:  It  crimps  an  insurer's  invest- 
ment style.  Last  year  USF&G  needed 
to  switch  out  of  tax-exempt  bonds 
into  taxable  bonds.  (Since  it  was  not 
paying  taxes,  the  tax  exemption  was 
going  to  waste.)  But  the  company 
couldn't  afford  to  dump  its  municipal 
bonds.  Then  it  would  have  had  to  take 
a  $210  million  hit  to  surplus,  the  dif- 
ference between  the  face  value  of 
these  low-coupon  bonds  and  their 
market  value. 

Moseley's  ingenious  solution: 
"put"  bonds.  USF&G  sold  bonds  for 
face  value  but  agreed  to  buy  them 
back.  That  made  these  long-term 
bonds  short-term,  as  far  as  the  buyers 
were  concerned  and  thus  attractive 
buys  in  spite  of  the  low  coupons.  The 
problem,  says  one  insurance  company 
portfolio  manager:  "You  lose  the 
flexibility  over  your  portfolio,  getting 
bonds  back  when  rates  are  the  least 
favorable.  AH  it  does  is  give  the  ap- 
pearance of  more  capital  without  ac- 
tually doing  anything." 

Moseley  makes  no  apologies  for  his 
creativity.  "If  the  law  is  written  in  a 
way  that  allows  you  to  do  it,  why  not 
take  advantage  of  it  until  they  close 
the  loophole?"  he  says.  But  sharehold- 
ers have  to  ask  if  his  bag  of  tricks  is 
bottomless.  Says  David  O'Leary,  an 
analyst  with  Fox-Pitt,  Kelton:  "When- 
ever someone  does  something  signif- 
icantly different,  watch  out."  ■ 
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There  is 
a  better  way... 


solidated  Fmghtways  Motor  Freight  is  one  of  a 

'ly  of  transportation  services  offered  by  The  CF  Company, 

solidated  Freightways,  Inc. 


\solidated  Freightways  Motor  Freight  •  CF  Air  Freight  • 
'Mian  Freightways  •  CF  Forwarding  •  CF  Arrowhead  • 
[■Way  Western  Express  •  Con -Way  Central  Express  • 
]n  Yan  Express  •  CF  Export-Import  Services 


In  motor  freight  service,  for  example,  it's 
full  coverage.  Consolidated  Freightways 
pioneered  the  expansion  of  service 
throughout  North  America,  and  is  still  the 
only  carrier  with  terminals  and  service  in 
all  fifty  states.  We  are  currently  adding 
new  terminals  at  the  rate  of  one  a  week, 
to  bring  efficient  service  direct  to  smaller 
communities.  Under  a  single  responsibility 
we  can  move  your  goods  to  Puerto  Rico, 


the  Caribbean,  Europe  and  the  Far  East. 
Or  across  the  Canadian  border  through 
our  own  sufferance  warehouses  for 
prompt  clearance. 

And  in  advanced  electronic  communica- 
tions that  link  you  to  our  entire  system  with 
a  variety  of  administrative  messages,  CF 
gives  you  greater  value  for  your  transpor- 
tation dollar.  Land,  sea,  or  air,  there's  a  CF 
company  to  serve  you  in  a  cost-efficient, 
better  way.  Telex  U  91 0-373-21 05 


The  GF*  Company 

The  Service  Company 


The  boss  of  Alcoa  likens 
his  job  to  teaching  new 
tricks,  slowly,  to  a  $7 
billion  gorilla.  The  tricks 
do  not  include  swallowing 
oil  companies  whole. 


Too  big 
to  quit, 
too  rich 
to  fail 


By  John  Merwin 


T|  he  Alcoa  Building  at  the  corner  of  Sixth  and 
William  Penn  in  Pittsburgh's  Golden  Triangle  is  a 
monument  to  what  might  have  been.  Its  30  stories 
are  sheathed  in  stamped  aluminum  panels.  The  window 
sashes  and  frames,  heating  and  ventilation  ducts,  plumb- 
ing, wiring,  doors,  handrails,  staircases,  blinds  and  trash 
cans — almost  everything  in  the  building  except  the  toilet 
seats — are  all  made  of  aluminum,  that  shining  metal  of  the 
1950s,  the  metal  of  the  future. 

The  question  now,  of  course,  is  whether  aluminum  is 
becoming  yet  another  metal  of  the  past.  Some  of  the  same 
forces  that  wrecked  steel,  in  particular,  are  now  ominously 
bearing  down  on  aluminum.  Domestic  demand  for  the 
metal  once  grew  at  two  or  three  times  the  rate  of  GNP 
growth  during  the  booming  1950s  and  1960s.  Today  it  lags 
behind  GNP  expansion.  Meanwhile,  the  world  has  become 
overpopulated  with  aluminum  producers,  an  increasing 
share  of  them  owned  by  governments  more  concerned 
with  providing  employment  and  obtaining  foreign  ex- 
change than  with  turning  a  profit.  Throw  in  the  mighty 
dollar,  which  is  allowing  foreign  aluminum  producers  to 


seize  nearly  10%  of  high-ticket  U.S.  domestic  markets, 
from  aluminum  beverage-can  sheet  to  airplane  metal,  and 
one  can  see  a  picture  familiar  to  America's  integrated  steel 
industry,  which  only  yesterday — barely  more  than  a  de- 
cade ago — was  thriving. 

In  the  current  U.S.  economic  expansion,  now  in  its  third 
year,  aluminum's  order  upswing  lasted  only  a  few  scat- 
tered months  in  1983  and  1984.  Minor  players,  such  as 
Arco  and  Martin  Marietta,  simply  threw  in  the  towel. 
They  sold  most  of  their  aluminum  operations  at  fire-sale 
prices,  having  had  enough  of  A  business  that  requires 
enormous  sums  of  investment  capital  simply  to  stay  cost- 
competitive  in  increasingly  cutthroat  markets. 

Walking  away  may  be  an  option  for  Arco  or  Martin 
Marietta,  but  not  for  the  Aluminum  Co.  of  America, 
which  generates  nearly  all  its  $7.25  billion  in  unconsoli- 
dated revenues  from  some  facet  of  aluminum.  Peering  out 
the  aluminum-framed  windows  on  the  30th  floor  of  his 
headquarters  building,  Chairman  Charles  Parry  concedes 
Alcoa  couldn't  get  out  of  aluminum  if  it  wanted  to.  "Who 
wants  to  buy  a  basic  materials  company  today?"  he  asks. 

Who  indeed?  Consider: 

•  In  the  Forbes  1985  Annual  Report  on  American  Indus- 
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try,  Alcoa  ranked  695th  in  profitability  among  1,000  com- 
panies, with  a  five-year  return  on  equity  averaging  1 1.7%, 
vs.  the  median  average  of  15.1%. 

•  During  the  last  five  years  Alcoa  spent  99%  of  its  cash 
flow  on  capital  improvements,  in  effect  borrowing  to  pay 
dividends. 

•  In  the  ten  years  ending  in  1983  six  of  the  eight  product 
markets  Alcoa  is  in  actually  declined  (see  chart) 

•  Alcoa's  stock  price,  adjusted  for  splits,  peaked  29  years 
ago  at  44 Vz.  Today  it  sells  for  around  39. 

At  that,  Alcoa's  management  was  coping  better  than  the 
U.S.'  two  other  major  aluminum  producers,  Reynolds 
Metals  Co.  and  Kaiser  Aluminum  &  Chemical  Corp., 
which  show  meager  five-year  returns  on  equity  of  6%  and 
8.2%,  respectively. 

Parry  promises  his  shareholders  no  quick  fixes.  "I'm 
trying  to  lead  this  company  out  of  those  areas  that  gener- 
ate a  constrained  return,  and  into  those  areas  that  offer  an 
increased  return,"  he  says.  "I  want  to  do  it  in  a  prudent 
fashion,  one  that  does  not  jeopardize  the  corpus  of  our 
investment."  And  at  60,  with  less  than  five  years  to  go 
before  mandatory  retirement,  he  makes  no  bones  about 
where  his  heart  is.  "We're  not  going  to  get  out  of  the 


Once  aluminum  clearly  was 
the  metal  of  the  future.  Its  U.S. 
sales  outgrew  the  GNP.  But 
after  the  mid-1970s  energy 
price  crunch,  aluminum's 
growth  withered.  High 
smelting  costs  drove  up  its 
price  in  a  society  becoming 
less  materials-intensive. 
Manufacturers  found  cheaper 
substitutes.  Result:  Today  its 
growth  trails  the  GNP. 
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aluminum  business,"  he  says.  "We're  good  at  it,  damn  it." 
Simply  being  good  at  aluminum,  however,  is  no  longer 
the  advantage  it  once  was,  even  for  Alcoa.  It's  true  that 
traces  of  a  corporate  style  appropriate  to  the  good  old  days 
persist.  Employees  still  refer  to  their  employer  as  "The 
Aluminum  Company."  Top  executives  still  lunch  in 
handsome  quarters  leased  in  the  legendary  Duquesne 
Club,  where  the  likes  of  Carnegie,  Frick,  Schwab  and 
Mellon  dined.  But  today  the  aluminum  business  is  not  the 
oligopoly  it  was.  As  recently  as  1960,  Alcoa,  Reynolds, 
Kaiser  and  Alcan  (the  big  Canadian  producer)  accounted 
for  56%  of  the  Free  World's  supply.  Now  their  share  has 
been  diluted  to  21%,  as  foreign  producers,  particularly 
those  in  the  smelting  end,  have  grown. 

"Because  the  industry  once  was  almost  entirely  vertical- 
ly integrated,"  Parry  explains,  sounding  almost  professori- 
al, "we  were  all  building  facilities  to  make  everything  out 
of  aluminum.  The  sky  was  the  limit.  There  was  an  under- 
standing that,  for  our  market  development  to  be  carried 
out,  and  to  maintain  growth  rates,  a  degree  of  price  stabil- 
ity— not  necessarily  at  a  given  level — was  conducive  to 
attaining  those  objectives." 
What  shattered  the  harmony?  Since  the  early  1950s  the 


Foreign  aluminum  capacity 
has  grown  significantly  in 
recent  years,  while  many  of 
America's  high-cost  smelters 
have  been  idled.  A  growing 
share  of  foreign  smelters  is 
government  controlled. 
Those  producers  crank  out 
metal  regardless  of  prices, 
putting  the  squeeze  on  North 
American  aluminum  makers, 
who  must  make  a  profit  or  fold. 
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business  class  seat  that  makes 
all  the  others  obsolete- 


TWA  has  a  whole  new  angle. 

Our  revolutionary  747  Business  LoungeF  reclines 
like  no  seat  ever  before.  It  tilts  back  to  a  completely 
different  position.  To  cradle  you  in  comfort. 


And  by  the  way, 
it's  the  widest  r 
seat  in  the  sky. 


A  leg  up  on  the  competition.- 

For  comfort  down  to  your  toes,  TWA  presents  something 
practically  unheard  of— a  business  class  footrest. 
And  it  automatically  adjusts  to  your  height.      /tfOl 
Whether  you're  5'2"  or  6 '3'.'    _ 


ONE  MAT 
IS  ANOTHER 


5 EXPORT 
LAN'S  IMPORT 


For  a  major  corporation,  there's  no  such  thing 
as  a  simple  export  deal.  The  bank  that  helps  arrange 
successful  export  finance  has  to  be  effective  at  both 
ends  of  the  negotiations,  and  that  requires  a  genuinely 
international  network. 

Pittsburgh,  New  York 
and  Seoul. 

One  of  the  more  complex  deals  in  Barclays  recent 
experience  involved  Westinghouse  Electric  Corpora- 
tion and  American  Standard's  subsidiary,  WABCO 
Westinghouse  International  Co.,  both  of  Pittsburgh, 
and  the  Seoul  Metropolitan  Subway  Corporation. 

Westinghouse  Industry  Construction  Projects 
was  bidding  for  a  contract  to  provide  substation 

electrical  equipment  for 
the  Seoul  subway 
system.  Seoul  wanted 
$88,000,000  in 
finance,  so  the 
U.S.  companies 
needed  a  package 
that  offered  them 
an  attractive  loan. 
Negotiating  that 
package  in  time  to  meet 
a  tight  deadline  was  com- 
plicated enough.  Then  there 
were  the  obvious  difficulties, 
like  the  7,000  miles  from 
Pittsburgh  to  Seoul,  the  cultural 
differences  and,  of  course,  the 
language  barrier. 

The  stumbling  block. 

Where  should  the  necessary  Letters  of  Credit 
originate?  Westinghouse  and  WABCO  wanted  them 
issued  in  the  U.S.  Seoul  wanted  them  issued  in  Korea. 
And  on  top  of  that,  the  Korean  firm  sub-contracted 
to  install  the  Westinghouse  equipment  also  wanted 
local  Letters  of  Credit.  If  all  the  parties  couldn't  be 
satisfied  the  deal  would  fall  apart.  83 


The  people  who  solved  the 
problems. 

Joe  Richardson,  of  Barclays  in  Pittsburgh,  helped 
initiate  the  deal.  He  contacted  Bob  Martin  of  our 
Special  Projects  Group  in  New  York.  Martin  and  the 
Pittsburgh  companies  quickly  proposed  a  credit 
package  for  Seoul,  underwritten  by  Barclays,  EXIM, 
and  PEFCO,  with  the  Korea  Exchange  Bank  as 
Guarantor.  To  work  out  the  details,  a  member  of 
Martin's  team  went  to  Korea  to  consult  with  Tony 
Addis,  Manager  of  Barclays  Bank  in  Seoul.  That  did 
away  with  the  7,000  miles.  Addis  speaks  the  language 
and  knew  the  parties  on  the  Korean  side  of  the  deal, 
which  resolved  two  more  problems. 

Martin  and  Addis  spent  two  months  negotiating 
the  final  hurdle:  the  Letters  of  Credit.  Four  were 
issued  in  Korea  but  confirmed  by  Barclays  in  the  U.S., 
which  was  acceptable  to  Westinghouse.  Two  more 
were  issued  by  Barclays  in  Seoul  which  satisfied  the 
local  contractor  who  wanted  local  Letters  of  Credit. 

In  a  matter  of  months,  a  U.S.  export  became 
a  Korean  import. 

Why  choose  Barclays? 

If  you  think  that  any  international  bank  could 
have  clinched  the  deal,  ask  your  bank  about  its 
branch  in  Pittsburgh  -  and  then  about  its  branch 
in  Seoul.  We  have  5,000  offices  around  the  world  so 
wherever  you  want  to  do  business,  we're  probably 
there  already  -  not  just  as  a  name  on  a  door  but  as 
part  of  the  local  economy.  That's  how  problems  get 
solved. 

If  you'd  like  to  know  more  about  the  bank  that  knows 
most  about  the  world,  please  contact  Bob  Martin,  Vice 
President  Export  Finance  Group,  PO  Boxl754,New  York, 
New  York  10163.  Tel:  (212)  309-6822.  Or  contact  your 
local  Barclays  office. 


BARCLAYS 


COUNTRIES    WORLDWIDE  ASSETS  $94  BILLION. 


ALCOA:  THE  HIGH  COST  OF  HANGING  IN 
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SOUR  ''    Alcmi 


number  of  aluminum  smelters  worldwide  has  grown  from 
less  than  20  to  140.  The  share  of  capacity  controlled  by 
governments  has  swelled  from  under  10%  to  40%.  Result: 
In  the  last  few  years  alone,  spot  ingot  prices  have  swung 
wildly,  from  35  cents  a  pound  to  nearly  90  cents,  wreaking 
havoc  on  corporate  planners.  Today  spot  aluminum  sells 
for  50  cents  a  pound,  less  than  cost  for  many  smelters. 

The  price  dynamics  here  are  simple.  With  demand  slack 
and  foreign  producers  capable  of  turning  out  raw  metal 
hand  over  fist,  inventories  don't  fall  as  easily  as  they  once 
did.  That's  why,  in  the  current  economic  upturn,  alumi- 
num prices  rose  for  a  few  months,  only  to  be  quickly 
knocked  down  by  rebounding  metal  supplies. 

Sound  familiar?  In  1950  only  23%  of  world  steel  capac- 
ity was  in  government  hands.  By  1980,  five  years  after  the 
U.S.  steel  industry  began  its  ghastly  slide,  60%  of  world 
steel  was  controlled  by  governments  abroad  more  respon- 
sive to  domestic  political  pressures  than  to  world  prices. 

The  gloomy  analogy  to  steel  can  be  overdone.  Parry 
properly  points  out  that  Alcoa  has  been  operating  overseas 
for  years  and  thus  is  hardened  to  international  competi- 
tors. By  contrast,  he  says,  U.S.  integrated  steel  companies 
weren't  threatened  at  home  by  foreign  competition  until 
20  years  ago,  and  then  weren't  technologically  prepared  for 
the  onslaught.  U.S.  steel  companies  reacted  by  lobbying 
for  import  restrictions.  Parry  says  he  doesn't  want  those, 
but  he  does  want  the  U.S.  government  to  press  for  elimina- 
tion of  import  barriers  in  such  countries  as  Japan,  leaving 
Alcoa  free  to  slug  it  out  on  cost  and  quality  alone. 

Another  key  difference:  Alcoa  has  spent  big  money  in 
recent  years  to  update  its  plant  and  equipment,  and  heav- 
ily in  R&.D  as  well,  girding  for  international  battle.  This 
year  alone  Alcoa  will  spend  $117  million  at  its  huge  tech 
center  outside  Pittsburgh,  the  largest  such  metals  oper- 
ation in  the  Free  World.  Says  Alcoa  R&D  Vice  President 
Peter  Bridenbaugh:  "A  lot  of  the  technology  that  went  into 
Japanese  steelmaking  was  developed  in  American  steel 
laboratories.  But  it  wasn't  capitalized  on  by  American 
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steel  producers,"  he  says.  "Instead,  the  Japanese  turned  it 
into  brick  and  mortar.  Sure,  they  reengineered  that  tech- 
nology somewhat,  but  much  of  it  came  from  U.S.  Steel 
Corp.'s  own  laboratories." 

Alcoa  didn't  plan  to  slog  along  in  some  of  its  current 
low-return  markets.  In  a  1977  Forbes  interview,  Alcoa's 
then-CEO  W.H.  Krome  George,  who  retired  in  1983, 
puffed  his  pipe  and  fretted  over  Alcoa's  return  on  invested 
capital,  which  rarely  had  exceeded  8%.  "I  think  we  can 
earn  14%  on  our  invested  capital,"  George  said,  noting 
that  Alcoa  traditionally  had  been  a  growth-oriented  com- 
pany that  focused  too  much  on  sales  and  not  enough  on 
returns.  Sure  enough,  three  good  years  followed  that  1977 
interview.  Aluminum  markets  heated  up  dramatically  in 
1978-80,  and  the  company  nearly  achieved  the  desired 
14%  on  its  invested  capital.  But  in  the  years  since  1980 
Alcoa  has  dropped  back  to  averaging  less  than  a  6%  return 
on  its  capital.  "You  can  get  a  better  deal  at  your  plant 
credit  union,"  Parry  told  a  group  of  Alcoa  employees  last 
March.  So,  too,  presumably,  could  Alcoa's  shareholders. 

Alcoa's  fundamental  problem  is  crisply  stated  by 
Charles  Ligon,  vice  president  for  corporate  planning.  "In  a 
postindustrial  society,  materials  intensity  is  not  where  it's 
at,"  he  says.  "Cars  shrink.  Aluminum  cans  are  lighter.  The 
trick  is  added  value  and  sophistication.  A  business  built  on 
pounds  is  not  going  to  get  it  in  materials  as  such." 

With  the  advantage  of  hindsight,  Chairman  Parry  thinks 
Alcoa  should  have  been  quicker  to  react:  "We're  pulling 
back  from  sales  of  ingot,  but  it  will  take  a  while.  We 
should  have  been  doing  it  some  years  ago.  There  were 
opportunities  for  us  to  do  it.  But  it  was  a  different  situation 
with  different  people  running  the  company.  The  fact  is,  we 
didn't." 

So  what  is  Parry  going  to  do  during  the  four  years  he  has 
left  as  the  boss?  First,  he  says,  his  shareholders  can  rule  out 
a  spectacular  leap  into  an  unrelated  business,  something 
U.S.  Steel  did  when  it  acquired  Marathon  Oil  a  few  years 
ago.  While  Marathon's  earnings  have  assured  U.S.  Steel's 


FORBES,  FEBRUARY  25,  1985 


Wi 


CASH  HOW 


LONG  TERM  DEBT 


CAPITAL  EXPENDITURES 


— 1 

DIVIDENDS 

1          1 

^ 



78        '79         HO        '81         Hi        B3         Hi  73 


'4        '75        '76 


78       79       '80       '81        82       '83        Hi 


respectable  profits  in  some  recent  quarters,  Parry  is  wary 
of  such  leaps.  "There  have  been  so  many  abysmal  failures 
in  acquisitions,"  he  points  out,  "and  the  ones  that  have 
failed  generally  are  those  that  were  far  afield  in  expertise." 
He  cites  forays  by  Arco  and  Sohio  into  metals,  and  engi- 
neering and  construction  giant  Fluor's  acquisition  of  St. 
Joe  Minerals  as  cases  in  point.  Parry  says  he  is  not  going  to 
risk  a  big  chunk  of  his  shareholders'  equity  in  chancy 
moves  like  these. 

Instead,  Parry  is  opting  to  nudge  Alcoa  slowly  away  from 
commodity  markets,  such  as  ingot,  toward  more  highly 
engineered  products,  where  value  and  profits  are  added. 
The  classic  example  proudly  pointed  to  around  Alcoa 
these  days  is  the  story  of  its  aluminum  memory  disks, 
which  Alcoa  once  sold  as  a  raw  commodity  for  50  cents. 
Then  it  figured  out  the  company  could  machine  the  disks 
and  apply  the  cobalt  memory  coating  and  then  sell  them 
for  $25  and  more.  Though  Alcoa  hopes  the  business  will 
grow  to  $100  million  within  a  few  years,  such  baby  steps 
won't  transform  the  company  overnight,  nor  even  in  a  few 
years.  "When  you  have  a  $7  billion  gorilla,"  Parry  says, 
"you  don't  go  into  the  cage  and  quickly  change  him." 

Parry  doesn't  rule  out  a  sizable  acquisition  closely  allied 
with  Alcoa's  businesses,  but  for  now  he  is  concentrating 
on  less  spectacular  ways  to  alter  Alcoa.  First,  small  joint 
ventures  and  acquisitions  to  test  the  waters  in  new  market 
areas.  If  Alcoa  likes  the  feel,  it  will  wade  in  chest-deep 
with  more  dollars.  Second,  extending  current  products 
downstream,  as  with  the  computer  memory  disk.  Last,  its 
vaunted  laboratories,  where  today  25%  of  Alcoa's  R&.D 
dollars  are  being  spent  in  materials  in  which  Alcoa  cur- 
rently is  not  a  significant  commercial  factor.  (Five  years 
ago  the  figure  was  about  5% .)  The  company  has  high  hopes 
for  value-added  ceramics,  for  instance,  which  one  day  may 
replace  steel  in  tools  or  even  engine  blocks.  Also  for 
petrochemical-based  polymers,  which,  when  laminated  to 
aluminum,  make  a  versatile  packaging  material. 

Cautious  as  Alcoa  is,  there  is  risk  aplenty.  Such  ventures 


The  investment  required  to 
stay  competitive  in  aluminum 
these  days  is  so  steep  that 
Alcoa  has  used  nearly  all  of  its 
cash  flow  for  capital 
expenditures.  Throw  in 
dividends,  and  Alcoa  has  had 
to  borrow  simply  to  stay  even 
in  the  aluminum  game. 


beyond  aluminum  may  bring  higher  profits  for  Alcoa,  but 
with  them  also  come  far  tougher  competitors  than  Alcoa 
has  been  accustomed  to  in  aluminum.  Among  others 
getting  into  the  same  advanced-materials  fields  are  IBM, 
Du  Pont,  GE,  Boeing  and  Lockheed. 

Parry  concedes  Alcoa  has  no  current  ace  in  the  hole  as 
promising  as  was  the  aluminum  beverage  can  in  1963. 
That  product  nearly  drove  steel  out  of  soft  drink  and  beer 
cans  entirely,  while  earning  hundreds  of  millions  for  Al- 
coa. Continental  Group,  citing  "changes  in  financial  pro- 
jections," walked  away  from  a  joint  venture  with  Alcoa  to 
develop  the  aluminum  food  can.  Admitting  that  Alcoa  had 
"hyped  the  food  can  too  much,"  Parry  says  the  company 
will  go  it  alone  on  that  project  for  the  time  being.  But  even 
if  aluminum  food  cans  become  feasible,  he  notes,  the 
potential  market  doesn't  begin  to  approach  that  of  bever- 
age cans. 

Changes  in  thinking  come  slowly  at  any  great  company. 
Alcoa,  now  in  its  98th  year,  is  trying  mightily  to  break  out 
of  a  mind-set  that  prized  self-sufficiency  in  all  things,  to  a 
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degree  reminiscent  of  China  under  Mao.  Whereas  once 
Alcoa  shunned  joint  ventures  and  buying  technology,  now 
it  cheerfully  does  both  in  its  attempts  to  diversify. 

Meanwhile,  to  protect  his  flanks  as  the  corporate  cul- 
ture adjusts,  Parry  is  spending  heavily  in  aluminum  sheet 
for  the  canning  industry  and  metals  for  aerospace.  By  doing 
so,  he  hopes  to  keep  aluminum  cost-competitive,  thus 
holding  makers  of  rival  materials  at  bay.  Last  year  the 
company  began  a  $700  million  modernization  of  four 
plants  that  turn  out  can  sheet.  "There  are  a  lot  of  people 
who  have  been  playing  around  in  the  can  sheet  business.  I 
don't  think  they  are  going  to  make  the  investment  neces- 
sary to  stay  with  us,"  boasts  Ron  Hoffman,  Alcoa's  flat- 
rolled-products  group  vice  president.  Alcoa  is  steadily  re- 
ducing the  thickness  of  metal  required  for  beverage  cans, 
hoping  to  lower  costs  enough  to  cut  further  into  glass 
container  share,  while  fending  off  nascent  plastic  beverage 
cans.  Ten  years  ago  33  Vi  pounds  of  aluminum  were  re- 
quired to  produce  1,000  beer  cans.  Alcoa  has  whittled  that 
down  to  21  Vi  pounds,  and  it  will  go  lower  still,  perhaps 
eventually  to  22  pounds.  That  is  an  enormous  savings  for 
U.S.  brewers  and  soft-drink  bottlers,  which  last  year  used 
an  estimated  62  billion  aluminum  cans.  It  also  sums  up 
the  woes  of  anyone  in  a  business  built  on  pounds.  Brewers 
and  bottlers  will  make  more  cans  from  less  aluminum. 
Alcoa  must  oblige  if  the  alternative  is  selling  none. 

In  aerospace  Alcoa  is  reducing  the  weight  of  aluminum 
aircraft  sheet  by  increasing  the  use  of  the  ultralight  alloy 
lithium.  That  should  put  off  the  day  when  nonaluminum 
composites  cut  into  the  market.  Meanwhile,  Alcoa  itself  is 
working  on  some  of  those  composites. 

Alcoa's  greatest  frustration  has  been  in  autos,  where 
aluminum  growth  has  tapered  off  at  137  pounds  per  car. 
Now,  instead  of  trying  to  convince  automakers  that  alu- 
minum parts  should  replace  steel  simply  because  of  lighter 
weight — though  higher  cost — Alcoa  is  designing  structur- 
al parts  that  would  reduce  labor  costs  and  thus  offer 
prospects  for  saving  money  in  assembly. 

Alcoa's  most  dramatic  move  overseas  lately  is  in  Brazil, 
where  the  company  will  own  40%  of  a  $1.4  billion  refinery 
and  smelter.  In  the  short  term  Alcoa  won't  get  much  good 
out  of  it.  Brazil's  inflation-ravaged  economy  isn't  likely  to 
consume  nearly  as  much  aluminum  as  had  been  previous- 
ly hoped.  "We  didn't  keep  our  global  eye  on  Brazil," 
confesses  Harold  Evans,  Alcoa  international  vice  presi- 
dent. "We  were  carried  away  with  the  economy's  rapid 
expansion.  We  didn't  think,  'Gee,  this  growth  is  being 
fueled  by  a  lot  of  international  debt.'  " 

Alcoa  had  hoped  131  million  Brazilians,  who  buy  about 
one-tenth  as  much  aluminum  per  capita  as  Americans, 
would  do  for  aluminum  consumption  what  Americans  did 
for  the  shining  metal  in  the  1950s  and  1960s.  "But  alumi- 
num is  basically  consumed  by  the  middle  class,"  Evans 
explains,  "and  that's  the  group  that  is  taking  it  in  the  neck 
in  Brazil.  We're  going  to  take  a  hell  of  a  shellacking  down 
there  for  the  next  two  or  three  years." 

Longer-run  prospects  in  Brazil  are  brighter.  Cheap  Bra- 
zilian hydropower  will  lower  Alcoa's  worldwide  smelting 
cost  considerably  and  serve  as  a  hedge  against  the  day 
when  more  of  the  company's  U.S.  facilities  become  uneco- 
nomic. In  commodity  markets  such  as  ingot,  the  player 
with  the  lowest  cost  drives  opponents  to  the  wall.  Should 
worldwide  aluminum  demand  recover,  as  it  does  periodi- 
cally with  a  vengeance,  Alcoa  would  profit  handsomely,  at 
least  while  a  recovery  lasts,  from  its  Brazilian  leverage. 
"We're  willing  to  put  a  lot  of  patient  money  there  for 
strategic  reasons,"  Parry  says.  That's  a  luxury  a  company 
of  Alcoa's  financial  strength  can  afford. 
So  what  can  Charles  Parry  offer  his  shareholders  and 
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Despite  recent  poor  returns 
on  equity,  Alcoa  is  wagering  its 
nature  with  high  R&D  dollars, 
hoping  to  lower  costs  and 
diversify  into  other  materials. 


employees?  Certainly  nothing  so  alarmingly  Churchillian 
as  blood,  toil,  tears  and  sweat.  Alcoa  is  far  too  solid  for 
that.  But  neither  can  he  offer  them  a  whole  new  future  by 
1986  or  even  1989,  when  he  retires.  Instead,  he  says,  he 
offers  "a  steady  materials  company  with  a  very  strong 
position  in  its  area  of  expertise.  Alcoa  will  do  the  kinds  of 
things  we  think  right  for  the  20-to-30-year  shareholder. 
Alcoa  is  a  good  basic  materials  company  going  through  the 
metamorphosis  of  becoming  a  vibrant,  exciting  company." 
However  long  it  takes,  there's  one  worry  Parry  isn't  likely 
to  have.  Alcoa,  even  though  it  sells  below  book  value,  is  no 
temptation  for  a  takeover  artist.  What  can  you  do  with  a 
potline  but  make  aluminum? 

A  stroll  around  the  Alcoa  Building  in  Pittsburgh's  Gold- 
en Triangle  can  be  depressing  these  days.  Walk  a  block  to 
Grant  Street,  then  eight  blocks  to  the  banks  of  the  Monon- 
gahela  River  and  you  can  see,  upriver,  stone-cold  chim- 
neys once  hot  from  the  fires  of  mighty  steel  mills.  Or  stroll 
two  blocks  up  William  Penn  Place,  toward  the  Allegheny 
River,  and  see  the  Gulf  Building,  chiseled  53  years  ago 
from  Indiana  limestone,  put  up  for  sale  last  month  by 
Gulf's  new  owner,  Standard  Oil  of  California.  But  if  you 
turn  back  and  take  another  look  at  the  Alcoa  Building  you 
might  cheer  up  a  bit.  Alcoa  is  too  big  to  quit  the  troubled 
business  it  pioneered,  but  it's  rich  enough  to  survive  and, 
patiently,  find  a  better  future.  ■ 
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On  the  Docket 


"Rainmaking"  is  the  legal  profession 's  eu- 
phemism for  new  business  development. 
With  more  competition,  it's  getting  nasty. 


A  hard  rain  falling 


Edited  by  Geoffrey  Smith 


By  Barbara  Kallen 


What  did  the  New  York  law 
firm  of  Shea  &  Gould  get  for 
Christmas  (besides  Milton 
Gould's  celebrity  in  the  Sharon  libel 
suit  against  Time  magazine)?  Answer: 
a  shiny  new  $5  million-a-year-plus 
real  estate  practice,  completely  as- 
sembled, all  parts  included — 8  part- 


ners, 16  associates,  a  dozen  secre- 
taries, and  lucrative  clients  like  Tish- 
man  Speyer  Properties,  Equitable  Life 
Assurance  and  Dillon  Read  &  Co. 

Shea  &  Gould's  new  real  estate 
group  came  over  en  masse  from  the 
300-lawyer  firm  of  Weil,  Gotshal  & 
Manges,  one  of  the  powers  in  New 
York  real  estate.  Charles  Goldstein, 
who  heads  the  group,  will  get  an  in- 


crease in  compensation  since  he 
moves  from  an  "of  counsel"  status  at 
Weil,  Gotshal  to  a  senior  partnership 
at  Shea  &.  Gould.  He  is  likely  to  have  a 
seat  on  the  management  committee 
at  Shea,  which  he  didn't  have  at  Weil, 
Gotshal.  Says  Weil,  Gotshal  coman- 
aging  partner  Ira  Millstein  gamely, 
"The  group's  departure  removes  part- 
nership draw  and  overhead.  That 
more  or  less  cancels  out  the  business 
they  had.  It's  not  a  problem  for  us." 

Things  were  not  so  congenial  at  the 
Chicago  law  firm  of  Hinshaw,  Cul- 
bertson,  Moelmann,  Hoban  &.  Fuller. 
Last  October  Hinshaw  partner  Mi- 
chael Kelly  heard  that  18  lawyers  in 
his  health  care  department,  led  by 
partner  William  Kucera,  were  secretly 
planning  to  defect  to  Katten,  Muchin, 
Zavis,  Pearl  &  Galler.  Kelly  con- 
firmed it  with  a  Katten,  Muchin  part- 
ner. Said  Kelly  at  the  time  of  the 
blowup:  "Bill  had  this  naive  idea  that 
we  would  allow  him  to  sit  here  and 
call  our  clients  and  ask  them  if  they'd 
like  to  go  over  to  Katten  with  him." 
Kucera  denies  the  charges  and  the  two 
sides  are  locked  in  a  lawsuit. 

Raids  like  Shea  &  Gould's  and  Kat- 
ten, Muchin's  (lawyers  call  them  "lat- 
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William  Kucera  and  team  at  Katten.  Muchin,  Zavis,  Pearl  <&  Galler 

Said  his  former  partner:  "Bill  had  this  naive  idea  that  we  would  allow  him.  to  sit  here  and  call  our  clients. 


118 


FORBES,  FEBRUARY  25,  1985 


eral  entries")  are  becoming  almost 
commonplace  in  the  increasingly 
competitive  legal  profession.  Says 
Wendeen  Eolis,  whose  New  York- 
based  consulting  firm  advises  law 
firms  on  management  and  business 
strategy,  "I  used  to  place  lawyers. 
Now  I  place  law  firms." 

Last  April,  Skadden  Arps,  the  legal 
takeover  specialists,  started  up  a  new 
office  in  Chicago  with  six  "laterally" 
acquired  partners  lured  away  from  the 
Chicago  firm  of  Mayer,  Brown  & 
Piatt.  On  the  day  it  opened  its  doors, 
Skadden's  new  office  had  an  estimat- 
ed $4  million  in  annual  billings  from 
Mayer,  Brown  clients  such  as  JMB 
Realty  (the  biggest  real  estate  syndica- 
tor  in  the  U.S.),  Inland  Steel,  The 
Charles  H.  Shaw  Co.  (a  major  develop- 
er), First  Boston's  Chicago  office  and 
Continental  Illinois  Bank. 

It's  Madison  Avenue  all  over  again: 
Steal  the  account  supervisor,  or  "su- 
pervising partner,"  with  a  better  pay/ 
power  package,  and  you  get  the  ac- 
count as  well.  The  client's  loyalty  is 
to  the  man,  not  the  firm. 

No  law  firm  knows  that  better  than 
ever-expanding  Finley  Kumble.  Last 
summer  Finley  raided  the  old-line 
firm  of  Webster  &  Sheffield,  luring 
away  partners  Harvey  Myerson,  Lloyd 
Clareman  and  Richard  DeScherer 
from  its  New  York  office,  along  with 
four  associates.  The  Webster  contin- 
gent brought  Finley  an  estimated  $3 
million  in  billings  from  such  Webster 
clients  as  Shearson  Lehman  Brothers, 
Kelley  Oil  and  Bear,  Stearns.  At  Finley 
Kumble,  lateral  partner  acquisitions 
are  a  way  of  life.  Of  Finley's  462  law- 
yers, 84  are  lateral  entries. 

New  tricks  to  win  clients  appall 
some  old-time  lawyers.  Robert 
Strauss,  who  took  an  eight-year  sab- 
batical from  his  firm  of  Akin,  Gump, 
Strauss,  Hauer  &  Feld  to  chair  the 
Democratic  National  Committee  and 
work  for  President  Carter,  was 
shocked  by  the  changes  in  the  profes- 
sion when  he  returned  fo  practice  in 
1980.  Says  Strauss,  who  obviously  is 
no  babe  in  the  woods:  "I  found  con- 
duct I  had  looked  upon  as  bordering 
on  improper  to  attract  new  business." 

In  some  sense  the  lawyers  brought 
it  on  themselves.  Ever  higher  legal 
fees  have  helped  drive  an  increasing 
amount  of  routine  work  onto  the 
desks  of  corporate  in-house  counsel. 
At  Honeywell  only  10%  of  the  corpo- 
rate legal  work  is  done  at  outside 
firms,  down  from  40%  ten  years  ago. 
At  Xerox  13%  of  the  company's  $15 
million  to  $20  million  in  annual  legal 
expenditures  goes  to  outside  firms, 
down  from  50%  ten  years  ago.  Hence, 
the  now  fierce  pressure  on  law  firms 
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At    VOLVO    WHITE    TRUCK    CORPORATION, 

engineering  is  an  evolutionary  and 
innovative  process.  as  part  of  volvo 
worldwide  truck  operations,  were 
backed  bv  an  investment  of  over  $400 
million  in  r&d  over  the  past  five 
years.  this  enables  us  to  put  the  trucks 
of  the  future  on  the  road  today. 

Our  50-year  heritage  is  reflected  in 
a  modern  range  of  medium  and  heavy 
trucks  from  custom  built  white  and 
autocar  models  to  the  volvo  product 
line,  featuring  volvo  driveline  com- 
ponents, as  a  leader  in  heavy  truck 
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Go  ahead. 
Kiss 
$2,000 
goodbye. 


You  might  as  well,  if  you  don't 
have  an   Individual   Retire- 
ment Account  for  1984.  The 
good  news  is  that  there's  still  time  to  open  an  IRA  with 
Twentieth  Century  Investors.  All  it  takes  is  this  cou- 
pon or  a  quick  phone  call,  and  an  IRA  packet  will  be 
on  its  way  to  you.  Twentieth  Century 
offer j  you  a  family  of  five  different 
mutual  funds  and  an  impressive  rec- 
ord of  long-term  performance.  Get  in 
touch  with  Twentieth  Century 
today,  and  say  hello  to  a  $2,000 
tax  deduction. 

Want  to  know  more?  For  complete  information,  write  or  call  for  our  free  IRA 
Information  Kit.  In  it  you'll  find  a  prospectus  for  the  five  funds  in  Twentieth 
Century's  IRA  program.  Please  read  the  prospectus  carefully  before  investing. 

No-Load,  No-Minimum  Mutual  Funds 


Please  send  a  free  prospectus  to: 
Name 


Address- 
City 


State- 


_Zip_ 


RO.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 
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AN  INSTANT 
RARITY! 


ON  JANUARY  3, 1985  THE  U.S.  MINT  DESTROYED  ALL 
DIES  USED  IN  THE  PRODUCTION  OF  THE  1984  OLYMPIC 
GOLD  COINAGE.  YOU  CAN  NO  LONGER  ORDER  THESE 
HISTORIC  COINS  FROM  THE  U.S.  MINT,  AS  OF  JANU- 
ARY  18  1985 

THIS  IS  THE  FIRST  TIME  THAT  A  NEWLY  MINTED  COIN, 
ISSUED  BY  THE  U.S.  MINT,  HAS  BEEN  CLASSIFIED  AN 
INSTANT  RARITY  BY  SO  MANY  NUMISMATIC  EXPERTS. 
NOT  SINCE  1894  HAS  THERE  BEEN  A  U.S.  $10  GOLD 
BRANCH  MINT  COIN  WITH  A  MINTAGE  THIS  LOW! 

WE  HAVE  SECURED  AN  ALLOCATION  OF  5,000  $10  OLYMPIC  GOLD  EAGLES  AVAILABLE  FOR  IMMEDIATE 
DELIVERY  TO  MEET  THE  FINAL  DEMAND  ON  THIS  VERY  HISTORIC  COIN.  WE  ARE  OFFERING  THESE 
COINS  ON  A  FIRST  COME  FIRST  SERVE  BASIS. 

According  to  our  studies,  we  estimate  the  final  mintages  of  the  Denver  and  Philadelphia  minted  Olympic  $10 
Gold  Eagles  will  not  exceed  25.000  coins.  The  following  list  is  our  estimate  of  the  number  of  Olympic  Eagles 
that  the  U.S.  Mint  is  going  to  produce  Maximum  Legal       MTB's  Mintage  Price 

Mintage  Estimate  Delivered 

1984  $10West  Point  Proof 

1 984  $1 0  West  Point  Uncirculated 

1984  $10  Philadelphia  Proof 

1984  $10  Denver  Proof 

1984  $10  San  Francisco  Proof 

When  one  considers  the  mintage  of  other  U.S.  coins,  the  immediate  scarcity  of  these  Olympic  $10  Gold 
Eagles  becomes  apparent  For  example,  the  1942  Proof  Set  consisting  of  the  penny,  nickel,  dime,  quarter, 
and  half-dollar  produced  by  the  U.S.  Treasury  had  a  mintage  of  21 , 1 20  sets.  Today,  the  market  value  of  this 
set  is  approximately  $1 ,200.  It  is  important  to  note  that  just  as  the  1984  Olympic  Eagles  are  intended  for  col- 
lector's purposes  and  not  general  circulation  so  too  was  the  1942  Proof  Set.  If  we  now  compare  MTB's 
estimated  mintage  of  the  1984  Denver  Olympic  Eagle  with  the  1942  Proof  Set  one  can  only  assume  that  by  a 
strict  mathematical  formula  the  Denver  Olympic  must  appreciate  very  rapidly  in  the  years  to  come,  since  the 
1942  Proof  Set  has  appreciated  approximately  600  times  it's  original  value  (the  original  issue  set  sold  for 
$2.02  in  1942).  The  price  histories  of  U.S.  coins  show  that  values  can  be  precisely  equated  to  the  number  of 
pieces  minted  in  any  given  year.  The  lower  the  mintage,  the  higher  the  market  value. 

In  view  of  these  facts  we  recommend  the  following  course  of  action.  If  you  are  contemplating  the  purchase 

of  these  coins,  make  sure  that  you  secure  either  the  P,  S,  or  D  mint  marks  first.  Individuals  who  have  already 

acquired  Olympic  Gold  coins  should  make  sure  that  they  have  the  P,  S,  and  D  mint  marks  already  in  their 

possession 

MTB  HAS  SOLD  APPROXIMATELY  30,000  OLYMPIC  GOLD  COINS  OF  COMBINED  MINT  MARKS  OVER  THE 

LAST  8  MONTHS.  WE  EXPECT  THAT  OUR  FINAL  5,000  COIN  ALLOCATION  WILL  BE  QUICKLY  SOLD  OUT 

TO  THE  PUBLIC,  AS  WE  ARE  NO  LONGER  ACCEPTING  DEALER  ORDERS. 

CALL  TOLL  FREE!  1-800-535-7481 

The  Olympic  Eagle  contains  .4838  troy  oz.  of  fine  gold  and  is  delivered  in  its  own 
original  mint  sealed  Treasury  presentation  case.  We  reserve  the  right  to  withdraw 
this  offer  at  any  time 

MANFRA,  TORDELLA  &  BROOKES,  INC. 

59  West  49th  Street,  New  York,  N.Y.  10020,  (212)621-9502 

Licensed  by  the  N  Y  Stale  Banking  Department  under  Banking  Law  Article  Xlll/B  848 


FOR  MORE  THAN  ONE  QUARTER  OF  A  CENTURY.  ONE  OF  THE  NATION'S  LARGEST  AND  MOST 
DEPENDABLE  DEALERS  IN  RARE  COINS.  BULLION  COINS.  BULLION  AND  FOREIGN  CURRENCY 


360,000 

400,000 

$374.50 

190,000 

80,000 

$349  50 

150,000 

25,000 

$389.50 

150,000 

25,000 

$389.50 

150,000 

32,000 

$384.50 

Tick,Tick,Tick. 

Imagine  living  with  a  potential  time  bomb  inside  you.  That's  exactly  what 
it's  like  for  the  thousands  of  sons  and  daughters  of  Huntington's  Disease  victims. 

They  wait.  Hoping  that  the  50/50  odds  of  inheriting  this  terrifying,  fatal 
illness  fall  in  their  favor.  With  no  possible  way  of  knowing  if  and  when  it  will  strike. 

Until  the  bomb  goes  off 
Give  generously  to  the  National  Huntington's  Disease  Association. 

Help  make  this  generation  its  last. 

KD  National  Huntington's  Disease  Association  128A  East  74  Street,  NY,  N.Y.  10021 
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to  win  and  retain  business — the  art  of 
rainmaking,  as  the  profession  calls  it. 

Most  law  firms  still  count  heavily 
on  their  traditional  rainmakers,*  law- 
yers who  pull  in  new  business  in  more 
genteel  ways — through  their  reputa- 
tions as  able  attorneys,  their  social/ 
family  contacts,  their  political  affili- 
ations or  their  magnetic  personalities. 

Marshall  Manley,  who  heads  up  the 
Beverly  Hills  office  of  Finley  Kumble, 
has  a  reputation  for  downpours,  gen- 
erating as  much  as  8%  of  Finley 's 
estimated  $90  million  in  revenues. 

Manley,  a  tall,  fit  man  of  44,  main- 
tains there  are  no  tricks  to  the  trade. 
"I  just  talk  to  a  potential  client  about 
his  problem.  He  listens  to  what  I  say, 
watches  my  mannerisms.  If  he  has 
confidence  that  I  am  going  to  do  a 
good  job,  he  will  try  me."  Manley  is  so 
effective  at  luring  clients  that  a  year 


"We  note  with  some 
amusement,  some  interest 
and  some  irritation  that 
people  are  trying  to  steal 
our  clients." 


ago  Shea  &  Gould  reportedly  offered 
him  $1  million  a  year  to  leave  his 
posh  Beverly  Hills  office. 

The  elite  old-line  firms,  of  course, 
say  they  don't  engage  in  rainmaking 
at  all.  They  don't  have  to  — yet.  Top 
firms  like  Cravath,  Swaine  &  Moore, 
Sullivan  &  Cromwell  and  Davis  Polk 
&  Wardwell  have  a  long-established 
client  base  that  still  gives  them  a  se- 
curity unmatched  at  the  newer  firms. 
Davis  Polk  is  not  going  to  lose  Mor- 
gan Guaranty  unless  its  squash  rack- 
ets break.  Nor  will  Sullivan  &  Crom- 
well lose  Amax  or  Dean  Witter  or 
Kidder,  Peabody,  unless  its  partners 
stop  going  out  to  lunch.  Cravath, 
which  has  had  Chemical  Bank  as  a 
client  since  1956,  gets  an  increasing 
amount  of  business  from  that  bank 
every  year.  Says  Samuel  Butler,  Cra- 
vath's  presiding  partner,  "We  don't 
yet  feel  the  hot  breath  of  competition 
on  our  back.  We  note  with  some 
amusement,  some  interest  and  some 
irritation,  however,  that  people  are 
trying  to  steal  some  of  our  clients." 

But  few  firms  can  still  indulge  in 
such  an  Olympian  view.  For  most, 
large-scale  hostile  raids  have  become 
a  reality.  Now  they  really  know  what 
their  corporate  clients  are  going 
through.  ■ 

'Lawyers  obviously  like  the  term  It's  also  applied  to 
certain  lawyers  in  Washington,  I)  C,  as  much  prized 
for  their  "knowwho" as  for  their  "knowhow  " 
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In  a  major  independent 
survey,  one  computer  company 
consistently  had  the  fastest 
service  response  time. 


/ey  of  user  satisfaction  with  customer  service- 
rnational  Data  Corporation,  July  1984 


1985  Burroughs  Corporation 
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Numbers  Game 


The  FASB  is  about  to  start  requiring  consolidation  of  those 
numerous  off  balance  sheet  entities.  There  is  bound  to  be  a  storm 
of  protest.  But  the  rulemakers  are  on  the  right  track. 

Back  to  the 
balance  sheet? 


By  Jinny  St.  Goar 


In  June,  after  more  than  three 
years  of  study,  the  Financial  Ac- 
counting Standards  Board  is  sup- 
posed to  outline  sweeping  changes  in 
the  rules  for  reporting  the  results  of 
corporate  subsidiaries.  It's  the  FASB's 
first  complete  review  of  consoli- 
dation since  1959.  Over  the  last 
25  years,  corporate  offspring 
have  proliferated — overseas 
subsidiaries,  finance  subsidiar- 
ies, insurance  subsidiaries,  real 
estate  arms  and  joint  ventures — 
many  of  them  "off  balance 
sheet"  or  unconsolidated. 

These  shrouded  entities  can 
be  quite  large  indeed;  in  fact, 
even  larger  than  the  parents  in 
some  cases:  Witness  General 
Motors  Acceptance  Corp.,  with 
$51.4  billion  in  1983  assets  and 
just  $45.7  billion  for  parent 
General  Motors.  Or  take  Asso^ 
ciates  Corp.  of  North  America 
with  $5.5  billion  in  1983  assets 
and  its  parent  Gulf  &  Western 
with  $4.1  billion  in  1983  assets. 
There  is  little  doubt  the  FASB 
will  call  for  more  consolidation 
than  is  presently  required. 

A  modest  step  toward  dealing  with 
these  ventures  called  "equity  ac- 
counting" was  taken  in  1971.  Under 
equity  accounting  a  company  holding 
between  20%  and  50%  of  another 
company's  voting  stock  is  required  to 
show  the  equivalent  share  of  the  other 
company's  earnings  on  one  line  of  its 
income  statement,  and  as  an  invest- 
ment on  one  line  of  its  balance  sheet. 
But  there's  not  one  word  about  its 
share  of  the  debt.  Moreover,  the  par- 
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ent  shows  losses  only  until  its  origi- 
nal investment  is  wiped  out.  As  long 
as  it  has  not  guaranteed  the  oper- 
ations of  the  enterprise,  any  further 
losses  are  invisible. 

Many  questions  remain,  however. 
Today,  for  example,  the  results  of  one 
kind  of  subsidiary  are  generally  report- 


ed according  to  the  equity  method  even 
if  it's  100%  owned  by  the  parent — a 
finance  subsidiary.  The  reasoning:  The 
business  of  the  subsidiary  (fully  collat- 
eralized financing  of  company  product 
sales,  say)  is  so  different  from  the  par- 
ent's (manufacturing  or  retailing,  say) 
that  to  consolidate  results  would  cre- 
ate a  meaningless  hybrid. 

If  they  were  consolidated,  finance 
subsidiaries  would  admittedly  be  a 
drag  on  their  parents'  balance  sheets. 


But  even  now  some  types  offer  substan- 
tial benefits  to  the  income  statements 
as  well.  The  depreciation  allowances 
for  leased  equipment  or  real  estate,  for 
example,  make  for  hearty  tax  breaks. 
Captive  insurance  companies,  usually 
lodged  in  the  tax  haven  of  Bermuda,  can 
yield  amply  sheltered  profits  from 
their  investment  activities. 

Or  take  joint  ventures,  most 
of  which  are  also  unconsolidat- 
ed. Here,  too,  management  has 
considerable  accounting  flexi- 
bility. It's  particularly  impor- 
tant to  nail  down  the  account- 
ing rules  since  the  federal  gov- 
ernment has  explicitly 
encouraged  research  and  devel- 
opment joint  ventures  by  clari- 
fying their  status  under  anti- 
trust laws  and  by  limiting  their 
liability  for  damages  under 
these  laws. 

The  rule  now  is  that  incorpo- 
rated joint  ventures  must  use 
equity  accounting,  but  unincor- 
porated ones — a  frequent  choice 
in  the  oil  and  gas  industry — can 
opt  either  for  equity  accounting 
or  for  partial  consolidation. 
With  partial  consolidation,  the 
iknun  parent's  proportional  share  of 
the  venture's  debt  shows  up  on  the 
balance  sheet.  But  with  equity  ac- 
counting there's  just  one  line  stating  a 
company's  equity  in  a  venture. 

The  question  raised  is  obvious: 
What  is  more  important,  the  legal 
form  of  a  joint  venture — incorporated 
or  unincorporated — or  the  amount  of 
control  any  given  corporation  has 
over  it?  If  a  company  has  effective 
control  over  a  joint  venture,  the  firm 
should    be    required    to    consolidate 
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whether  or  not  the  joint  venture  is 
incorporated.  The  FASB  staff  agrees. 

But  exactly  what  constitutes  "effec- 
tive control"?  Normally  any  company 
that  has  a  greater  than  50%  stake  in 
the  venture  is  deemed  to  have  effec- 
tive control.  That's  clear  enough.  But 
what  happens  when  company  A  holds 
40%  of  company  B's  stock,  say,  but  in 
fact  controls  the  election  of  company 
B's  directors  contractually?  Doesn't 
that  constitute  "control"  and  there- 
fore argue  for  consolidating?  What 
about  agreements  that  allow  a  minor- 
ity shareholder  company  to  acquire  a 
controlling  interest  at  a  later  date? 
Should  consolidation  start  when  the 
agreement  is  reached  or  when  the 
stock  is  purchased? 

A  related  problem:  Foreign  coun- 
tries often  demand  that  a  U.S.  com- 
pany's plant  or  subsidiary  be  51% 
owned  by  local  people.  Should  49%  of 
the  assets  and  liabilities  of  that  plant 
be  consolidated  on  the  U.S.  com- 
pany's balance  sheet?  What  about  an 
enterprise — even  one  that  is  more 
than  50%  owned  by  the  U.S.  part- 
ner— in  a  country  with  strict  currency 
controls?  If  you  can't  get  at  the  divi- 
dend income,  do  you  really  have  "ef- 
fective control"? 

The  FASB,  intent  on  answering 
such  questions,  is  bound  to  run  into 
protests.  Take  full  consolidation  of 


finance  subsidiaries.  Imagine  adding 
the  liabilities  of  GMAC  (which  are 
not  the  legal  obligation  of  parent  GM) 
to  the  corporate  debt  of  General  Mo- 
tors (the  legal  obligation  of  GM).  The 
company's  debt/equity  ratio  would 
more  than  quadruple,  to  0.9,  from  its 
current  0.2.  That  could  cause  difficul- 
ties with  bond  indenture  agreements 
and  loan  covenants  requiring  that  cer- 
tain ratios  be  maintained.  Would 
these  companies  be  in  default? 

To  avoid  just  such  problems,  Arthur 
Siegel  of  Price  Waterhouse  has  been 
advising  his  clients  to  insert  in  such 
agreements  the  clause  "being  based 
upon  financial  statements  prepared  in 
conformity  with  generally  accepted  ac- 
counting principles  [GAAP]  as  they  are 
promulgated  today." 

Some  credit  rating  agencies  dismiss 
such  concerns  as  unwarranted.  From 
a  rating  standpoint,  says  Richard 
Smith,  senior  vice  president  of  Stan- 
dard &  Poor's,  "Consolidating  the 
debt  of  a  finance  subsidiary  on  the 
parent's  balance  sheet  would  be  a  to- 
tal nonevent."  For  proof  Smith  points 
to  what  happened  when  the  account- 
ing rules  for  leasing  were  changed. 
"People  said  the  rating  agencies 
would  not  know  what  to  do  with  the 
new  information,"  he  recalls.  "In  fact 
we  did.  I  am  not  aware  of  any  compa- 
nies that  had  to  go  into  bankruptcy 


because  the  accounting  changed." 

As  for  the  "meaningless  hybrid"  ar- 
gument, the  conglomerates  have  an 
answer.  Transamerica,  which  has 
both  manufacturing  and  insurance 
operations,  has  consolidated  its  re- 
sults by  choice  since  1966,  giving  un- 
usually detailed  divisional  break- 
downs as  well.  "The  only  way  a  stock- 
holder could  understand  his 
investment  in  Transamerica  was  to 
put  it  all  together,"  explains  Burton 
Broome,  the  company's  controller.  "I 
can't  imagine  people  not  knowing 
about  a  subsidiary's  debt." 

Would  additional  consolidation  be 
useful  for  shareholders?  It  would  im- 
prove comparability  between  compa- 
nies in  similar  lines  of  business  that 
have  been  using  different  accounting 
treatments  for  their  off  balance  oper- 
ations. True,  there  is  some  danger 
that  the  new  rules  might  not  ask  for 
as  much  detail  about  these  entities  if 
more  complete  consolidation  were 
required. 

But  that  danger  seems  minimal  in 
light  of  the  potential  benefits.  A  prop- 
er goal  is  annual  reports  more  like 
Transamerica's,  where  information 
about  various  lines  of  business  is 
broken  out  in  detail  and  then  com- 
bined so  that,  as  controller  Broome 
says,  "you  can  get  your  arms  around 
the  company."  ■ 


MERCEDES-BENZ       EUROPEAN       DELIVERY 


YOU  CAN  BRING  DOWN  THE  COST  OF  EUROPE  WHEN  YOU 
BRING  BACK  A  NEW  MERCEDES-BENZ. 

IF  YOU  PLAN  on  touring  Europe  this  year,  you  can  take  overseas  delivery 
of  any  1985  Mercedes-Benz  gasoline  or  diesel  model  you  choose* 

Pick  it  up  at  the  Stuttgart  Delivery  Center  and  enjoy  a  driving  vacation 
unmatched  for  comfort,  convenience  and  freedom.  Avoid  costly  car 
rentals  while  saving  on  the  price  of  your  new  Mercedes-Benz. 

For  details,  get  our  free  "European  Delivery"  color  brochure.  Just 
clip  and  send  the  coupon  at  right. 


•Subject  to  availability 


Send  coupon  to: 

Mercedes-Benz  of  North  America,  Inc. 
Marketing  Communications  Division 
One  Mercedes  Drive,  Montvale,  NJ  07645 


Name_ 


Address. 
City 


_State_ 


.Zip. 


j  I9HS  Mercedes-Benz  of  N  A  .  Inc..  Montvale.  N.J 
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WITH  ONE  VOICE. 


Our  customers  enjoy  a  great  advan- 
tage over  customers  using  some  other 
railroads.  Norfolk  Southern  customers 
deal  with  one  representative  all  along 
the  line. 

The  same  representative  tells  you, 
the  customer,  how  your  goods  will  be 
shipped,  how  much  it  will  cost,  when 
you  can  expect  delivery,  and  answers 


any  question  clearly  and  fully.  All  it 
takes  is  one  telephone  call  to  your 
own  Norfolk  Southern  representative. 

This  "one  voice"  customer-sales 
representative  relationship  is  another 
example  of  Norfolk  Southern's 
Thoroughbred  Service. 

For  more  information  on  how 
Thoroughbred  Service  works  to  your 


advantage,  call  any  of  Norfolk 
Southern's  82  sales  offices. 

■  World's  largest  coal  transshipment  facility; 

■  Outstanding  safety  record  among  Class  1  railroads; 

■  Consolidated  sales  force,  single-system  service; 

■  Best  damage  claims  ratio  in  the  East. 

THOROUGHBRED  SERVICE 

ONLY  NORFOLK  SOUTHERN  HAS  IT. 
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NORFOLK 
SOUTHERN 
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«  i3S5,  Norfolk  Southern  Corporation  P.O.  Box  3609, 'Norfolk,  Va.  23514-3609. 

Norfolk  and  Western  Railway  Company  and  Southern  Railway  Company  are  subsidiaries  of  Norfolk  Southern  Corporation. 
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Why  did  Phillips  Petroleums  attorney  hire 
a  private  detective  agency?  Why  did  Mi- 
chael Jackson  s  counsel? 

Sam  Spade 
goes  corporate 


By  Richard  Morais 


One  of  the  fast-growing  ser- 
vices in  today's  service  econo- 
my is  that  of  the  private  eye.  At 
least  40,000  private  detectives  are  at 
work  in  the  U.S.  today,  up  25%  from 
an  estimated  32,000  six  years  ago. 
Their  sales  reached  close  to  $4  billion 
in  1982,  according  to  a  recent  Nation- 
al Institute  of  Justice  study.  Todd 
Taylor,  one  of  the  authors  of  the 
study,  estimates  revenues  grew  10% 
to  15%  in  both  1983  and  1984. 

The  reason  for  the  boom  is  straight- 
forward. Businessmen — not  just  sus- 
picious spouses  and  jealous  lovers — 
are  finding  snoops  useful.  Who  uses 
them  and  for  what  purpose?  There's 
the  rub.  The  whole  business  is  so  dis- 
creet that  nobody  wants  to  say.  No 
snoop  wants  to  see  his  name  in  the 
newspaper  in  connection  with  a  case 
he  has  cracked.  Not  that  he  wouldn't 
like  the  free  advertising,  but  the  cli- 
ents wouldn't  like  it.  Like  it  or  not, 
Forbes  has  learned  some  specifics: 

•  Targets  like  Phillips  Petroleum  as 
well  as  some  raiders  regularly  use  pri- 
vate investigators.  They  fork  out  a 
quarter-million  to  a  half-million  dol- 
lars for  reports  that  include  detailed 
biographies  on  their  opposition,  ex- 
haustive financial  data  and  whiffs  of 
possible  wrongdoing.  What  about  in- 
sider trading — might  it  have  been  il- 
legal? A  private  eye  was  behind  those 
questions  raised  about  Boone  Pickens 
and  his  pals  recently. 

•  Businessmen  beset  with  internal 
security  problems  call  on  snoops.  One 
snoop  tells  about  his  client,  a  British- 
owned  electronics  company,  that  was 
consistently  underbid  by  a  competi- 
tor. After  losing  some  $20  million  in 
contracts,  it  set  up  its  own  undercover 
operation  and  found  the  leak. 

•  Companies    determined    to    end 


product  counterfeiting  use  private 
eyes.  Before  the  Jackson  Victory  Tour 
played  New  York,  Michael  Jackson's 
legal  counsel  hired  private  investiga- 
tors. Their  job  was  to  clear  the  streets 
of  paraphernalia,  such  as  T  shirts  and 
posters,  illegally  emblazoned  with  the 
copyrighted  Jackson  photograph.  The 
sleuths  quickly  filled  a  warehouse  full 
of  the  contraband  with  a  street  value 
of  $5  million. 

•  Private  eyes  are  called  in,  too,  to 
do  background  checks  on  potential 
board  members  and  employees,  espe- 
cially those  with  sensitive  overseas 
assignments.  "Management  wants  to 
make  sure  the  guy  they  are  sending  or 
his  wife  isn't  overly  fond  of  cognac," 
says  Joseph  Rafferty  of  Toronto's 
Whitehall  Bureau  of  Investigation, 
which  has  grown  460%  in  the  past 
five  years. 

Who  are  these  private  eyes?   Fre- 


quently sleuths  are  former  intelli- 
gence officers,  prosecutors  and  detec- 
tives who  have  decided  that,  with  a 
modest  amount  of  capital,  they  can 
become  their  own  bosses. 

Robert  Ferrari,  40,  may  be  typical. 
He  quit  his  job  supervising  insurance 
investigators  at  Equifax  in  1978  to  go 
into  business.  Ferrari  and  his  wife, 
Terri,  set  up  shop  in  their  Buffalo, 
N.Y.  house  with  a  K  mart  typewriter 
and  a  phone  on  the  dining  table.  That 
year  they  brought  in  $65,000  of  busi- 
ness. Since  then  Ferrari  has  had  to 
hire  two  staff  members  in  Buffalo  and 
open  contact  offices  in  Clearwater, 
Fla.  and  Toronto.  The  typewriter  now 
sits  next  to  a  512K  Macintosh,  and 
Ferrari  carries  $1  million  in  liability 
coverage  and  has  a  van  equipped  with 
surveillance  equipment  valued  at 
$100,000.  He  charges  $500  a  day  per 
investigator,  plus  expenses,  and  had 
sales  last  year  of  $285,000. 

Ferrari  specializes  in  insurance 
fraud,  sniffing  out  phony  fire,  theft 
and  disability  claims  for  his  clients. 
But  he  also  handles  noninsurance  cor- 
porate work.  Last  summer,  for  exam- 
ple, he  was  hired  by  a  candy  bar  man- 
ufacturer who  had  produced  a  poorly 
mixed  batch  of  chocolate.  The  manu- 
facturer decided  to  sell  the  funny- 
looking  stuff  at  a  cut  rate  in  the  Far 
East.  But  just  before  Halloween  the 
candy  mysteriously  showed  up  on 
stands  in  the  U.S.  Ferrari  put  a  team  of 
four  on  the  case  and,  within  36  hours, 
tracked  down  the  culprit,  a  Canadian 
importer/exporter  who  was  buying 
the  candy  cheap  and  selling  it  in  the 
U.S.  at  regular  prices. 

Robert  Adams  is  another  entrepre- 
neur in  the  business.  Once  a  govern- 


Robert  and  Jerri  Ferrari,  investigators,  in  their  $100,000  surveillance  ran 
Up  from  a  K  mart  typewriter  to  a  512K  Macintosh. 
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How  to  find  a  private  eye 


If  you  need  a  good  investiga- 
tor, don't  look  in  the  Yellow 
Pages.  That's  the  last  place  he's 
going  to  be.  Explains  one: 
"That's  how  you  get  the  fruit- 
cake phone  calls."  Most  good 
investigators,  if  they're  not  with 
an  agency,  are  simply  listed  un- 
der their  names  as  residents, 
with  no  explanation. 

The  best  source  for  a  good  in- 
vestigator is  a  good  attorney. 
Attorneys  have  regular  interac- 
tion with  investigators  and 
know  who  has  a  good  reputa- 
tion. They  also  know  just  how 
you  can  legally  use  them.  So,  for 
standard  security  problems, 
have  a  trusted  lawyer  make  the 
initial  contact.  Another  good 
source  is  the  insurance  execu- 
tive running  a  claims  depart- 
ment. He  will  have  a  string  of 
proven  investigators. 

Some  situations  require  a  spe- 
cialist. For  example:  What  if 
your  company  suspects  com- 
puter fraud  or  has  a  problem  in- 
volving companies  overseas? 
Once  again,  use  your  lawyer, 
but  insist  on  a  specialist  with 
the  experience  and  resources  to 
deal  with  the  problem. 

If  you  already  know  an  inves- 
tigator but  don't  trust  him  to 
handle  a  problem,  have  him  find 
the  specialist.  He  won't  mind. 
Usually  he  will  get  paid  by  the 
specialist  for  the  favor. 

Take  some  simple  precau- 
tions. Explain  exactly  what  you 
want  the  investigator  to  do  and 
ask  if  he  can  accomplish  it  in 
the  time  you  need  and  what  the 
charges  will  be.  With  a  good  in- 
vestigator, you  can  arrive  at  an 
agreement.  Unless  you  have  le- 
gal advice  not  to  do  so,  get  the 
agreement  in  writing.  And  al- 
ways be  sure  to  demand  item- 
ized accounting. 

Remember,  too,  there  are  con 
men  and  "cowboys"  out  there. 
In  Illinois  alone  the  number  of 
investigator  licenses  issued 
jumped  70%  in  five  years.  That 
kind  of  growth  is  bound  to  have 
some  junk  in  it.  Warns  investi- 
gator Bill  Ellis,  "Stay  away  from 
the  white-cape-and-gloves  guy 
who  sails  into  your  office  with 
an  assistant  to  open  up  his 
case."— R.M. 


In  Dallas 


At  The  Plaza  of  the  Americas  Hotel,  you  enjoy  all  the  amenities  of  a 

brilliant,  deluxe  hotel  in  a  spectacular  five  and  a  half  acre  complex  in  the 

centre  of  downtown  Dallas,  equally  convenient  to  The  Convention  Centre 

and  newly  opened  Arts  Centre.  Plaza  Athletic  Club  offers  full  spa, 

racquetball  and  tennis  courts.  Award-winning  dining.       ^^, 

Trusthouse  Forte  Hotels  §§ 

For  reservations,  see  your  travel  agent  or  call  toll-free:  800-223-5672  nationwide; 
212-541-4400  in  New  York  City;  1-800-268-9761  in  Canada;  416-363-6033  in  Toronto. 


XRowe Price  joins  with  Coldwell  Banker 
to  put  real  estate  within  reach. 


Introducing  The  T.  Rowe  Price  Realty  Income  Fund  I, 

A  No-Load  Limited  Partnership. 

$5,000  minimum  investment— $2,000  pr  IRAs. 

T.  Rowe  Price  and  Coldwell  Banker  introduce  the  T.  Rowe  Price  Realty  Income 
Fund  I,  A  No-Load  Limited  Partnership. 

The  Fund  will  invest  in  a  diversified  portfolio  of  income-producing  commercial 
real  estate  purchased  on  an  all-cash  basis. 

If  you  think  you  may  be  interested  in  this  $100,000,000  offering,  you  should 
write  or  call  for  complete  information  and  a  Prospectus.  Simply  return  the  coupon 
or  call  our  Investment  Service  Specialists  toll  free  1-800-638-5660. 

Mail  to:  T.  Rowe  Price,  100  East  Pratt  St.,  Baltimore,  MD  21202 

Please  send  my  free  Realty  Income  Fund  I  information  kit  and  Prospectus  with  com- 
plete details.  I  will  read  it  carefully  before  I  invest  or  send  money. 


Name 


Address 


City 

( 


State 


) 


Zip  RF  249 
H  Home  □  Business 


Phone 


TRoweRiceMl 

Invest  With  Confidence  ^mJmk 


This  does  not  constitute  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  security  The  offer  can  be  made  only  by  the  Prospectus,  which  has  been 
filed  with  the  Bureau  of  Securities,  Department  of  Law  and  Public  Safety  of  the  State  of  New  Jersey  and  the  Department  of  Law  ot  the  State  of  New 
York  Neither  the  Bureau  ol  Securities  of  the  State  of  New  Jersey  nor  the  Attorney  General  of  the  State  of  New  York  has  passed  on  or  endorsed  the 
merits  of  this  offering  T  Rowe  Price  investment  Services,  inc  .  Distributor  Member  SIPC 


T.Rowe  Price  real  estate  fund:  call  1-800-638-5660. 
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There  are  over  225  international  banks  in  New  York.   Arab   But  only  UBAF  Arab  American  Bank  is  owned  by  every  Arab  country,  together  with  leading  American  institutio  | 

UBAFy/Vmencan  Bank     345  Park  Avenue,  New  York,  N.Y  10154,  Tel:  (212)  223-1500. 

Only  one  worldwide  banking  group 
is  owned  by  every  Arab  country. 


Al  Ubaf  Banking  Group  is  unique. 

We  are  the  only  international 
Banking  Group  where  all  twenty  two 
Arab  countries  have  a  shareholding, 
together  with  leading  international 
institutions.  The  Group's  member 
banks  are  located  in  each  of  the  world's 
financial  centers. 

In  New  York,  the  Group  member 
is  UBAF  Arab  American  Bank,  incor- 
porated under  the  laws  of  New  York 
State,  with  the  joint  participation  of 
four  major  American  banks. 

UBAF  Arab  American  Bank  offers 
its  clients  a  comprehensive  range  of 
services   -  Wholesale  Corporate 


Banking,  Project  Finance,  Trade 
Finance,  Correspondent  Banking  and 
Treasury  Dealings. 

We  focus  on  servicing  business 
trade  and  finance  between  the  Arab 
world  and  the  United  States,  and  our 
high  professionalism  is  backed  up  by 
the  latest  technology 

As  the  only  worldwide  Banking 
Group  owned  by  every  Arab  country, 
we  offer  more  on-site  expertise. 


lArsiKiivi 


BAHRAIN  AL  UBAF  Arab  International  Bank  E.C.  HONG  KONG  UBAN  International  Limited.  LONDON  UBAF  Bank  Limited.  UBAF  Finance  Company 

Limited.  LUXEMBOURG  UBAE  Arab  German  Bank  S.A.  Branch  in  Frankfurt  am  Mam.  NEW  YORK  UBAF  Arab  American  Bank.  Branch  in  Cayman  Islands. 

PARIS  Union  de  Banques  Arabes  et  Francaises  -  U.B.A.F.  Branches  in  Bahrain,  Seoul,  Singapore, Tokyo.  ROME  UBAE  Arab  Italian  Bank  S.p.A.  Representative 

Office  in  Milan.  BEIRUT  Croup  Representative  Office.  CAIRO  Croup  Representative  Office. 


ment  intelligence  official,  Adams  is 
now  an  independent  operator.  His 
work  often  involves  farming  out  dif- 
ferent functions,  like  surveillance  and 
undercover  plants,  to  other  agencies 
while  he  oversees  the  operation.  If  an 
assignment  comes  along  that  requires 
a  certain  expertise,  he  will  refer  the 
client  to  a  specialist. 

Many  sleuths  specialize.  Intertel,  a 
Washington,  D.C. -based  agency  fa- 
mous for  its  connections  with  How- 
ard Hughes  and  the  Shah  of  Iran,  has 
antiterrorist  experts  on  staff.  Accord- 
ing to  President  Robert  Peloquin, 
some  of  the  outfit's  assignments 
come  from  the  government.  One  he's 
willing  to  discuss  involved  preparing 
an  antihijacker  plan  for  airports  and 
then  checking  airports  to  see  if  it  had 
been  implemented.  Intertel,  which 
has  seven  offices  and  a  staff  of  60, 
charges  $125  per  hour  per  investiga- 
tor, plus  expenses. 


They're  not  the  cloak-and- 
dagger  types.   "We're   busi- 
nessmen in  three-piece  suits. 
Our  most  important  weapon 
is  the  computer." 


Specialists  come  in  all  shapes  and 
sizes.  Ray  Smothers,  46,  founded  Pa- 
cific Legal  Investigations  in  Sacra- 
mento in  1974  and  has  made  data- 
bases a  specialty.  A  few  years  ago  he 
started  a  new  division,  Ramfax  Re- 
search, which  provides  access  to 
about  500  databases — everything 
from  Dow  Jones  to  Westlaw  (a  legal 
databank  that  lists  prior  citations).  In 
1984  sales  reached  $600,000,  10%  of 
which  came  from  research. 

Then  there  is  Bill  Ellis,  48,  founder 
of  Los  Angeles-based  National  Sales 
Audit  Co.,  which  has  12  employees 
and  sales  of  $650,000.  His  specialty 
was  checking  the  internal  security  of 
car  dealers,  trying  to  spot  crooked  em- 
ployees salting  away  cars.  After  some 
20  years  of  doing  this,  he  switched  to 
anticounterfeiting,  where  his  sales 
have  climbed  to  over  half  a  million 
dollars  in  six  years. 

Investigators  are  sensitive  about 
their  image.  They  like  to  emphasize 
that  they  are  not  the  cloak-and-dagger 
types  of  yesteryear's  legends.  "We're 
businessmen  in  three-piece  suits," 
they  say.  "Our  most  important  weap- 
on is  the  computer."  Some  even  style 
themselves  "consultants"  or  say  they 
are  in  "corporate  intelligence." 

So  what  does  it  take  to  be  a  first- 
class  private  investigator?  Ingenuity, 
discretion  and  a  straight-shooting  per- 
sonality. In  short,  fortitude.  ■ 


In  New  Orleans 


The  Hotel  Iberville  begins  where  most  others  end. 

On  the  1 1th  floor,  where  its  handsome  lobby.  Restaurant  Le  Jardin  and 

Cafe  Portofino  offer  comfort  and  style  to  its  guests.  And  some  magnificent 

views.  And  from  there  on  up,  450  luxurious  guestrooms  and  suites 

soar  up  from  a  great  beginning.  ,r«£i. 

Trusthouse  Forte  Hotels  fp 

For  reservations,  see  your  travel  agent  or  call  toll-free:  800-223-5672  nationwide; 
212-541-4400  in  New  York  City;  1-800-268-9761  in  Canada;  416-363-6033  in  Toronto. 


FREEDOM 
TOR  IMs. 


Freedom  to  invest  aggressively 
in  the  no-  load  stock  fund  created 
specially  for  IRAs.  And  freedom 
to  change  your  investment  quickly 
with  one  toll-free  call. 
It's  Fidelity  Freedom  Fund  for 
your  IRA  America.  Start  with  as 
little  as  $500.  Call  Fidelity  now. 

For  a  free  IRA  fact  kit  and  a  Fund  pro- 
spectus with  more  complete  information 
including  management  fees  and  expenses,  call,, 
write  or  visit  a  Fidelity  Investor  Center  today.  Read  it 
carefully  before  you  invest  or  send  money.  1-800-544-6666 
(In  Mass.  617-523-1919).  Fidelity  Distributors  Corporation,  RO. 
Box  832,  82  Devonshire  St. ,  Boston,  MA  02103,  Dept.  JB  022585 


FIDELITY  FREEDOM  FUND 


FIDELITY  INVESTMENTS 


1-800-544-6666 
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Taxing  Matters 


If  Congress  wants  to  save  another  billion 
dollars,  it  could  start  by  cutting  back  the 
ill-conceived  R&D  tax  credit. 


The  R&D  dilemma 


By  Laura  Saunders 


T|he  giant  $1.5  billion  25%  re- 
search and  development  tax 
credit  on  the  books  since  1981  is 
due  to  expire  this  year.  Will  Congress 
renew  it?  Probably.  "The  term  'R&D' 
is  like  saying  'motherhood'  or  wrap- 
ping yourself  in  the  flag,"  says  one 
federal  government  staffer.  Adminis- 
tration support  for  the  credit  is  so 
strong  that  even  the  writers  of  the 
Treasury's  tax  reform  pro- 
posal, ready  as  they  were 
to  abandon  capital  gains 
and  accelerated  depreci- 
ation preferences,  dared 
not  suggest  scuttling  the 
tax  break  for  R&D. 

But  should  Congress  re- 
new it?  Probably  not,  at 
least  not  in  its  proposed 
form.  Like  so  many  con- 
gressional schemes,  the 
R&D  tax  credit  makes 
more  sense  in  theory  than  in  practice. 

Problem  number  one:  It  doesn't 
work.  The  credit  has  been  around 
since  1981  and  has  cost  the  Treasury 
over  $3.5  billion  in  revenues.  But  sev- 
eral economists  don't  think  it  has  en- 
couraged much  new  R&D — under 
$1.5  billion  worth  through  1983,  ac- 
cording to  an  exhaustive  study  still 
being  conducted  by  Edwin  Mansfield, 
an  economist  at  the  University  of 
Pennsylvania. 

"I  don't  know  of  any  companies, 
my  clients  included,  that  are  going 
into  research  because  of  the  R&D  tax 
credit  that  they  wouldn't  otherwise 
have  gone  into,"  says  one  partner  at  a 
Big  Eight  accounting  firm,  who  pre- 
fers to  remain  anonymous. 

Why  doesn't  the  credit  have  the  de- 
sired effect?  In  part,  because  it  isn't 
large  enough  to  make  a  significant 
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difference  to  most  projects.  In  turn, 
that's  because  Congress  restricted  it 
to  the  amount  of  new  R&D  a  firm 
undertakes  every  year.  If  a  firm  does 
$10  million  worth  of  research  one 
year  and  $12  million  the  next,  the 
credit  the  following  year  would  apply 
only  to  the  incremental  $2  million. 
Because  the  base  keeps  rising,  the  ac- 
tual benefit  to  firms  is  far  less  than 
25% — more  like  6%.  Besides,  the 
credit  is  not  adjusted  for  inflation,  so 
i  inflationary  increases  in 
R&D  spending  qualify — 
j    hardly  "new"  R&D. 

Problem  number  two: 
Defining  what  is  and  what 
is  nOt  research  and  devel- 
I  opment.  The  current  stat- 
ute is  so  vague  that  it  un- 
wittingly encourages  com- 
panies to  misuse  the 
credit.  After  all,  says  An- 
drew Pike,  a  former  Trea- 
sury staffer,  "The  process 
for  developing  the  next  generation  of 
computers  is  analytically  the  same  as 
developing  the  next  generation  of 
Chicken  McNuggets." 

In  other  words,  even  the  research  to 
get  the  catsup  to  flow  slower  out  of 
the  bottle  can  be  described  in  learned 
terms  of  the  physics,  chemistry  and 
methodology  involved.  R&D  credits 
have  been  claimed  by  film  production 
companies,  car  importers  and,  report- 
edly, even  restaurants — for  develop- 
ing new  menus.  "The  R&D  tax  credit 
has  become  a  simple  tax  cut  for  any- 
one who  falls  within  its  definition, 
and  that's  wide  open,"  says  the  Big 
Eight  partner.  "It's  an  incredible  loop- 
hole." 

To  be  fair,  the  new  bill  specifically 
tries  to  tighten  the  definition  of  R&D 
so  that  the  credit  can't  be  used  to 
modify  products  simply  to  accommo- 


date changes  in  taste,  style,  seasonal 
design  and  the  like.  On  the  other 
hand,  the  bill  extends  the  credit  to 
cover  R&D  for  startup  companies  and 
contract  research  performed  by  uni- 
versities for  firms. 

This  patchwork  probably  won't  do 
the  job,  judging  by  the  experience  of 
other  countries  that  once  had  R&D 
tax  credits,  such  as  Sweden  and  Cana- 
da. The  Canadians  changed  their  cred- 
it and  the  Swedes  repealed  theirs  be- 
cause they  proved  ineffective.  The 
solid  R&D  efforts  of  the  Japanese, 
who  do  have  a  generous  credit,  may 
have  more  to  do  with  a  government- 
coordinated  economy  than  a  simple 
tax  credit. 

Still,  the  credit  has  undeniably 
helped  some  U.S.  industries.  It  is  of 
great  importance,  for  example,  to 
electronics  companies.  Because  of  the 
extremely  short  life  expectancy  of 
their  products — often  two  years  or 
less — the  depreciation  rule  changes  of 
1981  didn't  help  them  and  actually 
slowed  down  capital  recovery  by 
stretching  the  life  of  some  equipment. 
As  an  industry  they  bear  a  high  tax 
burden  and  yet  operate  in  the  van- 
guard of  innovation.  The  R&D  credit 
eases  the  sting. 

But,  on  balance,  we  need  the  credit 
for  only  a  few  industries.  In  this  sea- 
son of  budget  cutting,  why  not  trim  it 
back  to  where  it's  really  needed? 

Royal  Swedish  envy 

If  you  think  the  IRS  is  nosy  about 
your  personal  finances,  thank  your 
lucky  stars  you're  not  Swedish. 

Not  only  do  the  Swedish  taxmen 
want  to  know  all  about  your  income 
and  assets,  they  open  the  books  for  all 
to  see.  Since  1914  the  ordinary  Swede 
in  the  street  has  been  able  to  buy 
copies  of  the  Taxeringskalender,  which 
lists  gross  and  taxable  income  for  ev- 
ery citizen  who  qualifies.  The  latest 
edition  for  the  Stockholm  area  includ- 
ed anyone  who  made  more  than 
$15,000  a  year  and  every  couple  who 
made  $20,000  or  more.  Anybody  with 
$63,000  in  assets  made  the  list,  too.  In 
1975  the  Swedes  even  started  break- 
ing down  the  list  on  a  county  by  coun- 
ty basis,  like  telephone  directories. 

It  turns  out  the  Swedes  are  such 
busybodies  that  the  government 
doesn't  need  to  offer  a  bounty  for  rat- 
ting on  delinquent  taxpayers,  as  the 
IRS  does.  In  Sweden  this  happens  any- 
way. Says  a  Swedish  official,  "Some- 
times a  jealous  neighbor  will  call  tax 
officials  and  say,  'Please  look  into  my 
neighbor,  who  has  just  bought  a  new 
Mercedes-Benz.'  They  call  that  'the 
royal  Swedish  envy.'  " — L.S. 
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par-for-.mons 

fl.    D  Performance 


•  Something  accomplished,  as  in  nine 
straight  years  of  earnings  growth, 
with  solid  performances  in  aero- 
space, electronics,  automotive  and 
general  industries. 

•  A  coordinated  action,  the  work 


of  17,000  engineers  and 
scientists,  106,000  employees 
worldwide. 

•  The  fulfillment  of  a  claim  or  promise; 
e.g.,  delivering  products  of  high  tech- 
nological quality. 


Hmmmr  ~"«« 

■■  II  ■■■■ 

imi  nil 

W 


The  ultimate  test  of  performance  is  the 
ottom  line.  Ours  shows  11  dividend  increases 
1  the  last  13  years.  Nine  straight  years  of  earnings 
rowth.  And  a  record  average  return  on  stockholders' 

ijquity  of  20.3%.  We're  among  the  top  industrial  corporations 

b  America  on  Return  on  Equity. 

I  A  tribute  to  our  people.  And  to  our  diversity.  To  learn  more 
bout  us,  write:  Rockwell  International,  Department 
15R-64,  600  Grant  Street,  Pittsburgh,  PA  15219. 
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Rockwell  International 

...where  science  gets  down  to  business 

Aerospace/Electronics 
Automotive/General  Industries 


cities  will  need 
refuse-to-energ 

systems. 


America's  trash  keeps  piling  up.  It's 
approaching  200  million  tons  a  year- 
and  we're  running  out  of  places  to  put  iJ 

So  Signal  is  putting  it  to  use.  Our 
RESCO  systems  vaporize  trash  at  1800° 
and  use  the  heat  to  produce  electricity. 
They're  environmentally  sound,  because 
the  intense  heat  destroys  odors  and 
pollutants. 

Made  to  order  for  cities  of  the  21  st 
century,  these  systems  have  proved 
successful  on  a  large  scale.  We  have 
owned,  operated  or  financed  trash-to- 
energy  systems  since  1975.  We  operate 
a  1,200-ton-per-day  facility  near  Bostor 
and  a  2,000-ton-per-day  facility  in 
Florida.  Two  even  bigger  ones  are  sche 
uled  for  completion  this  year. 

Signal  is  committed  to  creating  this 
kind  of  leadership.  In  the  last  five  years* 
we've  invested  over  $1.8  billion  in  re- 
search and  development.  Our  14,000 
scientists,  engineers  and  technicians 
have  created  thousands  of  innovative 
and  profitable  products  and  systems.  W 
currently  hold  12,000  patents  worldwide 
and  added  800  last  year. 

Signal's  strategy  is  to  focus  this  hue 
research  commitment  on  technologies 
that  will  be  vital  to  the  21st-century  eco: 
omy,  in  areas  like  aerospace,  electronu 
communications  and  energy  develop- 
ment. Our  current  R&D  budget  is  nearM 
half  a  billion  dollars  a  year — one  of  thr 
largest  in  the  country. 

For  more  information  about  Signal 
leadership,  write  for  our  Annual  Repor 
and  a  copy  of  "Research  and  Innovatic 
The  Signal  Commitment,"  to:  Communis 
tions  Department,  The  Signal  Companr 
11255  North  Torrey  Pines  Road,  La  Jol 
California  92037. 


)  The  Signal  Companies,  Inc.,  1984 
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Focused  for  the  future 
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Marketing 


Edited  by  Stephen  Kindel 


Despite  the  belief— almost  an  article  of 
faith  now — that  baby  boomers  represent 
some  new  wave  in  marketing,  they  are  not 
really  so  different  from  their  parents. 

The  last  yuppie 

story  you  will 

ever  have  to  read 


to  ride  the  demographic  bulge  known 
as  the  baby  boom  should  keep  that 
boat  dead  center  in  their  minds.  The 
skipper  used  to  have  a  bigger  boat,  but 
he  now  has  boarding  school  and  col- 
lege bills  for  his  children. 


By  Maria  Fisher 


There's  a  small  pleasure  boat  called 
Interim  that  sails  out  of  the  presti- 
gious Stamford  Yacht  Club  in  Con- 
necticut. Product  managers  planning 


The  most  remarkable  marketing 
fact  about  the  baby  boomers,  those  40 
million  Americans  conceived  be- 
tween 1950  and  1960,  of  whom  about 
12.2  million  qualify  as  genuine  yup- 
pies— young,  urban  professionals — is 
how  unremarkable  their  spending  is. 
Marketers  should  read  a  little  more 
economic  history,  instead  of  one  an- 
other's studies.  The  first  thing  they 
would  learn  is  that,  while  there  are 
more  young  people  with  money  to 
spend,  the  rate  at  which  they  spend, 
measured  as  personal  consumption, 
has  barely  fluctuated  over  the  past 
30  years. 

Since  1960,  consumption  as  a  per- 
centage of  GNP  has  hovered  between 
60%  and  65%  for  all  age  cohorts,  in- 
cluding 18-to-34-year-olds.  In  fact, 
personal  consumption  as  a  percentage 
of  GNP  is  lower  now  than  in  1933,  at 
the  depth  of  the  Depression.  That 
means  today's  30-year-olds  are  spend- 
ing the  same  fraction  of  their  incomes 
on  goods  and  services  that  their  par- 
ents did. 

A  second  point  for  marketers  to  re- 
member concerns  the  economics  of 
higher  education.  Unlike  his  parents, 
blessed  with  the  GI  Bill  and  tuitions 
relatively  low  compared  to  income, 
the  average  30-year-old  professional  is 
burdened  by  a  pile  of  school  debt.  A 
typical  medical  school  student  faces 


" 


The  world  may  be  their  oyster,  but  don't  look  for  the  pearl 


As  real  gross  national  product  rises,  so  does  consumption,  on  basic  goods  and  luxury  goods  haven't  changed,  eitlt, 
But  the  fraction  of  GNP  spent  on  goods  and  services  hasn't  That  leaves  fewer  dollars  for  luxury  goods  than  rm 
changed  much  in  30  years.  The  relative  percentages  spent     marketers  might  believe. 


Personal  expenditures  by  category  (billions  of  1972  dollars) 


,000  — |  Combined  luxury  consumption* 

Basic  consumption: 
.900  —  Q  Food      

^]  Housing 

-800  —  £  Household 

appliances 


-  700 Q]  Motor  vehicles  — 

□  Other 
600 


I 


•500 
400 
-300 
.200 
.100 


'63  '73  '83 

'Foreign  motor  vehicles,  radio  and  TV.,  foreign  travel,  jewelry  and  watches. 


Source:  U.S.  Dept.  of  Commerce 


Source:  U.S.  Dept.  of  Commerce.  Wharton  Econometric  Forecasting  Associates 
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anywhere  from  $25,000  to  $31,000  in 
debt  after  graduation.  Young  attor- 
neys owe  an  average  of  $16,300  to 
$16,900.  M.B.A.s,  having  the  shortest 
program,  pile  up  debts  in  the  $7,600- 
to-$l  1,200  range.  Those  debts  were 
rung  up  in  a  high-inflation  economy. 
As  inflation — and  salary  raises — mod- 
erate, it  becomes  more  difficult  for 
those  professionals  to  pay  off  their 
debts  with  harder  dollars.  The  result 
is  less  money  available  for  future 
consumption. 

Tuition  debts  may  be  the  mark  of 
the  new  achiever,  but  they  are  only 
part  of  the  debt  picture.  In  a  Federal 
Reserve  Board  study  of  debt  and  in- 
come, the  25-to-34  age  group  showed 
a  median  mortgage  debt  outstanding 
of  $27,137,  with  consumer  debt  at  an 
additional  $2,265.  That  doesn't  sound 
unreasonable,  but  when  you  put  it  up 
against  the  group's  median  income, 
$20,097,  its  net  worth  amounts  to  a 
meager  $3,654.  Not  exactly  the  stuff 
of  BMW  purchases. 

Even  among  older  cohorts — 35-to 
44-year-olds — there  isn't  that  much 
disposable  income  around.  That 
group  now  has  its  own  kids  getting 
ready  for  prep  school  and  college  and 
is  making  the  same  painful  consump- 
tion decisions  as  the  parents  of  the 
Fifties. 

Could    it     really     be     that     baby 


boomers,  despite  the  Michelob  Light 
commercial,  can't  have  it  all?  Bet  on 
it.  The  much-trumpeted  uniqueness 
of  young  professionals'  consumption 
patterns  turns  out  really  to  be  about 
style,  not  volume. 

Consider  a  30-year-old  who,  in 
1963,  paid  28%  of  the  price  of  his  first 
home  and  took  his  three  kids  to  a 
small  lakeside  bungalow  for  a  vaca- 
tion. Now  see  his  30-year-old  unmar- 
ried son  in  1985  putting  down  23%  on 
his  first  condo  and  flying  to  England 
for  a  two-week  vacation  in  lune,  arriv- 
ing with  Wimbledon  tickets  in  hand. 
The  level  of  consumption  as  a  portion 
of  GNP  is  similar,  but  the  nature  of 
the  purchase  is  different.  He  has  se- 
lected style  over  substance. 

According  to  Wharton  Economet- 
rics, Americans  spent  $3.8  billion  on 
foreign  travel  in  1963  and  $9.7  billion 
in  1983,  in  constant  dollars.  That 
jump  is  50%  greater  than  the  general 
rate  of  increase  in  personal  consump- 
tion. By  contrast,  spending  on  food 
went  from  $120.7  billion  to  $188.9 
billion  over  the  same  period,  rising  at 
a  rate  half  that  of  total  personal  con- 
sumption. While  spending  on  luxury 
items,  like  travel  and  foreign  auto- 
mobiles, has  increased  as  a  percentage 
of  all  consumption,  there  has  been  a 
bonus:  The  relative  price  of  many  lux- 
uries has  come  down. 


Consider  the  price  of  a  round-trip 
New  York  to  London  ticket  on  a  ma- 
jor carrier.  In  1960  it  cost  about  $490; 
today  a  full-fare  ticket  is  $575.  Factor 
in  25  years  of  inflation  and  today's 
ticket  is  only  33%  as  expensive  as 
1960's  flight.  The  young  and  upward- 
ly mobile  are  thereby  able  to  spend  on 
things  that  were  too  rich  for  their 
parents,  though  still  spending  at  the 
same  rate. 

If  yuppies  can't  have  it  all,  how  do 
they  manage  to  have  as  much  as  they 
do?  Three  ways.  They  take  on  more 
debt.  They  postpone  first  marriages. 
And  when  they  do  buy  necessities,  it's 
for  less  money  relative  to  what  their 
parents  paid  for  the  same.  The  wash- 
ing macbine  that  costs  $450  today  has 
fallen  approximately  30%  in  price  in 
real  terms  since  1963. 

What  it  comes  to  is  this:  Barring  an 
increased  runup  in  personal  debt,  the 
only  way  for  yuppies  to  deliver  on  the 
palmy  predictions  made  for  them  is 
for  inflation  to  return.  Since  the  25-to- 
44  age  group  is  the  largest  single  vot- 
ing block,  and  since  any  group  tends 
to  vote  its  own  best  interests,  politi- 
cians and  Paul  Volcker,  take  note. 
The  cry  for  cheap  money  is  about  to 
be  heard  in  the  land  again.  It's  either 
that  or  some  marketers  will  go  back 
to  the  drawing  board. 


e,  the  way  the  money  is  distributed  precludes  a  baby  The  obvious  result:  Despite  all  the  talk  about  yuppie  afflu- 
.  spending  binge.  Until  age  45,  median  mortgage  and  ence,  the  major  purchasers  of  high-status  products  are  solid- 
rnier  debt  combined  exceeds  median  family  income,     ly  middle-aged,  as  always. 
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Who  buys  "yuppie"  products? 

Product 

Median  age 

Median  income 

BMW 

38 

$73,800 

Club  Med  vacation 

37 

50,000 

Jacuzzi 

42 

50,000 

Carder  Tank  Watch 

38 

40,000 

eral  Reserve  Board  (1984) 


Sources:  Manufacturers'  data 
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Who 

Did 

What? 

(l)GTE  (2)  GRUMMAN  (3)  RCA   (4)GE 
(5)  ITT  (6)  HUGHES  (7)  TRW  (8)  WESTINGHOUSE 

Test  your  corporate  I.Q.  Look  over  the  eight 
achievements  pictured  here  and  match  each 
to  the  corporation  responsible  for  it.  Take  your 
time;  we'll  wait. 

Finished?  O.K.,  let's  review  your  answers. 
Who  is  building  the  first  high-powered  Direct 
Broadcast  Satellite?  Hughes'?  No,  RCA. 

Who  supplied  the  video  cameras,  video 
equipment,  and  transmission  services  that  sent 
back  the  stunning,  live  pictures  from  the  Space 
Shuttle?  Westinghouse?  No,  RCA. 

Who  developed  and  built  AEGIS,  the  Navy's 
new  seaborne  electronic  defense  system? Again, 
the  answer,  RCA.  In  fact,  the  correct  answer  to  each 
of  the  questions  is  the  same.  RCA. 

Surprised?  If  you' re  like  most  people, 
you  aren't  aware  of  what  a  major  force 
RCA  has  become  in  many  high-tech  industries. 
Or  that  we  invested  over  $200  million  of  our  own 
money  in  R&D  last  year.  A 
figure  that  compares  with 
what  many  purely  high-tech  | 
companies  spend. 

If  you'd  like  to  learn 
more  about  RCA  as  a  corporation,  an  invest- 
ment or  as  a  place  to  work,  write  to:  This  Is  RCA, 
P.O.  Box  91404,  Indianapolis,  Ind.  46291  We'll 
send  you  a  few  more  surprises. 

In  electronics,  communications  and  enter- 
tainment, RCA  is  one  of  a  kind. 


Who  built  the  U.S.  Weather 
Satellites  with  search  and 
rescue  capabilities  fhat  haw? 
saved  over  270  lives' 


One 
Of  A  Kind 


Who  supplied  the 
so  cameras  and 
so  equipment  for 
Space  Shuttle? 


Who  developed  the  first  hibeless, 
all  solid  state 
broadcast 
camera? 


Who  developed  and 
built  AEGIS,  the  world's 
most  sophisticated      -«. 
defense  system,  for  the 
U.S.Navy? 


mm 


Who  conceived,  developed 
and  built  all  the  operational  ■ 
polar-orbiting 

weather  satellites\  \ 

in  the  free  world?     ;"T 
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Technology 


By  Francesca  Lunzer 


Edited  by  Stephen  Kindel 


For  almost  all  the  wrong  reasons,  the  U.S. 
government  has  begun  an  aggressive  cam- 
paign to  promote  breast-feeding. 

Big  Brother 
tells  mother 


If  the  government  has  its  way,  in 
five  years  75%  of  all  American  moth- 
ers will  breast-feed  their  infants, 
whether  it's  good  for  the  baby  or  not. 
Though  the  scholarship  behind  the 
policy  is  questionable,  the  govern- 
ment is  determined  to  enforce  its 
ideas  on  infant  nutrition. 

The  breast-not-bottle  policy  derives 
from  the  U.S.  Surgeon  General's  1980 
Report  on  Health  Promotion  &.  Dis- 
ease Prevention,  a  wish  list  of  goals 
for  the  nation's  health.  That  report 
stated  that  the  best  way  to  achieve 
sound  nutrition  for  infants  by  1990 
was  to  have  75%  of  all  mothers 
breast-feeding  upon  discharge  from 
the  hospital,  with  35%  still  nursing 
their  infants  at  six  months. 

Why  so  categorical?  "It  is  impor- 
tant to  ensure  that  as  large  a  share  of 
the  population  as  is  practically,  tech- 
nically feasible  is  engaged  in  the  pre- 
ferred form  of  feeding  of  infants,"  ex- 
plains Dr.  Michael  McGinnis,  current 
Deputy  Assistant  Secretary  for 
Health.  "Numbers  are  a  way  of  moni- 
toring that." 

But  since  the  government  would 
have  some  difficulty  enforcing  such 
goals  among  middle-class  women,  it 
is  poor  women  who  are  the  prime 
targets  of  its  push   toward  breast- 
feeding. By  manipulating  allocations 
in  the  Women,  Infants  and  Children 
(WIC)  program — a  supplemental  food 
program  administered  by  the  Depart- 
ment of  Agriculture — the  government 
has  made  it  clear  to  poorer  women 
that  those  who  breast-feed  will  bene- 
fit most  and  those  who  do  not  will 
benefit  least. 

In  practice  it  works  this  way:  WIC 
funds  are  given  to  states  in  yearly 
grants,  but  allocations  are  made  to 
participants  monthly.  Priority  levels 
are  assigned,  and  non-breast-feeding 
mothers  are  assigned  the  lowest  prior- 
ity.  When  increases  in  food  prices  • 
make  it  impossible  for  the  programs 
to  fund  all  the  recipients  of  the  pre- 
vious month,  it  is  women  who  do  not 
breast-feed  who  are  cut  off.  Not  coin- 
cidentally,  infant  formula  is  the  most 
expensive  of  the  foods  for  which  WIC 
provides  funds.  Says  one  WIC  admin- 
istrator, who  did  not  wish  to  be  iden- 
tified, "When  formula  prices  go  up  by 
even  a  few  pennies,  that  translates 
into  sometimes  as  many  as  5,000 
clients  per  month  we  can't  serve." 

Since  the  WIC  program  is  already 
stretched  thin — it  serves  only  a  third 
of  the  infants  who  might  benefit  from 
it — any  savings  that  can  be  gleaned  in 
money  not  spent  on  formula,  from 
getting  a  woman  to  breast-feed,  can 
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presumably  go  to  more  recipients. 

Everyone  wants  to  save  money,  but 
this  particular  instrument  of  savings 
turns  out  to  have  more  problems  asso- 
ciated with  it  than  most  people  would 
care  to  admit. 

To  begin  with,  other  government 
agencies  have  begun  to  question  the 
scientific  rationale  for  preferring 
mother's  milk  to  formula.  The  Na- 
tional Institute  of  Environmental 
Health  Sciences,  a  branch  of  the  De- 
partment of  Health  &  Human  Ser- 
vices, is  currently  conducting  a  study 
of  850  children  in  North  Carolina  to 
determine  if  PCBs  and  DDE  (the 
manifestation  of  DDT  contamination 
in  humans)  affect  breast-fed  children. 
Says  Dr.  Walter  Rogan,  a  medical  offi- 
cer in  the  NIEHS'  epidemiology 
branch:  "No  one  yet  knows  whether 
the  presence  of  PCBs  and  DDE  is  high 
enough  to  warrant  contraindication  of 
breast-feeding  in  infants,  but  it  is  a 
possibility." 

Among  other  contaminants 
passed  on  in  mothers'  milk  are  what- 
ever alcohol  and  some  legal  or  illegal 
drugs  consumed  by  nursing  mothers. 
There  is  also  the  problem  of  maternal 
nutrition.  According  to  Dr.  Thorsten 
Fjellstedt,  health  scientist  administra- 
tor in  the  Endocrinology,  Nutrition  &. 
Growth  branch  of  the  National  Insti- 
tute of  Child  Health  &  Human  Devel- 
Dpment,  there  are  few  facts  available 
3n  the  quality  of  milk  produced  by 
mothers  with  varying  diets. 

In  fact,   the  decision   to  promote 

oreast-feeding   seems   to  have   been 

nade  despite  the  unavailability  of  a 

?reat   deal   of   data.    The    American 

\cademy  of  Pediatrics'  Report  of  the 

rask  Force  on  the  Assessment  of  the  Scien- 

ific  Evidence  Relating  to  Infant  Feeding 

'radices  and  Infant  Health,  published 

n  October   1984,  states  that  infant 

eeding    practices    and    health    have 

arely  been  studied  in  poor,   urban 

)opulations.     Yet    it    is    especially 

mong     those     urban     populations, 

vhere  massive  education  campaigns 

lave   been   undertaken    to   promote 

ireast-feeding,  that  conditions  such 

s  stress  often  result  in  an  insufficient 

nilk  supply.  The  Journal  of  the  Ameri- 

an  Medical  Association  recently  pub- 

ished  an  article  on  "failure  to  thrive 

iabies,"  breast-fed  infants  who,  for 

everal  reasons,  were  not  receiving 

dequate  milk.  While  perceived  to  be 

imply  quiet  and  not  fussy  by  their 

others,  they  were  in  fact  dehydrated 

nd  undernourished. 

Also,  while  the  government  can  is- 

ue  a  diktat  on  breast-feeding,  it  has 

one  little  to  make  it  more  acceptable 

t  work  sites,  despite  the  fact  that 

1%  of  women  now  in  the  work  force 


In  bad  balance 


The  federal  government  opposes  curbs  on  infant  formula  sales  abroad, 
and  supports  breast-feeding  in  the  U.S.  Yet  for  the  respective  populations 
that  are  affected,  mainly  poor  women,  both  of  the  policies  would  seem  to 
be  equally  hazardous  to  infants. 


Problems  with  formula  in 
developing  countries 


Contaminated  water 


Poor  sterilization 


Lack  of  knowledge  of 
preparation 


High  cost  of 
formula 


High  cost  of 

delivery — 

bottles,  etc. 


Problems  with  breast-feeding 
in  the  U.S. 


Poor  health  and/or  nutri- 
tion of  mother 


Pass-on  contaminants- 
alcohol,  drugs,  PCBs 


High  stress  causes  milk 
insufficiency 


Lack  of  knowledge 
of  infant  care 


Pressure  to 
return  to 
work 


have  children  who  are  12  months  old 
or  younger. 

Given  such  difficulties  among  the 
relatively  poor  in  the  U.S.  population, 
one  wonders  if  the  Surgeon  General's 
report  wasn't  responding  as  much  to 
social  enthusiasms  as  nutritional 
verities.  As  it  happens,  62%  of  all 
women  in  the  U.S.  today  breast-feed 
their  infants  upon  discharge  from  the 
hospital.  That's  the  highest  level 
since  about  1900,  when  90%  of  all 
women  breast-fed,  but  a  stunning  re- 
versal of  conditions  that  prevailed  up 
through  the  early  1970s  when  95%  of 
all  infants  were  bottle-fed  on  formula. 

What  caused  such  a  reversal?  Most- 
ly the  back-to-natural  movement  of 
the  Seventies,  aggressive  proselytiz- 
ing by  groups  such  as  La  Leche  League 
and  the  legitimate  desire  among 
women  to  have  a  say  about  their 
health  care. 

But  none  of  that  necessarily  has 
anything  to  do  with  nutrition.  While 
everyone  from  the  Infant  Formula 
Council  to  the  American  Academy  of 
Pediatrics  says  that  breast-feeding  is 
the  "preferred"  method  of  infant  nu- 
trition— chiefly  because  immunities 
and  antibodies  are  passed  from  moth- 
er to  child  in  breast  milk  and  because 
a  mammal's  milk  is  generally  perfect- 
ly suited  to  its  own  species — it  isn't 
the  only  way  to  provide  "best"  nutri- 
tion for  a  child.  "In  1985,  with  infant 
formulas  as  good  as  they  are,"  says  Dr. 
Johanna  Goldfarb,  assistant  professor 
of  pediatrics  at  N.Y.  Medical  College, 
"it's  wrong  to  say  we  should  have  X% 


of  the  population  feeding  one  way  or 
the  other."  In  reality,  infant  formulas 
now  provide  nutrition  every  bit  as 
good  as  breast  milk. 

Or  better.  The  committee  on  nutri- 
tion of  the  American  Academy  of  Pe- 
diatrics has  stated  that  "adequate  in- 
takes of  human  milk  or  a  prepared 
formula  meet  all  the  known  nutri- 
tional requirements  of  infants  for  the 
first  six  months  of  life  with  the  possi- 
ble exception  of  Vitamin  D  and  flu- 
oride in  the  case  of  breast-fed  in- 
fants." With  respect  to  antibodies  and 
immunities,  particularly  in  the  U.S., 
the  AAP  Task  Force  Report  states  that 
"if  there  are  health  benefits  associat- 
ed with  breast-feeding  in  populations 
with  good  sanitation,  nutrition  and 
medical  care,  the  benefits  are  appar- 
ently modest." 

So,  nutritionally  arguable,  and  con- 
stitutionally questionable,  the  gov- 
ernment's mandating  of  breast-feed- 
ing departs  not  only  from  recommen- 
dations of  the  medical  community 
but  also  from  common  sense.  "There 
are  some  scare  tactics  out  there," 
muses  Dr.  Alvin  Mauer,  chairman  of 
the  AAP  committee  on  nutrition.  But, 
he  declares  flatly,  "The  AAP  has  nev- 
er taken  the  stance  that  there  should 
be  aggressive  promotion  of  breast- 
feeding, but  that  we  should  assist  in 
every  way  to  help  the  mother  make 
the  decision  about  breast-feeding 
with  the  appropriate  information  at 
hand."  That's  a  long  way  from  the 
Surgeon  General's  75%. 
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Now  you  don't  have  to  compromise  to 
have  it  all  in  a  personal  computer. 

Pick  the  COMPAQ  DESKPRO 
over  the  IBM"  PC  or  AT  and  you  get  a 
lot  more  computer  for  your  investment. 

One  that  runs  thousands  of  the  most 
popular  programs  right  off  the  shelf— 
at  speeds  two  to  three  times  faster.  One 
with  a  dual-mode  monitor  (amber  or 
green)  to  display  text  and  graphics.  One 
with  exclusives  like  internal  tape  backup 
and  shock-mounted  storage  system. 

Pick  the  COMPAQ  DESKPRO  over 
the  IBM  AT  and  you  get  comparable 
performance  without  sacrificing  any 
PC  or  XT  compatibility. . .  but  for  a  lot 
less  investment. 

And,  of  course,  you  can  start  having  it 
all  with  your  COMPAQ  DESKPRO 
today  It's  available  now. 

In  short,  COMPAQ  DESKPRO  is 
the  only  personal  computer  that  can 
grow  from  a  PC  to  XT  to  AT  level 
of  functionality— easily,  affordably, 
compatibly 


It  simply  works  better. 


Configure  it  the  way  you  want:  With 
one  or  two  diskette  drives.  One  or  two 
fixed  disk  drives.  Or  new  options  like 
a  30M-byte  high-performance  fixed  disk, 
high-speed  8087-2  co-processor  and 
internal  tape  backup  for  either  the 
lOM-byte  or  30M-byte  fixed  disk. 

UNIX-based  operating  systems?  We 
run  them  today.  PC  DOS  Version  3.0? 
That,  too.  Networking?  Can  do.  Multi- 
users?  No  problem.  Multi-tasking?  Easy 
Tape  backup?  It's  inside.  High-resolution 
text  and  graphics?  Standard.  Two  speeds? 
Exclusive. 

When  you  pick  the  COMPAQ 
DESKPRO,  you  do  have  it  all-from 
the  company  that  makes  the  best-selling 
portable  business  computer  in  the  world. 
For  a  free  brochure  and  the  location 
of  your  nearest  Authorized  COMPAQ 
Dealer  call  1-800-231-0900,  Operator  2  or 
Telex  795437  COMPAQCOMP  HOU. 
In  Canada,  call  416-449-8741. 


COMPAQ. 
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Technology 


By  Nicholas  Schrady 


Health 


Advances  in  optics  and  electronics  are  al- 
lowing physicians  to  glean  diagnostic  in- 
formation without  drawing  blood. 

The  view  from 
a  distance 


Of  red  and  light 


Mendelson's  optoelectronic  sensor  can  be  placed  anywhere  on  the  body 
where  there  is  good  circulation.  It  determines  oxygen  levels  in  the  blood 
by  measuring  light  reflected  off  the  skin  by  red  and  infrared  diodes  in  the 
sensor.  Those  signals  are  picked  up  by  a  photodetector  and  converted  to 
an  oxygen  level  reading  by  the  oximeter. 


Optoelectronic  sensor 
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Since  the  beginning  of  the  17th  cen- 
tury, when  English  physician  William 
Harvey  did  his  pioneering  work  on  the 
circulatory  system,  doctors  have  de- 
pended on  blood  for  most  of  the  infor- 
mation that  goes  into  their  diagnoses. 
But  among  infants  and  the  critically 
ill,  for  example,  the  conventional  pro- 
cess of  frequently  drawing  blood  for 
tests  can  pose  serious  health  risks. 

Among  the  newborn  especially, 
drawing  blood  can  be  life-threatening; 
the  amount  of  blood  continually 
drawn  for  standard  tests  is  very  large 
in  relation  to  the  total  blood  volume 
of  an  infant.  Even  when  volume  is  not 
a  problem,  there  are  other  problems 
associated  with  drawing  blood,  such 
as  infections.  As  a  result,  noninvasive 
techniques  for  monitoring  the 
blood — that  is,  those  that  do  not 
puncture  the  skin  or  withdraw 
blood — have  received  increasing  at- 
tention from  biomedical  engineers. 

An  interesting  technique  has  been 
developed  by  Yitzhak  Mendelson,  as- 
sistant professor  of  biomedical  engi- 
neering at  Worcester  Polytechnic  In- 
stitute in  Worcester,  Mass.  Because 
blood    oxygen — the    oxygen-carrying , 
capacity  of  the  blood — is  a  vital  indi- 
cator of  health,  most  blood  testing  is 
done  for  it.  The  fastest  way  of  lower- 
ing the  amount  of  blood  withdrawn, 
therefore,  is  to  find  a  way  of  measur- 
ing blood  oxygen  from  outside  the.' 
skin.   This  Mendelson,   age  36  andl 
originally  from  Israel,  has  done,  withi 
a  device  called  a  transcutaneous  re- 
flectance oximeter. 

Much  of  the  success  of  Mendelson's  I 
prototype  oximeter  derives  from  hiss 
development  of  a  biomedical  sensor  i 
that  acts  as  an  interface  between  the 
body  and  the  electronic  processing, 
recording  and   display   system.   The 
sensor   is   lightweight    (less    than  33 
grams)  and  small  (20mm  in  diameter), 
characteristics  that  make  it  ideal  for' 
use  with  premature  infants.  Inside  the. 
optic  sensor  is  a  pair  of  red  and  in- 
frared light  emitting  diodes.  The  light 
reflected  from  the  skin  is  detected  by 
a   fast-response    silicon    photodiode; 
the  signals  obtained  are  then  analyzedc 
by  the  oximeter,  which  calculates  and' 
displays  the  value  that  corresponds  to 
the  oxygen  levels  in  the  blood. 

Oxygen  is  carried  in  the  blood  in 
two  ways.  Ordinarily,  1%  to  2%  isi 
contained  in  the  blood  plasma.  Thd 
other  98%  to  99%  is  bound  with  the 
hemoglobin  inside  the  red  blood  cells. 
When  a  physician  sends  a  blood  sam- 
ple to  the  lab  for  analysis,  he  can  get 
back  either  or  both  of  these  indica- 
tors. Mendelson's  oximeter  measures 
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the  98%  to  99%  of  the  total  quantity 
of  oxygen  that  the  blood  cells  carry. 

The  noninvasive  oximeter  is  not 
new,  but  first-  and  second-generation 
instruments  had  serious  limitations. 
Hewlett-Packard  developed  the  first 
commercially  available  model  in 
1975,  but  its  sensor  could  be  applied 
only  to  the  cartilage  portion  of  the  ear, 
the  pinna,  and  was  too  cumbersome 
to  be  used  with  infants.  It  was  also 
expensive — approximately  $12,000,  a 
sum  many  hospital  departments 
found  difficult  to  justify,  given  its  sig- 
nificant limitations.  In  the  last  sever- 
al years,  however,  newer  oximeters 
that  can  be  applied  not  only  to  the  ear 
but  also  to  the  fingertips  have  come 
into  widespread  use.  (There  are  cur- 
rently 8,000  noninvasive  monitors  of 
oxygen  and  carbon  dioxide  in  U.S. 
hospitals.)  By  utilizing  light-emitting 
diodes  and  photodetectors  rather  than 
the  bulky  fiber-optic  cable  used  in  the 
original  Hewlett-Packard  instrument, 
these  later  models  are  easier  to  apply 
to  the  patient  and  far  less  expensive, 
only  about  $5,000  to  $6,000. 

The  principal  advantage  of  Mendel- 
son's  system  is  its  versatility;  the  bio- 
medical sensor  can  be  applied  virtual- 
ly anywhere  on  the  body  where  there 
is  good  circulation  and  can  be  used 
with  both  infants  and  adults.  The  ac- 
curacy of  this  transcutaneous  reflec- 
tance oximeter  also  approaches  that 
of  conventional  blood  sampling  but 
avoids  the  risks  that  are  associated 
with  that  procedure. 

Optical  sensors  can  also  be  used  to 
measure  other  parameters.  Dr.  Robert 
A.  Peura,  also  of  Worcester  Polytech- 
nic Institute,  is  currently  working 
with  Dr.  Mendelson  in  conducting 
feasibility  studies  for  a  sensor  that 
would  monitor  glucose  levels  in  the 
blood.  "The  current  method  that  the 
diabetic  uses  to  determine  his  or  her 
blood/glucose  level,"  says  Dr.  Peura, 
is  cumbersome.  Also,  "Many  people 
simply  do  not  want  to  take  their  own 
blood  samples,  and,  consequently, 
there  are  problems  with  compliance." 
Successful  sensor  technology  may 
someday  free  diabetics  from  the  pain 
and  inconvenience  of  taking  repeated 
invasive  blood  samples.  Researchers 
can  envision  a  system  that  would  cou- 
ple an  insulin  pump  to  a  highly  reli- 
able blood/glucose  sensor.  As  more 
insulin  is  needed,  it  would  automati- 
cally be  pumped  into  the  blood- 
stream. "The  major  advantage  of  non- 
invasive oximetry,"  says  Mendelson, 
'is  that  it  can  be  used  to  indicate 
when  immediate  therapeutic  inter- 
vention is  necessary,  at  no  risk  to  the 
patient." 


Technology 


Software 


Reformatting  data  from  one  computer  sys- 
tem to  another  is  tedious  and  costly  work. 
Hence  an  opportunity. 


Serving  a  niche 


By  Ellen  Benoit 


Pfc  revailing  wisdom  in  the  com- 
^  puter  industry  says  startups 
that  concentrate  on  niche  mar- 
kets have  a  better  chance  for  success 
than  those  that  don't.  In  that  crowded 
industry,  of  course,  the  problem  be- 
comes: Go  find  an  unoccupied  niche. 
But  Douglas  Swanson  and  Forrest 
Carroll,  formerly  from  the  world  of 
investment  banking,  did  just  that 
when  they  started  Data  Conversion, 
Inc.  in  1983.  Their  business  is  con- 
verting data  on  diskettes  from  one 
computer  system  to  a  format  readable 
by  another.  Without  such  conversion, 
an  Apple  II  microcomputer,  for  exam- 
ple, cannot  read  disks  used  in  an  IBM 


PC.  That's  inconvenient,  and  expen- 
sive, for  the  countless  firms  that 
move  operations  from  mini-  to  micro- 
computers, end  up  with  mixed-ven- 
dor departments  or  switch  personal 
computer  brands. 

The  problem  is  not  one  of  hardware 
alone.  It  also  exists  when  software 
proliferates.  Two  departments  may 
use  different  word  processing  pro- 
grams, for  instance,  even  if  they  use 
identical  computers.  If  the  depart- 
ments then  need  to  share  informa- 
tion, their  word  processing  files  must 
be  made  to  look  alike  before  they  can 
be  combined. 

The  rapid  growth  of  the  personal 
computer  has  added  a  new  twist.  Re1 
formatting  files  was  easier  when  com- 
puters were  situated  in  a  central  data 
processing  department.  Also,  in  the 
mainframe  and  minicomputer  busi- 
ness, computer  vendors  often  provide 
their  customers  with  reformatting  as- 
sistance. But  the  personal  computer 
world  is  different.  Vendors  sell  their 
machines  naked,  and  it  is  left  to  com- 
puter users  to  figure  out  how  to  refor- 
mat information  as  a  company  buys 
new  machines. 

The  problem  is  less  severe  in  the 
world  of  CP/M-based  microcom- 
puters, such  as  Kaypro's.  CP/M,  an 
operating  system,  was  designed  to 
support  lots  of  software,  and  it's  so 
flexible  that  $100  will  buy  an  off-the- 
shelf  software  program,  like  Xeno- 
Copy  by  Vertex  Systems  of  Los  Ange- 
les, to  make  some  data  files  readable 
on  different  CP/M  machines. 

But  most  of  the  computers  in  the 
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When  you  want 
breakthroughs  in  enen 
technology  you  come 
to  McDermott. 


When  you  want  advances  in  energy  managg,  ic 
ment  for  process  controls  and  power  gener  Js 
tion,  you  come  to  McDermott— a  worldwide  f,3 
leader  in  energy  technology.  j  n 

One  such  advance  is  Bailey  Controls' 
NETWORK  90,"  a  synergism  of  advanced  com  | 
trol  and  communication  technologies.  This  i  g 
modular  system  can  be  arranged  to  control  i  ^ 
isolated  processes  or  an  entire  plant.  With  |  :oi 
several  thousand  systems  operating  in  utilitvj  ,5| 
petrochemical  and  industrial  applications  ;ff 
worldwide,  NETWORK  90  is  paying  dividend  y£ 
in  improved  output  and  productivity.  jf( 

McDermott  technology  is  playing  an  intec ; :, 
role  in  power  generation  as  well.  Our  Baba  1  ,' 


FROM 
FILTRATE 
TANK  «2 


AN  INFORMATION  DISPLAY 
AS  SEEN  ON  THE  SCREENS  OF 
A  NETWORK  90  SYSTEM  AS 
IT  MONITORS  AND  CONTROLS 
A  PLANT'S  PROCESSES. 


TO  FOAM 
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McDermott  Internation 

Jcox  unit  is  the  nation's  leading  supplier  special  concrete  lining  for  utility  and  industrial 

>sil-powered  steam  generating  systems,  furnaces.  This  patented  material  reduces  initial 

las  made  fuel  technology  a  top  priority.  heat-up  time  by  up  to  90%,  saving  our  custo- 

r  example,  we're  making  coal  a  more  mers  significant  energy  costs. 

3  source  of  energy.  To  overcome  the  air  We  continue  to  develop  technological 

tion  problems  associated  with  this  advances  for  virtually  every  facet  of  energy, 

dant  and  BTU-efficient  energy  resource,  By  doing  so,  our  subsidiaries  and  employees 

\  pioneered  the  development  of  fluidized  are  helping  the  world  find  energy  solutions, 

combustion.  This  process  burns  coal  in  For  more  information,  write  Public  Affairs, 

;iost  environmentally  acceptable  manner.  McDermott  International,  Inc.,  1010  Common 

i're  also  involved  in  the  development  of  Street,  New  Orleans,  LA  701 12. 


tion  problems  associated  with  this 
dant  and  BTU-efficient  energy  resource, 
)  pioneered  the  development  of  fluidized 
combustion.  This  process  burns  coal  in 
;iost  environmentally  acceptable  manner, 
i're  also  involved  in  the  development  of 
|uels.  Our  coal  water  slurry— a  combina- 
)f  coal,  water  and  chemicals— could  be 
j-cost  replacement  for  fuel  oil. 
bcock  &  Wilcox  has  even  developed  a 


^^   Where  the  world  comes 
\M^   for  energy  solutions. 


Software 


office  today  are  an  odd  assortment  of 
IBM  and  related  compatible  equip- 
ment, not  Apples,  and  a  variety  of 
proprietary  hardware.  It  is  into  that 
niche  that  Buena  Park,  Calif. -based 
Data  Conversion  has  stepped. 

"Many  personal  computer  compa- 
nies are  going  out  of  business,"  says 
DCI  President  Forrest  Carroll,  43, 
who  used  to  be  a  systems  analyst, 
"and  a  lot  of  their  machines  used  pro- 
prietary operating  systems.  When 
people  switch  to  standard  machines, 
they  have  to  reformat  all  their  data. 
That's  the  meat  of  our  business."  For 
now,  the  company  is  focusing  on 
computers  that  use  proprietary  oper- 
ating systems;  for  example,  all  of 
Wang's  models,  the  Xerox  860,  850 
and  820  and  Lanier  No  Problem.  Car- 
roll estimates  98%  of  DCI's  conver- 
sions are  to  the  IBM  PC  format. 

Business  is  brisk.  DCI  revenues  in 
1984,  its  first  year  in  operation, 
reached  $625,000.  But  Carroll  doesn't 
think  his  fledgling  company  will  at- 


tract a  lot  of  competition.  One  reason 
is  the  sheer  cost  of  converting  propri- 
etary systems.  Hardware  alone  is 
costly:  DCI  spent  $35,000  on  each  of 
its  two  ADC  Transmedia  mini/micro 
computers. 

And  the  fact  that  converting  data 
from  one  format  to  another  is  a  te- 
dious and  complicated  job  further  dis- 
courages competition.  Each  conver- 
sion requires  the  equivalent  of  two 
software  programs:  one  to  read  the 
original  disk,  and  one  to  explain  it  to 
the  target  system.  Such  a  project  can 
hardly  be  done  overnight.  "It  takes 
three  weeks  to  write  one  of  these  pro- 
grams," says  Carroll.  "That's  why  no 
one  wants  to  get  into  the  business." 

It  takes  three  weeks  because  there 
are  about  20  factors  that  make  one 
disk  incompatible  with  another.  "I'd 
say  the  most  important  factors  are  the 
number  of  tracks  on  a  disk,  the  size  of 
the  sectors  and  the  location  of  the 
disk  directory,"  says  Chuck  Bond, 
manager  of  software  R  &  D  at  Verba- 
tim Corp.,  maker  of  flexible  disks. 

Tracks  are  simply  tracks,  as  on  a 
record  album.  Some  disks  have  40, 
some  of  equal  size  have  80,  but  some 
machines  can  "read"  only  40.  Sectors 


may  be  thought  of  as  cells  in  which 
information  is  stored.  Disk  directo- 
ries are  larger  on  disks  that  are  denser 
(those  with  information  packed  into 
80  tracks).  In  addition,  some  manu- 
facturers prefer  to  put  directories  near 
the  hub  of  the  disk,  some  in  the  outer 
tracks.  The  combination  of  character- 
istics like  these  makes  up  what  is 
known  as  a  disk  format. 

Because  of  all  that  complexity, 
DCI's  programmers  spent  the  entire 
year  of  1983  just  getting  ready  to  do 
business.  But  the  effort  yielded  DCI  a 
competitive  advantage:  The  com- 
pany's library  now  holds  more  than 
600  disk  formats  and  700  programs. 
(To  explain  the  difference  between 
formats  and  programs,  Carroll  offers 
an  analogy:  Think  of  a  format  as  a 
parking  lot,  a  program  as  parking 
spaces  within  the  lot.) 

If  the  data  processing  industry  were 
standardized,  there  would  be  no  need 
for  Data  Conversion,  of  course.  But  as 
it  is,  with  dealers  estimating  that  5% 
of  personal  computer  sales  are  to  peo- 
ple who  are  changing  machines  and 
thus  need  files  converted,  Swanson 
and  Carroll  appear  to  have  found  a 
ready  market. 


Swimming  in  the  changing  tide 


Companies  like  Wharton  Econo- 
metric Forecasting  Associates, 
Data  Resources,  Inc.,  Chase  Econo- 
metrics and  others  have  seen  their 
revenues  grow  at  20%  annually  for 
more  than  a  decade  now,  as  corpora- 
tions, financial  institutions  and  gov- 
ernment agencies  paid  them  hand- 
somely for  access  to  their  data  and 
their  mainframe-computer-based 
econometric  models. 

That  growth  is  over.  Most  of  the 
customers  that  can  benefit  from  large- 
scale  modeling  already  do  so.  Besides, 
econometric  companies  have  made 
much  of  their  money  on  time-shar- 
ing— using  mainframes  to  run  compu- 
tations for  clients — which  is  less  lu- 
crative now  that  personal  computers 
do  things  previously  done  by  larger 
machines.  According  to  a  survey  by 
Input,  a  Mountain  View,  Calif,  re- 
search firm,  personal  computers  now 
do  90%  of  the  accounting  work  once 
done  through  time-sharing  vendors, 
about  70%  of  the  analysis  and  39%  of 
the  graphics.  Those  percentages  will 
only  go  up  as  the  number  of  comput- 
ers on  office  desks  increases. 

That  means  problems  but  also  op- 
portunities for  the  forecasting  compa- 
nies. With  time-sharing  on  the  wane, 
they  have  been  introducing  software 
at  a  dizzying  rate  to  meet  the  project- 
ed desktop  need.  Such  software  al- 
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lows  clients  to  tap  into  databanks, 
download  economic  data  to  their 
desktop  processors,  analyze  it,  graph 
it  and  produce  reports  from  it.  The 
only  time-sharing  cost  involves  get- 
ting the  data  out  of  the  system. 

Data  Resources  has  put  about  40 
major  indicators  from  its  1,000-equa- 
tion  mainframe  macroeconomic  mod- 
el into  a  personal-computer-based 
package  called  Econ-PC.  The  program 
also  contains  two  alternative  eco- 
nomic forecasts — one  optimistic  and 
one  pessimistic — which  can  be  for- 
matted for  use  with  such  popular  pro- 
grams as  Lotus  1-2-3. 


Wharton  brought  out  a  pared-down 
version  of  its  large-scale  quarterly 
model  of  the  U.S.  economy.  The 
$15,000  PC-Mark7  and  software  is  a 
250-equation  model  that  covers  such 
economic  factors  as  unemployment, 
interest  rates  and  inflation. 

Meanwhile,  subscribers  to  Chase 
Econometrics  have  had  the  option 
since  August  of  purchasing  PC 
PLANR,  a  $5,000  package  combining 
statistical  modeling,  word  processing, 
graphics  and  a  spreadsheet. 

Such  software  is  the  response  to  a 
changing  market.  But  can  it  make  up 
for  flattening  time-sharing  revenues? 
For  Wharton  that  isn't  so  much  of  a 
question;  it  claims  that  less  than  10% 
of  its  revenues  come  from  time-shar- 
ing. But  for  Chase  and  DRI,  dependent 
as  they  are  on  large  time-share  clients,! 
personal-computer-based  models  may 
come  too  late.  Chase  Manhattan  Bank 
reportedly  has  offered  Chase  Econo- 
metrics for  sale  to  a  list  of  selected 
bidders — including  Data  Resources. 
For  its  part,  a  unit  of  Data  Resources] 
has  been  joined  by  parent  McGrawi 
Hill  with  Standard  &  Poor's  and  Men- 
chik-Weber  to  form  an  entity  called 
Financial  &  Economic  Information' 
Co.;  the  rest  of  the  formerly  $90  mil- 
lion (sales)  firm  was  absorbed  by  the 
parent. — Michael  Seither 
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GLOBAL  REACH 


The  most  thoroughly  proven  local  area 
network  in  the  world,  the  most  com- 
plete automated  office  system  avail- 
able today,  and  the  most  advanced 
windowing  software  in  existence.  All 
from  DATAPOINT  All  revolutionary  in 
their  capabilities  and  ease  of  use. 

DATAPOINT  sparked  a  revolution 
in  business  communications  with 
ARC*  (Attached  Resource  Com- 
puter*), the  first  and  foremost  local 
area  network,  and  today  we  continue 
to  lead  the  revolution  with  our  new 
PRO-VISTA™  family  of  state-of-the-art 
office  systems  No  other  company  can 
match  our  networking  skill  and  experi- 
ence. We  have  more  local  area  net- 
works up  and  running  than  Wang, 


Xerox,  and  IBM  combined.  And  no 
company  can  match  our  integration 
of  local  area  networks  and  office 
systems. 

PRO-VISTA  features  highly  sophis- 
ticated, yet  remarkably  easy  to  use. 
software  and  ergonomically  designed 
hardware  VISTA-GUIDE™  is  revolu- 
tionary one-of-a-kind  software  you 
can  tailor  to  your  own  specific  require- 
ments for  the  easiest  possible  access 
to  a  broad  range  of  business  applica- 
tions, including  your  own  programs 
VISTA-VIEW.™  the  most  advanced 
windowing  software  you  can  buy.  lets 
you  both  view  and  use  several  of  those 
applications  at  once.  They  work  with 


the  ARC  local  area  network  and  PRO- 
VISTA  processors,  workstations,  termi- 
nals, and  peripherals  to  give  you  a 
system  that  can  grow  as  far  and  as  fast 
as  your  business  grows. 

And  the  revolution  has  spread  to 
include  other  companies.  State-of- 
the-art  technology  allows  the  IBM* 
Personal  Computer  and  PC-look- 
ahkes  to  attach  to  the  ARC  local 
area  network,  giving  you  the  benefits 
of  networking  even  if  your  current 
vendor  can't  supply  you  with  those 
benefits. 

There  are  many  ways  to  join  the 
DATAPOINT  revolution.  If  you  and  your 
business  are  ready,  talk  to  our  world- 
wide sales  and  service  force. 


OFFICE  SYSTEMS  THAT 
ENCOMPASS  A  WORLD  OF  CAPABILITIES. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


Want  to  change  brokerage  houses?  Watch 
your  superefficient  brokeir  go  all  thumbs, 
and  deaf  and  dumb,  before  your  very  eyes. 

"We're  working 
on  it,  honest!11 


By  Janet  Bam  ford 


aybe  your  broker  has  de- 
cided to  switch  from  Merrill 
Lynch  to  Hutton.  Or  your 
brother-in-law  has  become  an  ac- 
count executive,  and  you've  decided 
to  keep  the  commissions  in  the  fam- 
ily. Or  you're  fed  up  with  your  current 
broker's  lousy  recommendations,  and 
you  want  to  deal  only  with  a  dis- 
counter. Whatever  your  reason  for 
switching  firms,  you're  probably  in 
for  a  painful  experience. 

Even  though  the  New  York  Stock 
Exchange's  Rule  412,  adopted  in  1971, 
says  that  accounts  must  be  trans- 
ferred within  ten  days,  it's  common 
knowledge  that  412  is  a  rule  that 
lacks  not  only  teeth  but  gums  as  well. 
No  one  monitors  how  long  transfers 
take,  nor  is  there  any  penalty  for  firms 
that  drag  their  heels.  The  result:  De- 
lays that  stretch  into  months  are  not 
uncommon. 

For  example,  Jerry  Dolson,  a  retired 
telephone  company  supervisor  living 
in  New  Jersey,  spent  IVi  months  try- 
ing to  transfer  his  brokerage  account 
from  Merrill  Lynch  to  Bear,  Stearns. 
Dolson's  account  should  have  been  a 
snap  to  move,  since  it  consisted  of 
stocks  like  AT&T  and  Phillips  Petro- 
leum. No  matter.  "The  whole  time  I 
felt  I  was  getting  the  runaround,"  says 
Dolson.  "First  they  lost  the  transfer 
forms.  Then  it  was  as  if  I  was  being 
ignored.  I  wanted  to  transfer  and  sell 
the  stocks  to  buy  a  real  estate  limited 
partnership,  but  I  had  to  wait  and  wait 
and  wait.  I  was  losing  money  on  this 
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thing.  Finally  my  new  broker  wrote  a 
letter  for  me  to  the  New  York  Stock 
Exchange.  By  that  time  Merrill  said  it 
was  being  taken  care  of,"  says  Dolson. 
Seventy  days  had  gone  by. 

Just  a  small-fry  problem?  Sorry. 
Even  Dave  Kelly,  president  of  the  Na- 
tional Securities  Clearing  Corp.,  is 
having  problems.  "My  registered  rep 
moved  from  one  firm  to  another,  so 
I'm  in  the  process  of  transferring  my 
account,"  he  says.  "I  hesitate  calling 
the  'right'  people  at  the  firm  to  get  it 
done,  since  I'd  be  calling  in  high  and 
they'd  hear  about  it  down  low.  That's 
not  the  way  I  want  to  do  it.  I  also  don't 
want  to  signal  to  them  that  I'm  mov- 
ing my  account — so  far  nobody  has 
called  to  try  to  get  me  to  keep  it  there. 
It's  been  about  a  month,  but  if  another 
three  weeks  go  by  and  I  still  don't 
have  the  cash,  I'm  going  to  make  that 
call.  I've  already  missed  the  market 
for  the  last  few  days."  (Kelly's  organi- 
zation, ironically,  is  devising  a  system 
to  speed  up  account  transfers.) 

So  widespread  is  the  bungling  that 
mishandled  transfers  now  top  the  list 
of  complaints  the  SEC  receives  from 
brokerage  customers.  Worst  category: 
Individual  Retirement  Accounts. 

To  the  exasperated  client,  the  trans- 
fer process  seems  simple  enough. 
And,  for  the  most  part,  it  does  work 
like  a  charm  on  the  receiving  end.  If 
you  have  the  stock  certificates  in  your 
possession,  for  example,  it's  usually  a 
matter  of  tucking  them  under  your 
arm  and  strolling  in  to  your  new  firm. 

If  your  stock  is  in  Street  name  or 
you  have  a  margin  account,  the  stan- 


dard procedure  is  for  you,  the  client; 
to  walk  into  the  new  broker's  office, 
and  fill  out  a  transfer  form,  listing  all. 
the  assets  in  the  account.  That  form  is- 
then  sent  to  the  old  broker,  who  veri-r 
fies  what's  in  your  account.  Depend-t 
ing  on  the  new  broker's  policy,  yovri 
might  be  able  to  begin  trading  as  soonr 
as  your  old  firm  attests  to  what's  inr 
the  account.  Once  the  delivering! 
broker  authorizes  the  move,  mostv 
stocks  and  bonds  can  essentially  bei 
moved  electronically. 

The  problems  arise,  naturally,  ont 
the  sending,  or  losing,  end.  For  one 
thing,  although  brokerage  firms  deny 
placing  obstacles  in  the  way  of  inves- 
tors who  are  trying  to  quit  them, 
brokers  give  little  priority  to  fleeing 
clients.  "It's  not  a  profitmaking  busi- 
ness, transferring  accounts  out,"  says 
Jim  Swartz  of  the  NYSE's  regulatory 
standards  division.  A  brokerage  firm 
has  other  incentives  for  delay.  If  your 
account  executive  leaves,   the  firm 
hopes  you'll  stay.  And,  as  long  as  it  j 
retains  your  account,  it  still  has  a 
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phance  to  make  you  happy  again.  Af- 
:er  all,  the  market  may  rise,  and  with 
,t  your  opinion  of  the  firm. 

Guilty  brokers  like  to  invoke  the 
Daperwork  defense  when  pressed  on 
snarled  transfers.  They  have  a  point: 
Some  7,500  to  12,000  accounts  are 
transferred  every  week  nowadays.  But 
hose  accounts  now  move  through  a 
aborious,  medieval  paper  process, 
ather  than  blipping  through  a  com- 
mter  the  way  trades  do. 

The  paper  maze  starts  with  your 
egistered  rep.  Even  those  with  the 
lest  of  intentions  aren't  likely  to  drop 
Everything — especially  in  this  mar- 
et — to  oversee  a  departing  client's 
ransfer.  It  can  be  even  worse  if  your 
ep  has  left  the  firm  and  you've 
purned  his  replacement's  advances 
jo  keep  you.  There's  no  one  to  cham- 
|ion  your  case. 

But  paperwork  aside,  some  portfo- 

^o  investments  can  prove  difficult,  if 

ot  impossible,  to  transfer.  IRAs  and 

eoghs  add  a  layer  of  complexity,  for 

ample,  since  they  may  involve  a 


third-party  custodian.  If  your  IRA  or 
Keogh  includes  zero  coupon  instru- 
ments like  Salomon  Brothers'  CATS 
or  Merrill's  TIGRS,  you  might  run 
into  real  roadblocks. 

Limited  partnerships,  popular  for 
retirement  and  other  accounts,  can  be 
nettlesome,  too.  Some  can  be  re-regis- 
tered in  the  name  of  a  new  trustee 
only  once  a  year.  "If  the  limited  part- 
nership transfers  in  December  and 
you  want  your  account  switched  in 
January,  you  might  be  in  for  a  wait," 
says  Peter  Kowalewski,  a  managing 
director  of  the  NYSE. 

In  some  cases,  as  if  it  weren't  tough 
enough,  your  new  firm  might  be  fussy 
about  the  investment  products  it  will 
take  delivery  on.  "We've  had  situa- 
tions where  people  wanted  to  transfer 
things  to  us  that  we  weren't  terribly 
anxious  to  accept,"  says  Robert 
Thomas,  executive  vice  president  of 
Advest,  the  Hartford,  Conn,  securities 
firm.  "With  limited  partnerships 
there  are  annual  filing  problems  that 
may  materialize,  and  we  don't  want 
the  obligation  of  doing  the  filing. 
We're  not  unique  in  our  unwilling- 
ness to  handle  those  things." 

The  SEC,  as  well  as  the  NYSE  and 
the  NASD,  have  been  trying  to  allevi- 
ate some  problems.  The  NYSE  has 
brought  together  1 1  of  the  big  firms 
for  a  few  roundtable  sessions  where 
the  firms  actually  exchange  packages 
containing  information  concerning 
accounts  each  is  trying  to  transfer. 

The  National  Securities  Clearing 
Corp.,  Dave  Kelly's  operation,  is 
jointly  owned  by,  and  clears  trades 
for,  the  three  major  exchanges.  It  is 
now  devising  an  account  transfer  sys- 
tem. The  NSCC  will  act  as  a  middle- 
man between  the  delivering  firm  and 
the  receiving  firm  and  monitor  how 
long  transfers  take.  The  new  comput- 
erized system  could  be  tested  as  soon 
as  June,  but  Kelly  says  the  biggest 
problem  that  still  remains  in  design- 
ing a  transfer  system  is  how  to  handle 
investments  like  limited  partnerships 
and  zero  coupon  bonds. 

In  the  meantime,  what  can  you  do 
to  speed  up  your  transfer? 

Brokers  say  clients  should  start  see- 
ing some  sort  of  action  within  2Vi 
weeks  after  they  start  the  ball  rolling. 
(That's  already  longer  than  the  rules 
permit,  but  you  have  to  go  with  the 
flow.)  Nowadays,  a  month  is  a  reason- 
able period  of  time  for  most  accounts 
to  be  transferred  completely.  Longer 
than  that  is  unreasonable  delay. 

There  are  things  you  can  do,  too. 
Ideally,  says  Bob  Thomas,  you  should 
walk  into  your  broker  with  your  most 
recent  account  statement  firmly  in 
hand.   Many  accounts  get  hung  up 


when  the  client  and  his  old  firm  dis- 
agree about  what's  in  an  account. 
With  recently  declared  dividends  or 
fractional  shares  of  reinvested  stock, 
it  can  be  tricky.  Insist  on  preparing 
the  forms  in  triplicate  immediately. 
Make  sure  you  walk  off  with  your 
own  dated  copy.  Make  sure  your  new 
firm  is  aware  of  your  interest  in  trans- 
ferring the  new  securities  as  quickly 
as  possible.  If  time  does  drag  on, 
they'll  get  on  the  horn  and  make  the 
appropriate  noises. 

Your  new  firm  ought  to  be  your  best 
ally  in  this  whole  process.  However,  it 
could  be  a  culprit  as  well.  Make  sure 
it  will  accept  all  of  your  investments 
and  that  it  doesn't  have  higher  margin 
requirements  than  the  firm  you're 
leaving.  If  so,  you  may  have  to  put  up 
some  cash. 

As  helpful  as  your  new  firm  can  be, 
don't  simply  think  it  is  taking  care  of 
the  matter.  If  you  can't  get  satisfac- 
tion from  a  broker  on  either  side,  call 
the  compliance  officer  at  the  firm 
you're  having  trouble  with.  Some- 
times there's  nothing  like  a  note  from 
a  firm's  regulatory  overseer  to  get  an 
account  executive  in  gear.  You  can 
also  complain  to  the  SEC's  consumer 
affairs  offices  or  the  regulatory  ser- 
vices offices  of  the  NYSE. 

If  your  portfolio  includes  some  of 
the  more  complicated  products,  like 
limited  partnerships  and  zero  coupon 
bonds,  consider  leaving  them  at  the 
old  firm.  If  you  trade  options,  experts 
say  you  should  open  a  new  account 
before  closing  out  your  old  one. 

With  accounts  like  IRAs  and 
Keoghs,  there  can  be  termination  fees. 
Find  out  if  they  will  be  taken  out  of  a 
cash  balance  or  if  you  will  have  to  pay 
them  directly. 

Remember,  if  you  have  an  IRA  with 
any  institution,  you're  entitled  to  roll 
over  cash  yourself  once  a  year  without 
penalties,  as  long  as  you  redeposit  it 
in  another  account  within  60  days. 
However,  a  Keogh  must  pass  from 
custodian  to  custodian  to  preserve  its 
tax  status.  Similarly,  you  can  liqui- 
date your  stock  account  and  get  on 
stream  at  another  firm  pronto.  It 
sounds  drastic — why  incur  commis- 
sions if  you  want  to  hold  on  to  those 
securities? — but  some  clients  have 
done  it.  "If  it's  not  a  retirement  ac- 
count or  a  margin  account,  you  could 
ask  for  a  check  and  be  relatively  cer- 
tain that  you'll  receive  the  total  value 
of  your  portfolio  within  seven  days," 
says  Advest's  Thomas.  For  someone 
who  plans  to  sell  anyway,  it  might 
indeed  be  the  best  course. 

Good  luck,  Mr.  Kelly.  You  know 
what  we're  up  against. 
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Personal  Affairs 


Planning  on  Europe  this  year?  With  your 
luck,  the  dollar  will  tumble  just  when 
youre  packing,  right? Here's  a  strategy. 

The  traveler's 
hedge 


By  Anne  McGrath 


CAN  THE  DOLLAR  STAY  this 
strong?  Can  it  hold  on  until 
you  hop  on  the  plane  this  sum- 
mer? Surprise — you  can  lock  in 
foreign  currency  rates  and  spare 
yourself  the  suspense. 

How?  Simply  by  purchasing 
foreign  currency  traveler's 
checks  with  your  U.S.  dollars, 
right  now. 

Sure,  you'll  sacrifice  some  in- 
terest while  the  checks  sit  in 
your  drawer.  But  if  the  dollar 
peaks  and  starts  to  weaken — 
some  killjoys  are  predicting  a 
15%  sag  by  midyear — you  could 
still  come  out  ahead. 

On  the  other  hand,  there's  a 
case  to  be  made  for  waiting  a 
bit.  Foreign  exchange  analysts 


What  a  dollar  brings 


What's  a  "strong  dollar"?  It's  a  good  two 
times  the  dollar  of  five  years  ago. 


8"v  A 


Foreign  exchange 
ratio  (irrterbank) 


Unjts  of 

currency  per  U.S.  $ 

($  equivalents) 

12/31/79  1/28/85 


British  pound 


0.4516 

($2.2145) 


0.8945 
($1.1180) 


French  franc  4.0140  9.6725 

($0.25)  ($0.10) 

— 


ish  punt  (pound) 


0.4662 
($2.1450) 


1.0188 
($0.9815) 


Italian  lira 


802.00 
($0.001247) 


1,947.00 
($0.000513) 


Spanish  peseta 
s.0 


66.10 
($0.01513) 


174.78 
($0.0057) 


Swiss  franc 


like  Bill  Orsini  of  the  Bank  of  Mon- 
treal expect  the  dollar  to  perform  lus- 
tily through  year-end.  And  Oppenhei- 
mer  Rouse  Futures'  Gary  Dorsch  pre- 
dicts it  will  get  even  stronger  by 
spring. 

But  there  already  has  been  evidence 
that  the  Federal  Reserve  and  Europe's 
central  banks  are  prepared  to  keep  the 
dollar  from  getting  too  lusty. 

"I  myself  would  probably  consider 
locking  the  rate  up  now,"  Orsini  says. 
Dorsch  says  he  might  mark  time  a 
little  longer. 

Regardless  of  when  you  buy,  you'll 
find  no  shortage  of  places  to  buy  trav- 
eler's checks  denominated  in  foreign 
currencies.  You  can  start  with  major 
U.S.  and  foreign  banks.  Many  offer 
American  Express  checks  denominat- 
ed in  Canadian  dollars,  British 
pounds,  West  German  marks,  French 
and  Swiss  francs  and  Japanese  yen. 
Expect  to  pay  a  1%  commission  in 
many  banks.  But  that  charge  is  some- 
times waived  for  valued  cus- 
tomers. The  American  Auto- 
mobile Association  also  sells 
American  Express  checks,  gen- 
erally with  no  fee  to  members. 
Visa  foreign  traveler's  checks 
are  issued  by  some  11  institu- 
tions, including  Barclays  and 
Chase  Manhattan.  Counting 
the  U.S.  dollar,  Visa  checks  can 
be  purchased  in  ten  curren- 
cies— the  pound,  the  mark, 
Swiss  and  French  francs  and  the 
Spanish  peseta  among  them.  If 
your  bank  doesn't  have  Visa 
traveler's  checks  in  the  curren- 
cy you  need,  call  Visa's  Refund 
Referral  Service  (415-574-7111) 
for  a  bank  that  can  help. 

BankAmerica  sells  its  own 
brand  of  checks  (in  pounds, 
marks  and  dollars)  as  well  as 
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PanAms 
Million  Dollar 

Baby. 

'an  Am's  Putting  A  Million  Dollars  Into  Every  747  We  Fry, 
lb  Make  Sure  Clipper  Class  Is  The  Business  Class  To  Beat. 


/ 


The  money's  going  for  spacious  six-across 
seating,  with  wide  new  seats  and  more 
legroom  than  many  airlines  offer  in  First  Class. 

For  huge  new  overhead  bins  five  times 
larger  than  before,  with  room  for  190  pounds 
of  luggage  or  several  garment  bags  laid  out  flat. 

For  a  new  state-of-the-art  video  system 
that  provides  bigger,  brighter,  clearer  movies. 
For  comfortable  new  electronic  stereo  headsets 
specially  designed  for  high  altitude  hi-fidelity. 

For  a  gracious  new  international  meal 
service  created  by  12  famous  chefs,  and  much, 
much  more. 

It's  Pan  Am's  new  Clipper®  Class.  And  a 
million  dollars  says  it's  the  business  class  to  beat. 

^H  Pan  Am's  New  Clipper  Class. 

You  Can't  Beat  The  Experiencef 


® 


r 


It's  nice  to  leave  the  office  with  tickets,  hotel  reservations, 
and  a  cash  advance  snug  in  your  pocket.  But  all  that  efficient 
office  backup  doesn't  do  much  good  when  an  early  morning 
phone  call  sends  you  rushing  out  of  town  i 
save  a  key  account.  Fortunately,  you've  gc 
the  American  Express®  Card.  It  will 
back  you  up  in  more  ways  than  one. 

Get  more  than  tickets  at  the 
airline  counter. 

Naturally,  the  Card  can  handle  your 
tickets  at  the  airport,  but  did  you  know  , 
that  with  a  valid  ticket  you  can  also 


use  it  to  cash  a  personal  check  for  up  to  $50  at  particip 
airlines?  Right  at  their  counter.  In  addition,  most  majc 
U.S.  airports  have  American  Express  Centers  v, 
enrolled  Cardmembers  can  secure  still  mon 
funds  in  American  Express®  Travelers  Che 
Now  that  you've  got  money  and  tickets, yc 
phone  ahead  to  the  hotel  for  an  Ame 
Express*Card  Assured  Reservation. 

Your  business  can't  wait,  you 
hotel  room  can. 

With  an  Assured  Reservation,  you  ca 
straight  to  the  business  of  shoring  up  ths 


Be 
it 
b 

ti 

III 
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it  without  stopping  by  the  hotel.  Your  room  will  be 
\  for  you  no  matter  when  you  arrive. 
ise  call  before  6  p.m.  destination  time  (4  p.m.  at 
)  to  cancel  and  get  a  cancellation  number  so  that 
£ure  to  avoid  being  billed  for  the  first  night. 

I  an  extra  day  or  so  if  you  need  it.The  Card 
has  no  pre-set  spending  limit. 

don't  impose  a  pre-set  limit  on  your  spending  the  way 
ards  do.  After  all,  you  may  need  to  stay  longer  to  get 
ient  back  on  a  firm  footing, 
thases  are  approved  based  on  your  ability  to  pay 
pnstrated  by  your  past  spending,  payment  patterns, 


and  your  personal  resources.  And  since  we  provide  copies  of 
most  receipts  with  your  bill,  you'll  have  ample  documentation 
of  all  expenses  for  which  you  are  entitled  to  reimbursement. 

We  may  have  offices  where  you  don't. 

Maybe  all  you  need  is  the  name  of  a  good  local  restaurant. 
Maybe  your  ongoing  travel  plans  have  hit  a  snag.  Whatever 
it  is,  we'll  try  to  help.  Just  stop  by  any  one  of  the  nearly  1000 
American  Express  Travel  Service  Offices  worldwide.* 

If  you  don't  have  the  Card,  stop  by  anyway  and  pick  up 
an  application.  Or  call  1-800-THE-CARD. 
The  American  Express*  Card.  Don't  leave  home 
8  without  it.®  Especially  at  six  in  the  morning. 

Travel  Service  Offices  of  American  Express  Travel  Related  Services  Company,  Inc.,  in  affiliates  and  Representatives.     ©  American  Express  Travel  Related  Services  Company,  Inc.  1984 


Personal  Affairs 


dollar  Visa  and  MasterCard  checks. 
They  are  available  in  19,000  places 
around  the  country.  Each  sets  its  own 
fee,  if  any. 

Thomas  Cook,  whose  reputation 
abroad  rivals  that  of  American  Ex- 
press here,  has  teamed  up  with  Mas- 
terCard to  market  checks  in  nine  for- 
eign currencies  that  include  the 
pound,  mark,  Swiss  and  French  francs 
and  Dutch  guilder.  Ask  about  them  at 
principal  city  banks  or  at  the  64 
Thomas  Cook  offices  situated  in  ma- 
jor metropolitan  areas.  Cook  encour- 
ages its  sellers  to  keep  their  fees  and 
markups  low,  preferably  around  1% 
combined. 


Heading  for  London?  Almost  every- 
one is  selling  the  popular  pound — and 
watching  with  bated  breath  as  it  sinks 
closer  to  the  dollar.  Barclays  markets 
its  pound  checks  through  100  agents 
in  the  U.S.  The  Barclays  agents  set 
their  own  fees;  some  banks  may  slap 
on  a  1%  charge.  Thomas  Cook  was 
recently  quoting  a  $1.14  exchange  for 
its  pound,  only  slightly  above  the  in- 
terbank $1.12  rate. 

The  60-odd  offices  of  Deak-Perera 
U.S.  (which  is  not  in  Chapter  11;  oth- 
er parts  of  Deak  &  Co.  are)  also  can 
provide  traveler's  checks  issued  by 
BankAmerica,  Barclays,  Thomas 
Cook,  etc.  They  are  denominated  in 


marks,  Swiss  and  French  francs, 
pounds  (recently  $1.16,  with  no  fee), 
lire  and  yen. 

Deak  also  will  convert  your  dollars 
into  any  of  several  major  currencies 
and  open  an  account  for  you  in  a  for- 
eign bank.  You  can  leave  your  funds 
on  deposit  for  3,  6,  9  or  12  months  and 
get  today's  exchange  rate,  plus  inter- 
est in  the  foreign  currency. 

Wherever  you  buy  your  checks,  it's 
a  good  idea  to  place  your  order  a  week 
before  you  need  them.  Your  desired 
currency  may  not  be  in  stock. 

Despite  what  appears  an  obvious, 
safe  way  to  hedge  against  the  dollar's 
collapse,  traveler's  check  sales  in  for- 
eign denominations  have  amounted 
to  only  1%  or  2%  of  the  total  sold  in 
this  country.  But  this  year  you're  go- 
ing to  Europe,  remember? 


Increasing  the  yield  on 

i  parked  funds 

Dollars  have  been  flying  out  of  taxable  money 
accounts  as  interest  rates  plunge.  Tax-free 
funds  have  been  the  big  winners. 

market 
mutual 

Federal 
tax  bracket 

Aftertax  yield 
on  30-year,  US 

government 
bonds  (11.64%) 

Tax-exempt 
bond  fund 

Aftertax  yield 
on  bank  money    Tax-exempt 

market  ac-      money  market 
counts  (8.2%)            fund 

23% 

8.96% 

9.27% 

6.31% 

6.00% 

25 

8.73 

9.27 

6.15 

6.00 

26 

8.61 

9.27 

6.07 

6.00 

28 

8.38 

9.27 

5.90 

6.00 

30 

8.15 

9.27 

5.74 

6.00 

33 

7.80 

9.27 

5.49 

6.00 

34 

7.68 

9.27 

5.41 

6.00 

38 

7.22 

9.27 

5.08 

6.00 

42 

6.75 

9.27 

4.76 

6.00 

45 

6.40 

9.27 

4.51 

6.00 

48 

6.05 

9.27 

4.26 

6.00 

49 

5.93 

9.27 

4.18 

6.00 

50 

5.82 

9.27 

4.10 

6.00 

Combined 
New  York 
state,  city 
and  federal 
tax  bracket 

Aftertax  yield 
on  30-year,  U.S. 
US  govern- 
ment bonds 
(11.64%) 

New  York 
inter- 
mediate-term 
tax-exempt 
bond  fund 

Aftertax  yield 

on  bank  money 

market 

accounts 

(8.2%) 

New  York 

tax-exempt 

money  market 

fund 

34% 

7.68% 

8.32% 

5.41% 

5.87% 

39 

7.10 

8.32 

5.00 

5.87 

43 

6.63 

8.32 

4.67 

5.87 

45 

6.40 

8.32 

4.51 

5.87 

46 

6.29 

8.32 

4.43 

5.87 

49 

5.94 

8.32 

4.18 

5.87 

53 

5.47 

8.32 

3.85 

5.87 

55 

5.24 

8.32 

3.69 

5.87 

58 

4.89 

8.32 

3.44 

5.87 

59 

4.77 

8.32 

3.36 

5.87 

Source:  The 

Dreyfus  Corp 
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oney  market  rates  are  hovering  around  8.2%  now 
i  and  heading  south  fast  as  interest  rates  in  general 
continue  to  fall.  Can  you  beat  that  yield  without  taking 
a  lot  of  risk  and  still  have  the  instant  liquidity  of  a 
money  market  fund  or  bank  account? 

If  you  are  in  any  kind  of  tax  bracket  worth  complain- 
ing about,  the  answer  is  yes.  You  can  top  money 
market  yields  with  either  tax-free  money  market  funds  > 
or  tax-exempt  bond  funds.  And  you  still  have  liquidity. 
You  can  sell  your  shares  in  those  funds  with  a  tele- 
phone call,  in  most  cases.  And  some  even  offer  ai 
checkbook,  as  with  regular  money  market  accounts. 

Let's  look  at  the  numbers.  Tax-free  money  markett 
accounts  are  currently  yielding  about  6%  (most  no- 
load  fund  families,  as  well  as  most  brokers,  offer  them). 
Tax-free  money  funds  work  the  same  way  as  regularr 
money  market  funds,  with  one  obvious  exception:  Thee 
fund  managers  invest  in  short-term,  tax-free  govern- 
ment securities.  The  interest  earned  is  passed  along  to> 
you,  free  of  all  federal  taxes.  If  you  are  in  a  tax  bracket: 
of  28%  or  above,  you  could  be  better  off  with  a  tax-freet 
money  account  than  a  regular,  taxable  money  market: 
account  that  nominally  yields  several  points  more  (see* 
tables). 

If  you  are  willing  to  accept  a  degree  of  risk — they 
have  been  on  a  roller  coaster  these  past  few  years — youj 
can  do  even  better  than  that  with  intermediate-  on 
long-term  tax-free  bond  funds.  And  you  still  have  li- 
quidity. The  major  difference  between  these  funds  andJ 
the  two  types  of  money  market  funds  (taxable  and  tax- 
free)  is  the  share  value.  Money  market  funds  maintain 
a  $1 -per-share  value.  The  share  value  of  municipal 
bond  funds — intermediate  and  long  term — can  fluctu- 
ate as  the  value  of  the  bonds  in  the  portfolio  increases 
or  decreases,  depending  upon  interest  rates.  As  the; 
table  shows,  yields  on  these  tax-free  funds  are  eveni 
higher  than  those  of  taxable  money  market  accounts. 

Finally,  as  long  as  you  are  considering  tax-free  mu- 
nicipal bond  funds,  you  might  consider  those  that  are 
double  or  triple  tax-exempt.  If  you  live  in  a  state  with  a 
high  state  income  tax  rate — such  as  New  York  or 
California — there  are  funds  tailored  for  you.  In  New 
York  City,  where  residents  are  triple-taxed,  there  are 
totally  tax-free  funds  now  yielding  8.32%.  For  the 
highest-bracket  taxpayer  (59%  including  federal,  state 
and  city  taxes),  that  yield  compares  with  3.36%  net  on 
an  ordinary  money  market  account. — W.G.F. 
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Careers 


The  computer  lands  on  your  desk.  Are  you  expected  to 
become  a  new-era  manager  overnight? 

Log  on  or  perish 


By  Matthew  Schifrin 


If  there  is  a  personal  computer  in 
your  future — courtesy  of  your  em- 
ployer— common  sense  dictates  you 
had  better  learn  to  operate  it.  And  that 
means  more  than  learning  to  play 
blackjack  with  the  beast  or  simply 
sending  memos. 

Companies  differ  as  to  what  kinds 
of  training  they  provide  when  they 
plop  personal  computers  on  their  em- 
ployees' desks.  Many  firms — United 
Technologies  is  one  example — insti- 
tute formal  training  sessions,  often 
conducted  by  consultants.  Typi- 
cally, these  sessions  run  two  to 
four  days. 

Others  leave  it  to  the  employ- 
ees to  teach  themselves.  Cigna 
has  set  up  three  information 
centers  where  employees  can 
spend  time  on  self-instruction. 
Employees  can  also  set  up  their 
own  personal  computer  clubs  to 
enhance  their  skills. 

Hardly  anyone  is  totally  com- 
puter-illiterate these  days.  Even 
if  there  still  is  no  computer  in  your 
house,  you  have  doubtless  heard  or 
read  enough  about  personal  comput- 
ers— many  of  the  ads  are  brilliant — to 
know  quite  a  bit  about  how  they  oper- 
ate and  what  they  can  do. 

Before  PC  Day  arrives,  find  out 
what  kind  of  instruction  will  be  pro- 
vided, who  will  offer  it  and  what  kind 
of  system  will  be  put  in  place. 

Bear  in  mind  that  companywide 
training  sessions  might  not  be  appro- 
priate for  all  senior  managers.  Travel 
plans,  meetings  or  other  appoint- 
ments could  interfere.  Worse,  you 
could  be  embarrassed  by  underlings. 

At  MidCon  Corp.,  a  Lombard,  111.- 
pased  energy  company,  clerks  and 
managers  sat  side  by  side.  Says  Tess 
Vloravec,  an  executive  secretary,  "It 
vas  a  lot  of  fun  to  see  the  managers 
making  the  same  mistakes  we  did.  It 
nakes  you  feel  good." 
i  If  your  company  does  not  provide 
ivhat  you  think  will  be  adequate  or 
fuitable  training,  there  is  no  shortage 
)f  alternatives.  Retailers  stage  classes 


for  recent  or  would-be  purchasers  of 
their  wares.  Colleges  in  your  area,  and 
even  some  high  schools,  may  offer 
familiarization  classes.  Major  com- 
puter suppliers  offer  training  in  the 
use  of  their  own  hardware. 

There  are  a  few  pointers  to  keep  in 
mind  if  you  decide  to  seek  outside 
help.  First,  make  sure  you  have  access 
to  a  computer,  or  soon  will.  Without 
time  at  the  keyboard,  and  the  inevita- 
ble trial  and  error,  what  you  learn  in 
class  will  be  quickly  forgotten. 

Stay  away  from  classes  that  assign 
more  than  two  students  to  a  comput- 


P:urkk  McDonnell 


er.  Ideally,  classes  should  be  small, 
say  six  or  seven  people  per  instructor, 
and  each  student  should  have  a  per- 
sonal computer. 

Before  you  sign  up  for  any  course, 
get  an  outline  to  ensure  that  the  train- 
ing fits  your  business  needs.  Learning 
to  program  in  a  computer  language, 
for  example,  is  hardly  necessary  with 
so  much  software  already  available. 
That's  like  reinventing  the  wheel. 

Beware  the  instructor  who  speaks 
in  jargon  and  boasts  a  super-high-tech 
background.  The  ideal  instructor  has 
a  backround  in  some  business  area 
(preferably  yours)  as  well  as  in  the 
necessary  technology. 

Retail  stores  such  as  Computer- 
Land and  Entre  offer  training  courses 
on  hardware  and  software  programs 
they  sell.  A  two-hour  course  in  sys- 
tems familiarity  at  an  Entre  store  in 
mid-Manhattan  runs  $65;  eight  hours 
of  software  application  training  (Lo- 
tus, for  example]  costs  $250  more.  At 
ComputerLand  on  Century  Boulevard 
in  Los  Angeles  a  five-hour  familiarity 


course  will  set  you  back  $80;  software 
training  in  Lotus  costs  $130.  Sears 
Business  Systems  Centers  in  several 
test  locations  are  offering  three-hour 
courses  in  software  for  $95. 

Computer  store  courses  are  fairly 
generic,  so  if  you  want  a  lot  of  individ- 
ual attention  and  training  tailored  to 
particular  business  needs,  look  else- 
where or  expect  to  pay  more. 

The  computer  suppliers  also  offer 
such  training,  using  their  own  equip- 
ment. Wang  Laboratories  segregates 
classes  by  the  functions  the  learners 
are  most  likely  to  perform  on  the  job. 
For  executives,  Wang  breaks  the  ice 
with  a  one-day  basic  introductory 
class  called  "Getting  Ready  for  Your 
Wang  PC."  After  that  you  get  down  to 
the  nitty-gritty  with  a  two-day  work- 
shop in  software  training.  Cost:  $195 
a  day.  Wang  has  ten  such  training 
centers  in  major  U.S.  cities. 

IBM's  nationwide  Product  Centers 
are  open  to  everyone,  offering  3V2- 
hour  software  training  sessions  at  $95 
per  session.  If  your  company  is  one  of 
its  customers,  you  can  contact  your 
local  IBM  branch  office  and  arrange  to 
attend  a  free,  one-day  executive 
seminar  on  hardware  and  soft- 
ware applications.  Only  senior 
executives  may  attend. 

Most  local  colleges  and  adult 
education  centers  offer  inexpen- 
sive literacy  training  courses.  At 
New  York's  Adelphi  University 
adults  can  take  a  three-hour,  $45 
generic  introductory  course 
sponsored  and  taught  by  Texas 
Instruments  professionals,  us- 
ing TI  computers. 
Even  if  your  company  offers  excel- 
lent basic  training,  it  can  be  a  good 
idea  to  take  your  computer  to  busi- 
ness school.  At  Stanford  and  Colum- 
bia business  schools,  courses  for  ex- 
ecutives emphasize  the  way  comput- 
ers can  support  managerial  decisions. 
Computer  literacy  is  ancillary.  Co- 
lumbia's program  runs  $1,000  for  3 'A 
intensive  training  days  in  the  Ramapo 
mountains  northwest  of  New  York 
City.  More  than  one  of  those  days  is 
devoted  solely  to  hypothetical  prob- 
lem solving. 

Recognize  that  your  personal  com- 
puter has  hidden  talents.  "There  are 
smart  people  out  there  using  smart 
terminals  for  dumb  reasons,  and  there 
are  smart  people  using  smart  termi- 
nals intelligently,"  says  Charles  Mar- 
tin, editor  of  Personal  Computing. 
"Both  are  computer-literate.  The 
managers  who  will  really  do  well  are 
those  few  who  understand  computers, 
ask  the  'what  if'  questions  and  use 
them  as  a  decision  support  tool." 
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Powering  the  U.S.  Navy's  newest  ship 

helps  power  Colt. 


She  seems  an  unlikely 
combination  of  cargo  ship 
and  dry  dock  as  she 
shoulders  through  the 
waves.  Then  she  heaves  to; 
and  from  an  almost  instantly 
flooding  well  deck  in  the  stern 
emerge  four  high-speed  landing 
craft,  fully  manned  and  ready  to  storm  the  beach. 

The  unusual  vessel  is  the  United  States  Navy's 
newest  landing  ship  dock,  the  LSD-41.  And  her 
muscle  is  provided  by  four  16-cylinder  Colt- 
Pielstick®  PC2  diesel  engines  built  by  the  Fairbanks 


Morse  Engine  Division  of  Colt  Industries. 

Those  Colt-Pielstick  diesel  engines  are  so 
efficient  that  the  Navy  estimates  a  fuel  savings 
of  30  percent  over  the  life  of  the  LSD  vessels. 

The  Navy  plans  to  build  at  least  ten  LSDs,  e  « 
propelled  by  four  Colt-Pielstick  engines.  Each  Li  in 
will  also  use  four  Fairbanks  Morse  diesel  engine  -  »di 
generators  for  on-board  electric  power,  as  cur-  |e 
rently  do  the  Navy's  Los  Angeles  class  nuclear  lo 
submarines.  m 

Fairbanks  Morse  is  now  preparing  to  build  < 
large  Colt-Pielstick  PC4.2  diesel  engines.  These  ir . 
technologically  advanced,  medium-speed,  higH: 


d0 


■■ 


sepower,  highly  fuel-efficient  engines  will 
jwer  the  U.S.  Navy's  newT-AO  187  class  fleet 
:rs. 

Fairbanks  Morse  is  one  of  the  great  names  in 
lerican  industry  and  is  helping  to  power  the 
inings  performance  of  Colt  Industries.  Colt,  a 
ding  industrial  products  company,  with  annual 
is  in  excess  of  $1.5  billion  in  the  aerospace  and 

iomotive  industries,  in  machinery  and  equip- 

Int,  in  materials  and  components. 
For  a  closer  look  at  Colt  Industries,  write  for 

I  latest  financial  reports.  Colt  Industries  Inc, 

Ibt.  84A,  430  Park  Avenue,  New  York,  NY  10022. 


Holley  carburetors  •  Chandler  Evans  fuel  controls  •  Menasco 
aircraft  landing  gear  •  Gariock  industrial  seals  and  components  • 
Stemco  truck  products  •  Fairbanks  Morse  diesel  engines,  pumps 

•  Fairbanks  industrial  scales  •  Pratt  &  Whitney  machine  tools  • 
Elox  electrical  discharge  machining  equipment  •  Delavan  gas 
turbine  products  •  Crucible  specialty  steels,  permanent 
magnets  •  Trent  welded  stainless  steel  pipe  and  tubing  •  Quincy 
compressors  •  Colt  firearms  •  Central  Moloney  transformers 

•  Farnam  gaskets  •  France  compressor  products 


Colt  Industries 
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Faces 

Behind  the  Figures 


Edited  by  Pamela  Sherrid 


"Why  change?" 


Tlhe  Australian  government  last 
year  decided  to  open  up  its  banking 
industry  to  foreigners.  Since  then  the 
department  of  Treasury  in  Canberra 
has  received  proposals  from  42  banks 
in  19  countries,  including  Chase 
Manhattan  and  Citicorp.  Within  the 
next  few  weeks  about  six  foreign  in- 
stitutions will  get  the  go-ahead. 


Whoever  wins,  you  would  think 
one  loser  would  have  to  be  Robert 
White.  White,  61,  is  managing  direc- 
tor of  Westpac  Banking  Corp.,  the 
largest  bank  in  Australia,  which  will 
soon  have  new  competition  on  its 
home  turf.  But  White,  who  shows  up 
often  on  the  dais  of  international  busi- 
ness forums,  isn't  moaning.  Instead  of 


defending  the  status  quo,  he  is  a  vocal 
proponent  of  deregulation  and  has 
been  shaking  up  his  bank  to  meet  the 
new  challenges. 

Westpac  itself  is  the  result  of  a  felt 
need  to  change.  It  was  created  in  1982 
by  the  merger  of  Bank  of  New  South 
Wales  and  Commercial  Bank  of  Aus- 
tralia, the  biggest  merger  in  Austra- 
lian   corporate    history.    Australians  |« 
can  be  a  conservative  lot,  says  White. 
"The  Wales,"  founded  in  181 7,  is  Aus-  f 
tralia's  most  venerable  company.  Just  jtf 
the  idea  of  its  taking  on  such  an  a; 
"American"  name   as  Westpac   (foi  :l 
Western   Pacific)   produced   a   lively  i 
41/2-hour  shareholders'  meeting. 

Size  will  be  critical,  White  believes,  C 
both  in  his  home  market  and  in  the 
whole  Pacific  region,  where  Westpac  -  oi 
is  coming  up  against  increasingly  ag- 
gressive Japanese  banks.  Westpac's  as-* 
sets  of  $33  billion  include  a  staggering  i  si 
30%  of  Australian  deposits,  but  it'll 
would  rank  only  10th  or  11th  in  sizeAi 
in  the  U.S. 

White  has  been  trying  to  give  his 
organization  more  of  a  marketing  ori-i 
entation,  establishing  the  first  systems 
of  automated  teller  machines  virtual-lS 
ly  throughout  Australia. 

He  also  has  been  pushing  WestpaoiWi 
into  the  U.S.  Four  branches  here  haveijjiij 
been  brought  together  under  an  ex-m 
ecutive  White  hired  from  Chase  Man-i^. 
hattan.  Westpac  has  begun  offeringi 
commercial  paper  in  the  U.S.  and  hai 
been  showing  up  more  often  in  bigj 
loan  syndications.  The  bank  had,  foi 
example,  a  piece  of  the  financing  of 
Chevron's  acquisition  of  Gulf. 

White  grew  up  in  the  institution  he|| 
is  trying  so  hard  to  change,  havingm 
joined  "the  Wales"  right  out  of  high* 
school.  After  what  he  calls  "an  undis- 
tinguished army  career"  during  World 
War  II,  he  rose  through  the  ranks  taflf. 
become  chief  executive  in  1977.  Hei,Ji 
laughs  when  he  remembers  his  firsts! 
meeting  as  the  bank's  head.  "One  oiL 
my  erstwhile  superiors  challenged  my 
plans  on  the  grounds  we  had  been    j 
doing  it  this  way  for  100  years.  'Why 
change?'  " — Kathleen  K.  Wiegner 


' 


Westpac's  Robert  White  on  a  visit  to  bis  San  Francisco  outpost 
The  foreigners  are  coming,  but  he  isn't  moaning. 


Greetings! 

Gibson    Greetings    made    a    little 
news  in  1982,  when  a  group  of 
investors  led  by  former  Treasury  Sec-, 
retary  William  Simon  bought  Gibson' 
from  RCA  in  one  of  the  early,  bigi 
leveraged  buyouts.  Then  in  May  1983, 
just  before  the  height  of  the  new-is- 
sues boom,  the  company  went  public, 
making  a  great  deal  of  money  for  its 
owners.  Finally,  last  August,  Gibson 
got  caught  in  a  lively  takeover  drama. 
The  company  was  nearly  acquired  by 
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Walt  Disney  Productions,  which  was 
itself  trying  to  avoid  a  takeover  by 
Saul  Steinberg. 

Through  it  all  Thomas  Cooney  has 
Deen  successfully  minding  the  store 
it  the  135-year-old  manufacturer  of 
greeting  cards  and  gift  wrap — and  do- 
ng  well  for  himself,  too.  Cooney,  59, 
Decame  chief  executive  of  Gibson  sev- 
;n  years  ago,  after  more  than  two  de- 
cades of  selling  ccnsumer  products  at 
American  Home  Products,  Fairmont 
::oods  and  Pfizer.  As  a  salaried  man- 
ager for  RCA,  he  was  probably  making 
;:lose  to  $200,000  a  year  when  Simon 
isked  him  to  be  part  of  Gibson's 
myout  team.  For  a  mere  $51,000, 
Zooney  was  able  to  buy  5%  of  the 
:ompany  he  was  running.  That  works 
»ut  to  about  10  cents  a  share. 

Cooney  became  a  wealthy  man 
vhen  Gibson  went  public  at  $27.50  a 
hare.  His  5%  was  worth  over  $13 
Inillion.  Gibson  stock  slumped  to 
iil8,  then  climbed  to  $28  in  anticipa- 
ion  of  the  Disney  takeover.  Cooney 
vas  disappointed  that  the  Disney  of- 
er  was  thwarted  by  Irwin  Jacobs,  then 

big-stakes  player  in  Disney  stock, 
iut  he's  not  complaining.  Disney  will 
ay  Gibson  at  least  $7.5  million  in 
amages,  and  Gibson  stock  has  gone 
lip  to  over  $31 .  Cooney  now  has  5.7% 
f  the   company,    and   his   stock   is 


worth  over  $18  million. 

The  Disney  fracas  also  generated  a 
lot  of  news  coverage,  which  was  good 
for  business.  "We  got  visibility,  no 
question  about  it,"  says  Cooney.  Last 
year  the  company,  which  had  sales  of 
$302  million,  earned  over  $28  mil- 
lion. That's  a  generous  27%  jump  in 
profits  over  1983.  Since  Cooney  took 
charge,  he  has  roughly  doubled  Gib- 
son's share  of  the  greeting  card  prod- 
ucts market,  to  around  10%,  by  im- 
proving distribution  and  snaring  li- 
censes to  popular  characters  such  as 
Garfield  the  Cat.  Aftertax  margins 
have  improved  sharply,  to  more  than 
9%  .—Barbara  Rudolph 

Hot  commodity? 

Barry  Lind  gets  a  certain  gleam  in 
his  eye  when  he  talks  about  the 
$54  million  that  Bank  of  America  paid 
to  acquire  Charles  Schwab's  discount 
stock  brokerage  business  two  years 
ago.  Lind,  you  see,  is  chairman  and 
founder  of  Lind-Waldock  &  Co.,  the 
nation's  largest  discount  commodity 
broker.  "With  the  big  banks  getting 
into  securities  discount  brokerage," 
says  Lind,  "the  commodities  dis- 
counting business  has  become  legiti- 
mate." Lind,  46,  who  pioneered  dis- 
counting in  commodities  back  in  the 
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nomas  Cooney  of  Gibson  Greetings 
tveraged  buyouts,  takeover  dramas — he's  done  well  through  it  all. 
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Commodities  broker  Bany  Lind 
Looking  for  a  rich  parent. 

late  Seventies  and  now  owns  about 
50%  of  his  firm,  is  eager  to  cash  in. 
This  fall  he  hired  Salomon  Brothers  to 
find  a  buyer  for  his  company. 

Lind  has  some  attractive  numbers 
to  sell.  His  Chicago-based  firm 
brought  in  $14  million  in  commis- 
sions in  1984,  not  much  compared 
with  the  $100  million  or  so  in  com- 
modity revenues  of  the  full-service 
big  boys  such  as  Merrill  Lynch  and 
Shearson  Lehman. 

But  the  bottom  line  tells  another 
story.  Commodity  profits  at  the  full- 
service  firms  have  dwindled,  while 
Lind's  profits  have  climbed  steadily, 
to  over  $4  million  last  year.  Amateur 
investors,  who  use  the  full-service 
firms,  have  deserted  the  sluggish 
commodities  markets.  Lind  serves  a 
more  experienced  clientele  who  stay 
in  the  markets.  They  don't  care  about 
research  and  are  happy  to  pay  Lind  an 
average  $25  for  a  round-trip  contract, 
vs.  up  to  $50  at  a  full-service  firm. 

Lind  makes  money  at  those  prices 
by  keeping  costs  low — no  commis- 
sioned brokers  garnering  35%  to  55% 
of  each  trade.  Lind's  7,500  customers 
telephone  salaried  order  takers  who 
sit  elbow-to-elbow  in  a  large,  scruffy 
loft.  Instead  of  a  costly  research  staff, 
customers  can  pay  $25  more  a  month 
to  phone  up  a  tape  of  Lind's  market 
analysis  delivered  in  a  hoarse  voice,  a 
remnant  of  his  days  as  a  floor  trader. 

Lind  got  into  the  commodities  busi- 
ness in  1962,  buying  a  seat  on  the 
Chicago  Mercantile  Exchange  for 
$4,425.  By  the  mid-Seventies  he  had  a 
13-branch  operation  and  was  a  mem- 
ber of  the  board  of  governors  of  the 
Merc.  While  Lind  debated  the  merits 
of  discounting  in  the  boardroom,  his 
uncle  Herbert  Young,  now  67  and 
president  of  Lind-Waldock,  was  out 
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Cnessie  System  Railroads 


Seaboard  System  Railroad 


Texas  Gas  Resources 


American  Commercial  Lines 


CSX  Corporation's  divers  ir 
profit  sources  have  help*  | 
drive  its  revenues  from  $  - 
billion  to  $8  billion  in  the  . 
last  12  months.  ster 

Now,  by  adding  the    J 
unique  capabilities  of  tfc 
American  Commercial 
Barge  Line  to  its  railroac  je 
truck  and  distribution  W(  • 
house  network,  CSX  is  le<  ; 
ing  the  way  into  a  new  i  ■* 
of  one-stop  intermodal  si 
ping  throughout  the  USA   , 


m  CSX  Provides  Shippers  With 
tal  Transportation  Services  By 
fering  Trains,  Trucks  Or  Barges 
The  Best  Distribution  Mix. 


CBL  has  over  1,600 
jes  and  almost  70  tow- 
h  v/orking  along  15,000 
^s  of  the  nation's  inland 
^rways.  It  hauls  some 
4  illion  tons  of  cargo 
laally. 

IaCBL's  subsidiary  com- 
pes  design  and  build 
sleet,  provide  mainte- 
Ce  services,  and  offer 
Kge  and  transfer  facili- 
pr  railroads  and  trucks 
srategic  points. 


CSX  keeps  coming  up 
with  more  productive  ways 
to  realize  its  own  potential 
and  help  make  American 
producers  more  competitive 
in  world  markets.  And  this 
country's  distribution  ser- 
vices have  never  looked  so 
shipshape! 

For  more  information 
on  CSX,  write:  Corporate 
Communications,  PO.  Box 
C-32222,  Department  B-4F, 
Richmond,  VA  23261. 
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visiting  Charles  Schwab  in  California. 
Impressed  with  Schwab's  success, 
Young,  a  onetime  real  estate  develop- 
er, persuaded  Lind  to  try  discounting. 
Now  Lind  says  he  needs  more  cap- 
ital to  expand.  One  industry  expert 
values  Lind's  firm  at  about  $20  mil- 
lion, or  two  times  net  worth.  But  re- 
membering the  three  times  net  worth 
that  Bank  of  America  paid  for  Schwab, 
Lind  wants  more. — Lisa  Gubernick 

Steel  star 

As  a  star  guard  for  the  Detroit  Pis- 
itons  in  the  Seventies,  Dave  Bing 
was  a  seven-time  National  Basketball 
Association  All-Star.  Soon  after  retir- 
ing from  the  game  in  1978,  he  started 
his  own  steel  fabricating  company  in 
Detroit,  and  these  days  Bing,  41,  is 
garnering  a  different  kind  of  laurel. 
Last  fall  President  Reagan  named  Bing 


the  National  Minority  Small  Business 
Person  of  the  Year.  But  Bing  isn't  pol- 
ishing his  trophies.  "I'd  trade  them  all 
for  some  dollars,"  he  says. 

Making  money  is  not  a  new  interest 
for  Bing.  As  an  Ail-American  at  Syra- 
cuse University,  Bing  earned  his  B.A. 
in  economics  and  marketing.  Like  a 
good  many  other  professional  ath- 
letes, Bing  worked  in  business  during 
off-seasons:  eight  years  at  National 
Bank  of  Detroit  and  two  years  as  a 
Chrysler  management  and  dealership 
trainee.  "I  always  dreamed  of  being 
involved  in  big  dollars  and  big  busi- 
ness," he  says. 

After  he  left  basketball,  Bing  spent 
two  years  in  a  training  program  at 
Detroit-based  Paragon  Steel,  a  struc- 
tural steel  company.  Paragon  went 
bankrupt  a  few  years  later,  but  by  that 
time  Bing  had  left  to  start  his  own 
firm.  "The  industry  was  really  on  its 
knees  when  I  got  into  this  business," 
Bing  says.  "I  knew  that  steel  had  no 
place  to  go  but  up." 

To  finance  his  company,  Bing,  who 
made  over  $200,000  a  year  at  the  top 
of  his  basketball  career,  put  down 
$80,000  of  savings  and  used  his  bank- 
ing contacts  to  get  a  $250,000  line  of 
credit.  The  first  year  was  rough.  "I 


was  scared  to  death,"  he  says. 

Now  Bing  Steel  is  prospering.  In  the 
last  four  years  sales  have  increased 
from  $1.7  million  to  $34  million.  Bing 
expects  sales  for  the  fiscal  year  ending 
June  30  to  be  above  $40  million  and 
says  pretax  earnings  are  currently 
about  10%  of  sales. 

Bing's  firm  buys  steel  from  domes- 
tic mills,  cuts  it  to  order  and  then 
trucks  it  to  53  customers,  such  as 
General  Motors,  Ford  Motor  Co.  and 
Deere  &.  Co.  Last  year  Bing  founded 
Heritage  21,  a  construction  company 
that  specializes  in  building  renova- 
tions. He  may  buy  a  metal  stamping 
operation. 

Though  most  of  his  customers 
aren't  required  to  buy  from  minority- 
owned  businesses,  many  have  a  cor- 
porate policy  of  steering  some  pur- 
chases that  way.  "If  a  major  corpora- 
tion is  sincere  in  its  effort  to  develop 
minority  companies,  then  it  does  help 
me,"  Bing  states.  Bing  says  his  is  the 
first  black-owned  steel  service  com- 
pany in  the  country.  In  addition,  Bing 
easily  capitalizes  on  his  celebrity  in 
Detroit.  "When  I  call  someone  and 
leave  my  name,"  Bing  says,  "he  usual- 
ly calls  me  back." — Katharine  Blood 


Steel  entrepreneur  Dm  e  Bing 

"I  knew  the  industry  had  no  place  to  go  but  up. 


New  battle 

Diebold,  Inc.  has  already  managedJ 
one  remarkable  transformation. 
Faced  with  a  slowing  market  for  itss 
bank  safes  and  vaults  in  the  Seventies,.,  ( 
Diebold 's  management  made  a  boldd 
decision  to  concentrate  on  automated  i 
teller  machines.  An  unlikely  high- 
tech  gamble  for  a  Canton,  Ohio-basedd 
company  founded  in  1859.  But  Die- 
bold  won.  It  has  held  a  dominant  45% . , 
share  of  the  U.S.  ATM  market  despitet 
intense  competition  from  such  giants  i 
as  IBM  and  NCR.  And  it  has  scored 
profit  gains  over  25%  annually  for  thet 
past  five  years,  earning  about  $60  mil-! 
lion  in  1984  on  sales  of  $474  million.) 

Now  Robert  Mahoney,  who  became 
president  of  Diebold  last  year,  is  try- 
ing for  another  transformation.  Earli-i, 
er,  when  Diebold  drastically  shifted    , 
its  product  mix,  it  had  the  advantage    ,.. 
of  continuing  to  sell  to  banks,  where    • 
the  Diebold  name  was  well  respected.  ih 
Now     many     banks     already     have    [, 
ATMs.  So  Mahoney  wants  to  push 
Diebold's  hard-won  expertise  into  re- 
tail environments,  automating  trans- 
actions at  supermarkets,  convenience 
stores  and  gas  stations.  "The  opportu- 
nity is  to  leverage  Diebold's  success," 
Mahoney  says. 

So  far  the  results  are  encouraging. 
For  instance,  in  January  the  company 
announced  a  big  order  from  National 
Transactions  Systems  to  place  a  total  ,  ^ 
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Robert  Mahoney,  president  of  Diebold 
No  lines  in  the  checkout  lane. 

i 

of  1,000  Diebold  cash-dispensing  ma- 
chines in  7-Eleven  convenience  stores 
and  Safeway  supermarkets  on  the 
West  Coast. 

Retail  electronic  payment  systems 
are  still  developing,  so  it's  not  clear 
where  the  electronic  debit  card  will 
prevail  over  machines  that  give  cash 
£)r  store  scrip.  Diebold  makes  both 
kinds  of  systems.  Unlike  its  competi- 
tors, it  can't  add  debit-card  capability 
to  an  already  installed  base  of  elec- 
tronic cash  registers. 

But  Mahoney  thinks  he  can  turn  his 
lewcomer  status  to  his  advantage  by 
alacing  payment  terminals  away  from 
the  checkout  lane.  Many  retailers,  he 
:laims,  don't  like  the  idea  of  lines 
jacking  up  at  the  cash  register  if  a 
:ustomer  doesn't  have  enough  money 
In  his  bank  account  to  pay  with  a 
lebit  card. 

Mahoney,  48,  is  plotting  Diebold's 
itrategy  sooner  than  he  expected.  Af- 
:er  21  years  in  sales  and  marketing 
Ivith  NCR,  he  was  hired  in  1982  as  a 
Senior  vice   president   by   Diebold's 
•hen-chief  executive,  Earl  Wearstler, 
fcind  its  Chairman  Raymond  Koontz. 
tWearstler  died  unexpectedly  last  year 
ftt  the  age  of  59.  Mahoney  moved  up 
lo  president  while  Koontz,  72,  who 
led  the  company  into  the  ATM  busi- 
ness, reassumed  the  chief  executive's 
litle.     Mahoney,     a     Brooklyn-born 
tiands-on  manager  who  gives  the  im- 
pression of  knowing  where  every  Die- 
liold  machine  is  installed,  is  a  sure  bet 
to  succeed  him.  Does  he  want  the  job? 
Absolutely,"  Mahoney  says. — P.S. 


Cash  cow 
for  sale 

James  Kelly,  61,  chief  executive  of 
Sperry  &  Hutchinson  Co.,  is  in  an 
odd  situation.  Earnings  at  his  old 
Green  Stamp  company  have  finally 
turned  up  after  five  bad  years,  a  fact 
that  obviously  pleases. 

But  S&JTs  turnaround  also  compli- 
cates things.  Since  1981  Kelly's  com- 
pany has  been  a  subsidiary  of  Bald- 
win-United, the  notorious  seller  of 
annuities.  Since  Baldwin-United  de- 
clared bankruptcy  two  years  ago,  it 
has  sold  off  a  host  of  its  holdings, 
including  Baldwin  Piano  and  the  com- 
pany's data  services  division.  Now 
S&.H  is  the  largest  piece  still  on  the 
block.  And  because  S&H  is  doing 
somewhat  better,  Baldwin-United 
wants  a  better  price.  That  means 
more  frustrating  delay  for  Kelly. 

"We'd  like  to  be  sold  and  clear  the 
air,"  says  Kelly.  He  has  been  with 
S&.H  for  20  years  and  decorates  his 
Manhattan  office  with  company 
memorabilia,  including  a  replica  of 
the  firm's  first  redemption  center, 
built  in  1897.  "It  would  be  good  for 
morale,  and  there  is  a  negative  percep- 
tion in  being  aligned  with  a  company 


in  Chapter  11."  But,  he  adds,  "There's 
no  great  emergency." 

Baldwin-United's  former  boss,  Mor- 
ley  Thompson,  was  attracted  to  S&H 
in  the  first  place  because  it  had  a  $150 
million  cash  hoard,  thanks  to  the  sale 
of  a  furnishings  division.  Thompson 
garnered  more  cash  by  selling  off 
S&H's  insurance  brokerage  division 
in  1982. 

S&H's  basic  business  is  not  as  hot 
as  it  was  a  decade  ago.  Gas  stations 
and  grocery  stores  that  once  used  trad- 
ing stamps  to  attract  customers,  pay- 
ing S&H  2%  of  their  sales,  these  days 
are  more  likely  to  compete  on  price. 
Still,  it's  improving.  In  1984,  thanks 
to  the  strong  economy,  S&H  sales 
rose  5%,  to  $290  million,  and  pretax 
profits  5%,  too,  to  $10  million. 

But  30%  of  the  people  redeeming 
S&.H  stamps  are  50  to  64  years  old, 
while  another  20%  are  65  or  older. 
Hardly  dazzling  demographics.  So 
who  might  want  S&H?  Potential 
buyers,  Kelly  says,  include  promo- 
tional agencies,  retailers  or  food 
companies.  "We  have  a  consistent 
cash  flow,"  Kelly  says  proudly,  "and 
we've  never  had  a  losing  year  in  our 
history." — Jeffrey  A.  Trachtenberg 


James  Kelly,  chief  executive  ofSpeny  &  Hutchinson 
Belonging  to  Baldwin-United  is  no  fun. 
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tUSA 
TODAY 


USA  TODAY. 

Not  only  the  nation's  newspaper.    ■"■ 

The  nation's  3rd  largest  newspaper 

in  just  2  short  years! 

It's  growing  bigger,  bolder 

and  better  every  day. 

USA  TODAY  has  changed  the  way 

people  look  at  newspapers. 

It's  quick  instead  of  slow, 

interesting  instead  of  dull, 

visual  instead  of  verbal. 

It's  always  on  target, 

up-to-the-minute  and     — 

refreshingly  concise.    =: 

USA  TODAY  is  wanted,  read  and 

talked  about  every  day  by 

5  million  of  the  most  interesting, 

influential  and  celebrated 

readers  in  this  nation. 

By  subscription,  on  newsstands,  or  in 

our  street-smart  vending  machines, 

the  newspaper  of  tomorrow  is  here  today! 

*  SOURCE:  SMM,  1984 
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TODAY 


THE  NATION'S  NEWSPAPER 


VIA  SATELLITE 


Senator  Howard  Baker 
for  USA  TODAY  News: 

USA  TODAY  gives  me  more  news 
and  information  in  less  time — 
clearly,  concisely,  and  accurately!" 


Bill  Marriott 

for  USA  TODAY  Money: 

The  USA  TODAY  Money  sectior 

is  business  at  its  most  colorful. 

most  graphic. 

most  insightful. 

I  check  into  it  every  day' 


Newlyweds  Deborah  &  Joe  Namath 

for  USA  TODAY  Sports: 

Deborah:  "I've  always  loved  sports. 

Even  before  I  married  Joe  I  spent  time  every  day  with 

the  incredible  USA  TODAY  sports  section." 

Joe:  "In  fact.  Deborah  knows  so  much 

about  sports,  she  caught  my  last  pass." 


Joan  Collins 

for  USA  TODAY  Life: 

Theatre,  movies.  TV, 
The  Arts,  Books  and  Fashion . . . 
The  Life  section  of  USA  TODAY 
separates  the  facts  from  the  gossip 
and  the  men  from  the  boys. 


Wilt  Chamberlain 

on  USA  TODAY  Weather: 

When  somebody  says  to  me. 
Hows  the  weather  up  there,  Wilt9' 
I  just  whip  out  USA  TODAYS 
full-color  weather  page  and  say, 
In  what  state,  shorty?  " 


"Information  about  money  is  becoming 
almost  as  important  as  money  itself. 
That's  why  we  developed  CitiBanking. 


From  The  Citi  of  Tomorrow.".. CitiBanking  today. 

How  much  to  invest?  Where  to  invest?  WTien  to 
invest?  The  right  information  at  the  right  time  can 
make  a  crucial  difference  to  your  company.  The 
difference  between  investment  success  and  failure, 
profit  and  loss. 

CitiBanking  gives  you  that  information.  Accurately, 
reliably,  electronically  In  seconds,  you  can  get  current 
money  market  rates.  Up-to-the-minute  foreign  ex- 
change summaries  and  exposure  analyses.  Gash  avail- 
ability analyses.  And  more.  All  with  remarkable  ease. 

( )nly  CitiBanking  gives  you  real-time  access  to 
your  accounts  in  over  33  countries— for  information 
and  transactions. 

CitiBanking  gives  you  unmatched  security,  too. 
Because  you  communicate  with  Citibank  offices 
around  the  world  through  our  own  private  financial 
telecommunications  network. 

To  find  out  how  your  company  can  benefit  from 
the  worlds  most  advanced  electronically  delivered 
financial  services,  call  your  local  Citibank  Account 
Manager.  You'll  get  the  services  you  need  to  make  the 
most  of  your  company's  money,  day  after  day. 
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The  Forbes/Wilshire  5000  Review 
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Off  to  a  good  start.  With  January  already  history,  investors 
had  plenty  to  smile  about.  The  market  continued  to  show 
considerable  strength  as  volume  remained  strong,  advanc- 
ing issues  outpaced  declining  issues  and  dozens  of  shares 
bit  52-week  highs.  Secondary  stocks,  on  the  rebound  from 
their  long  slump,  led  the  market.  During  the  last  two 
weeks  the  Amex  composite  topped  major  indicators  with 
i  6.1%  advance,  but  the  NASDAQ  was  a  close  second 
with  a  5.8%  gain.  Meanwhile,  the  blue-chip  Dow  hit  its 
illtime  high  and  flirted  with  the  1300  level  before  winding 
p  with  a  4.1%  increase.  The  overall  market,  as  measured 
y  the  Wilshire  index,  rose  4.6%  during  this  stretch.  Their 


recent  gains  notwithstanding,  secondary  issues  still  have 
plenty  of  ground  to  make  up.  The  Forbes  500  is  ahead 
11.7%  for  the  52-week  period,  but  the  NASDAQ  and  the 
Amex — with  respective  gains  of  5.4%  and  5% — fared  less 
than  half  as  well. 

The  Wilshire  index  is  some  10.3%  higher  than  it  was  a 
year  ago;  over  the  recent  four-week  period  the  Wilshire 
gained  some  SI 64  billion  in  total  market  value.  During 
this  time  the  P/E  on  the  Wilshire  jumped  from  10.8  to 
11.7,  an  8%  increase.  In  contrast,  the  30-stock  Dow  indus- 
trials are  selling  at  10  times  latest  12-month  earnings, 
while  the  Forbes  500  sport  a  multiple  of  10.2. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 


Percent  change 


Wilshire 
5000 


Forbes 
500' 


Dow  Jones 
industrials 


NYSE 
Composite 


Amex  Market 
Value  Index 


NASDAQ 
Composite 


i  last  4  weeks 


9.8 


9.0 


7.8 


9.1 


10.8 


13.0 


in  last  52  weeks 


10.3 


11.7 


6.7 


11.0 


5.0 


5.4 


Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

9.8 

14.5 

18.6 

7.5 

14.8 

9.8 

6.7 

16.8 

13.9 

8.3 

8.4 

16.0 

n  last  52  weeks 

12.1 

0.7 

1.7 

18.2 

-3.9 

14.7 

14.8 

2.7 

-1.1 

17.2 

15.4 

-8.0 

■ued  on  sales. 

S  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  table. 

■  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

lite:  All  data  for  per 
i)RBES,  FEBRUARY 

iods  endinj 
'  25,  1985 

;  2/1/85.  Pi 

epared  by  Wilshire  Associates,  Santa  Monica,  Calif. 

Kenneth  Alcorn 
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Where  The  Action  Is 


High  marks  for  technology.  After  months  of  being  bat- 
tered harder  than  the  other  Wilshire  sectors,  technology 
stocks  appear  to  have  turned  the  corner.  They  show  the 
best  two-  and  four-week  performance  of  the  lot,  with 
respective  gains  of  6.8%  and  13.9%.  Not  far  behind  are 
transportation  shares,  which  take  second-place  honors  for 
both  the  two-week  and  four-week  stretches.  Here  the 


railroad  and  trucking  stocks  have  been  strong  enough  to 
overcome  the  recent  weakness  of  airline  shares. 

During  the  last  two  weeks  the  raw  materials  and  fi- 
nance sectors  posted  gains  of  more  than  5%.  At  the 
bottom  were  utility  shares,  with  only  a  1.2%  increase. 
These  defensive  stocks  led  the  market  in  1984,  but  inves- 
tors now  seem  willing  to  take  greater  risks. 


Percent  change  in  last  52  weeks  O-O-  Percent  change  in  last  two  weeks 
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What  The  Analysts  Think 


A  last  look  at  1984.  Now  that  the  trickle  of  1984  earnings 
reports  is  turning  into  a  flood,  security  analysts  are  mak- 
ing their  final  adjustments  of  1984  earnings  projections.  In 


these  last  few  days  pessimism  continued  to  reign.  Compa- 
nies in  raw  materials  and  consumer  durables  show 
largest  cutbacks,  utilities  the  smallest. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 
earnings  per 

share  P/E 


latest  12  months 

1984  estimates 

1985  estimates 


$3.78 
3.89 
4.52 


10.2 

10.0 

8.6 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1984 
EPS             P/E 

%  change  in  1984  estimate 
in  2  weeks       in  4  weeks 

l 

Utilities 

$3.32 

7.4 

-0.11% 

-0.20% 

2 

Consumer  nondurables 

2.40 

11.5 

-0.45 

-1.34 

3 

Transportation 

2.60 

9.6 

-0.55 

-1.90 

4 

Capital  Goods 

2*4 

12.2 

-0.57 

-0.93 

5 

Technology 

2.73 

11.9 

-0.57 

-1.41 

6 

Energy 

3.72 

7.8 

-0.71 

-1.07 

7 

Finance 

2.86 

10.2 

-0.91 

-0.42 

8 

Consumer  durables 

4.60 

8.4 

-1.14 

-1.94 

9 

Raw  materials 

2.25 

10.6 

-1.33 

-2.38 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts  Data  are  compiled  and  updated  continously  by 
the  Institutional  Brokers  Estimate  System  |IBES),  a  service  ol  Lynch,  (ones  &  Ryan,  a  New  York-based  brokerage  firm. 
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Metropolitan's  increase! 
individual  life  premium  sales 

$100  million. 


Metropolitan  4ife  had^very-  reason  to^expect  4984  td-be-  a 
good  year.  It  turned  oifit  to  be|even  better. 

Metropolitan's  increase  in  sales  of  rJersonal'life  insurance- 
new  premiums— was  up  more  than  $100  million  ovet  1-98  J 
sales.  | 

Ourlindividual  sales!  representatives  in  1984  were  great. 
Tte^Uvedour innovative  UniV#rsaii|fe  piodiict^-- 
More  flhan  55%  of  our  record  $325  million  in  new 
life  premium  resulted  from  sales  of  th  s  one 
product 

It  all  adds  up  to  another  redord-breaking 
performance.  The  kind  of  performance  that 
makesJMetropolitan  Life  a  leader. 


GET  MET  IT  PA\JS 


^Vb  Metropol 

tijjtp  and affilBtb 


tlitanLife 

AND  AFFILIATED  COMPANIES 


■"Universal 
Insurance) 
and  Annui 


Lfe 


Insurance 
issued  by 
iyCo.,N.Y..N 


Metn 


(Flexible 

opolitan 
Y 


Prefnium  Life 
Injsurance 


S 


Streetwalker 


Doctor's  advice 

Philip  Carret,  who  has  spent  most  of 
his  career  in  the  stock  market,  is  now 
88 — which  means  he  knows  quite  a 
bit  about  doctors  as  well  as  about  in- 
vestments. Says  he:  "Doctors  are  a 
great  barometer  of  the  market.  Last 
summer,  I  guess,  my  doctor  said  to 
me,  'Phil,  the  market's  the  pits.  I've 
sold  all  my  stocks;  never  will  buy 
another.'  I  asked  him  what  he  planned 
to  do  with  his  money  instead.  Said  he 
was  going  into  real  estate;  had  bought 
some  two-story  houses.  The  more  I 
listened  to  that  doctor,  the  gladder  I 

Frank  Fournier/Concact 


Philip  Carret  of  Carret  &  Co. 
"I  don't  like  bandwagons." 

was  I  was  fully  invested  in  stocks." 

As  he  has  often  been,  in  a  career 
spanning  almost  seven  decades,  Phil 
Carret  was  in  the  right  place  at  the 
right  time.  Carret  founded  Pioneer 
Group,  the  mutual  fund  management 
company,  57  years  ago,  helped  it  com- 
pile the  excellent  record  that  built  it 
to  nearly  $3  billion  in  assets  and 
stepped  down  as  chairman  a  year  and 
a  half  ago.  Still  full  of  energy,  he  now 
runs  the  $150  million  portfolio  of 
New  York's  Carret  &  Co.,  a  firm  he 
started  on  the  side  in  the  mid-Sixties. 
Will  the  market  keep  going  up, 
Streetwalker  asked  him.  Carret 
ducked  the  question:  "I  have  heard  a 
good  case  made  for  the  Dow  going  to 
1500;  John  Templeton,  I  believe,  has 
been  quoted  as  saying  as  high  as  3000. 
Well,  I  don't  try  to  forecast  the  mar- 
ket. Obviously  you  can't  be  in  the 
business  and  not  look  at  the  Dow.  But 
it's  not  of  vital  importance  to  me.  We 
buy  individual  securities.  What  they 
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do  has  no  relation  to  the  Dow."  What 
matters  to  Carret  is  that  he  still  can 
find  stocks  to  buy,  even  after  this  200- 
point  runup  in  the  Dow. 

Unocal,  for  example.  He  says  the 
company  is  more  innovative  than  the 
average  big  oil,  and  he  likes  its  invest- 
ment in  alternative  energy.  "It's  been 
up  sharply,"  Carret  then  observed. 
"Don't  ask  me  why."  Boone  Pickens? 
Says  Carret:  "Oh,  yeah?  How  about 
that."  Carret  wasn't  playing  dumb. 
He  was  just  expressing  his  underlying 
philosophy:  If  a  stock  is  undervalued, 
it  will  eventually  go  up,  and  it  doesn't 
much  matter  what  makes  it  go  up. 

Carret  focuses  on  about  a  dozen 
stocks  a  year.  "I  simply  look  for  a 
stock  with  potential,"  he  says.  "If  it 
doubles,  that's  fine.  Then  I  take  an- 
other look,  and  if  it  still  seems  all 
right,  I'll  stick  with  it — though  I  feel  a 
bit  more  comfortable  after  it's  dou- 
bled." Recent  winners  include  Amex- 
listed  Louisville  Cement.  "Two 
plants,  improving  earnings,  no  debt 
and  lots  of  cash,"  Carret  says.  To 
boot,  two  sisters  control  more  than 
40%.  Carret  bought  in  around  30 
about  a  year  ago.  Recently  Coplay  Ce- 
ment Co.  bid  72  a  share  to  acquire  it. 

Carret  also  likes  such  lesser- 
known  utilities  as  Hawaiian  Electric 
Industries,  American  Water  Works — 
both  on  the  Big  Board — and  o-t-c  list- 
ed Consumers  Water  Co.  All  three 
have  good  cash  flow  and  no  nuclear 
exposure,  and  the  two  waters  have 
room  for  improvement  on  yields. 

Why  such  obscure  picks?  Says  Car- 
ret: "Suppose  you  bought  a  stock 
cheap  when  it  was  a  relatively  ob- 
scure situation,  and  then  a  half-dozen 
Wall  Street  firms  started  cheering  for 
the  stock  at  the  same  time.  I'd  get 
concerned  and  think  about  selling.  I 
don't  like  bandwagons.  I'd  rather  do 
my  own  thing." 

Has  age  made  Carret  cautious? 
Hardly.  Listen  to  this:  Phil  Carm 
bade  Streetwalker  good-bye.  He  had 
to  go  home  and  pack  his  vacation 
bags.  To  where?  To  the  Seychelles 
islands  in  the  Indian  Ocean.  Why  the 
Seychelles?  "Never  been  there  be- 
fore," he  says. — Thomas  Jaffe 

Long  shot 

Retail  drugstore  chains  are  feverish 
these  days.  K  mart  is  acquiring  Pay 
Less  Drug  Stores  Northwest.  Rite  Aid 
recently  announced  an  unfriendly  bid 
for  Hook  Drugs  of  Indianapolis.  Now 
investors  are  speculating  on  who  is 
next.  The  smaller  chains — almost  all 


have  big  insider  shareholdings — 
would  seem  to  be  the  likeliest  targets. 
But  with  many  of  the  stocks  already 
at  or  near  12-month  highs,  not  all 
these  shares  are  a  written  prescription 
for  big  gains. 

Perry  Drug  Stores  of  Pontiac,  Mich, 
and  Fay's  Drug  Co.  of  Liverpool, 
N.Y. — each  with  some  $300  million 
in  sales — are  currently  in  the  middle 
of  rapid  expansion  kicks  of  their  own. 
Based  on  estimates  for  the  upcoming, 
year,  Perry  sells  at  a  P/E  of  13 'A  times 
earnings;  Fay's,  at  a  P/E  of  16.  Also< 
commanding  a  P/E  of  16  times  pro- 
jected earnings  is  fast-growing  Big  B, 
Inc.  of  Birmingham,  Ala. — a  spinoff 
from  supermarketer  Bruno's,  with  es- 
timated sales  of  $145  million.  Con-i 
elusion:  Right  now  none  of  these  is  a 
screaming  bargain. 

For  a  long  shot,  try  $1.3  billiom 
(sales)  Longs  Drug  Stores  instead.  Thei 
Walnut  Creek,  Calif.-based  company! 
was  founded  by  Chairman  Joseph! 
Long  and  his  brother  Thomas,  both  int 
their  70s.  Since  1975  it  has  been  runr 
by  Joe's  46-year-old  son,  Robert.  Thei 
family  owns  35%  of  the  10.6  million r 
NYSE  shares.  It  is  estimated  Longs:i 
will  earn  $4.30  a  share  this  year,  up 
some  13%  from  the  fiscal  year  just 
ended.  So  at  a  recent  485/s,  it  sells  for  a  \ 
P/E  of  only  1 1  times  future  earnings. 

To  date,  the  Longs  have  shown  no 
inclination  to  sell,  but  a  deal  can  nev-J 
er  be  ruled  out.  Meanwhile,  there  is 
the  lure  of  undervalued  assets  here  as* 
well.  Namely,  the  chain  owns  morer 
than  half  of  the  real  estate  its  stores? 
are  built  on. 

With  Rite  Aid  and  Walgreen,  the> 
two  best-managed  firms  in  the  busi- 1 
ness,  selling  at  P/Es  of  14'/2  or  IS! 
times  1985  estimates,  and  Hook  andu 
Pay  Less  going  for  about  the  same  asj 
takeovers,  shares  of  Longs  might  bei 
just  what  the  doctor  ordered. — T.J. 


Let  there  be  light 

Like  all  companies  in  information 
processing,  $4.1  billion  (sales)  NCR 
Corp.  is  in  IBM's  awesome  shadow,  < 
but  analyst  John  McManus  of  Bear, 
Stearns  thinks  the  light  will  improve. 
"Sooner  or  later,  people  will  realize 
there's  a  limit  to  just  how  much  IBM 
can  be  stuffed  into  any  one  portfolio," 
he  says.  So  when  investors  look  else- 
where, McManus  recommends  Day-, 
ton-based  NCR.  There  are  99  million] 
Big  Board  shares;  recent  price:  29. 
Growing  sales  of  Tower  microcom- 
puter systems  for  the  office,  plus  newj 
product  introductions  for  the  finan-j 
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►ok  into  Stone  Container 


Continuity  of  supply  Our  people  have  the 
commitment.  Our  customers  have  the  proof. 

Containerboard  and  kraft  paper  are  being  produced  at  near-maximum 
capacity.  Demand  is  increasing  daily  and  no  significant  new  capacity 
is  planned.  Therefore,  continuity  of  supply  will  be  critical  through  1986. 
Stone,  with  the  world's  largest  capacity  in  these  products,  can  provide 
that  continuity  of  supply.  In  fact,  with  6  primary  mills  and  42  converting 
plants  nationwide,  producing  containerboard,  kraft  paper  corrugated 
containers,  paper  bags  and  sacks,  and  flexible  plastic  packaging  we 
are  the  world's  largest  corporation  devoted  exclusively  to  industrial 
packaging. 

Throughout  our  organization  our  dedicated  employees  bring  form  and 
function  to  our  company  philosophy  of:  Innovation,  Quality  and  Service. 

meersUge1  if  ^  ^  UQ  commitment  0ur  P^P16  have  "< our  cus- 
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Stone  Container  Corporation 

Innovation*  Quality  •  Service 


'I  built  my  business  here.  And  it's  the  place 

I'm  proudest  of.  But  for  certain  personal 

financial  matters,  I  also  need  the  abilities 

and  confidentiality  of  a  small  attentive 

Wall  Street  bank." 

Rocky  Mountain 
newspaper  publisher 


Truly  private  banking.  Money  management.  Cus- 
tody of  securities.  If  excellent  handling  of  such  affairs 
concerns  you,  please  contact  Mr.  Rodney  I.  Woods. 
Senior  Vice  President.  United  States  Trust  Company 
of  New  York.  45  Wall  Street.  New  York.  NY  10005. 
(212)  806-4444. 

USTrust 

When  you  do  something  very  well 
you  simply  cannot  do  it  for  everyone. 


There's  an  epidemic 

with  27  million  victims. 

And  no  visible  symptoms. 


It's  an  epidemic  of  people  who  can't  read. 
Believe  it  or  not,  27  million  Americans  are 
functionally  illiterate,  about  one  adult  in  five.  Forty-seven 
million  more  are  able  to  read  on  only  the  most  minimal 
level.  Together,  that's  almost  75  million  Americans... one 
third  of  our  entire  population. 

The  solution  to  this  problem  is  you . .  .when  you  join 
the  fight  against  illiteracy.  So  call  the  Coalition  for  Literacy 
at  toll-free  1-800-228-8813  and  volunteer. 

Illiteracy  may  be  an  epidemic,  but  with  a  little  caring 
from  you,  we  can  stop  it. 

Volunteer  Against  Illiteracy. 
The  only  degree  you  need 
is  a  degree  of  caring. 


alition  for  Literacy 


Streetwalker 


cial  and  retail  markets,  ought  to  help 
NCR  to  earnings  of  $3.30  a  share  this 
year,  up  some  10%  over  1984.  So  the 
stock  sells  for  a  P/E  of  nine  times 
McManus'  1985  estimate. 

Meanwhile,  NCR  repurchased  6.5 
million  shares  last  year  (and  plans  tc 
buy  back  1.5  million  more),  and 
McManus  expects  it  will  continue 
shrinking  its  capitalization  at  the 
same  6%  to  8%  rate  in  1985.  He  esti- 
mates NCR  finished  last  year  with 
nearly  $500  million  in  the  till 
McManus  also  figures  cash  flow  will, 
be  up  to  $7  a  share  this  year,  vs.  $5.77 
in  1983.  "It's  not  unreasonable  for  s 
company  like  NCR  to  sell  at  six  times 
cash  flow,"  he  says.  That  would  make 
for  a  40  to  45  stock.— T.J. 


Getting  in  early 

Florida  Federal  Savings  &  Loan  Asso 
ciation,  headquartered  in  St.  Petera 
burg,  with  stated  assets  of  $5  billion, 
is  a  big  gun  in  its  native  state.  Las 
year  dissidents  who  controlled  about 
4%  of  the  9.35  million  shares  opposed 
management's  antitakeover  measure} 
and  won  three  seats  on  the  board 
These  days  management,  which  still 
owns  3%  of  the  stock,  has  a  new  ouM 
sider  to  contend  with:  John  Harben 
III,  the  Birmingham,  Ala.  construe) 
tion  magnate  and  member  of  The 
Forbes  Four  Hundred.  Harbert,  who  ij 
worth  an  estimated  $500  million,  net! 
ted  more  than  $60  million  last  yea) 
when  he  supported  Boone  Pickensh 
unfriendly  takeover  bid  for  Gulf  Oil 
Now  he  reportedly  has  bought  arouni 
4%  of  Florida  Federal. 

What  does  he  see  in  Florida  Federalii 
"It  looks  undervalued,"  he  says.  "\W 
may  not  make  a  fortune,  but  it  lookjl 
like  a  fair  investment."  Ever  since  thi 
S&L  went  public  in  June  1983,  it  has 
been  heavily  dependent  on  nonrecui 
ring  items  for  income.  But  fon  Burka 
of  Atlanta's  Robinson  Humphrey,  exi 
pects  the  current  quarter  to  be  thl 
first  since  last  June  to  show  a  profit 
from  operations  alone. 

In  the  event  of  a  turnaround,  Har. 
bert  is  getting  a  jump  on  others  bj 
buying  in  now.  The  game  here  may  bj 
to  wait  until  interstate  banking  rfli 
strictions  fall,  then  peddle  an  imj 
proved  Florida  Federal  to  the  highesi 
bidder.  But  even  without  regulator^ 
change,  Burke  thinks  the  stock  coulc 
fetch  25  to  30  a  share  in  12  to  l| 
months,  vs.  a  recent  \7Vi-,  the  com 
pany's  stated  book  value  is  31.  Deo] 
nitely  one  to  watch. — T.J. 
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Today,  business  isn't  just  multifaceted.  It's  multinational. 

That's  why  today's  fast-paced  executives  rely  on  Business 
Week  International. 

From  London  to  Los  Angeles,  Peoria  to  Paris,  Business 
Week  International  goes  beyond  merely  reporting  the  business 
news  to  analyzing  the  events  behind  it. 

Giving  executives  the  kind  of  insight  into  the  world's  busi- 
ness climate  that  helps  them  act  instead  of  react. 

And  giving  advertisers  the  kind  of  authoritative  environ- 
ment where  their  message  gets  the  attention  it  deserves. 

Business  Week  International.  Readers  and  advertisers 
look  at  it  the  same  way. 

As  a  sure  thing. 

■^INTERNATIONAL!  MM  ■ 

BusinessWeek- 

THE  VOICE  OF  AUTHORITY 


Statistical  Spotlight 


Managers  with  inside  holdings  have  an 
extra  incentive  to  work  harder  for  them- 
selves and  other  stockholders. 


On  insiders 
coattails 


i 


By  Steve  Kichen 
and  Leslie  Pittel 


Hefty  paychecks  and  cash  bo- 
nuses are  enough  to  keep  many 
executives  working  12-hour 
days.  But  when  top  management  also 
has  a  sizable  equity  stake  there  can  be 
even  greater  incentives  to  increase 
profits  and  productivity.  For  starters, 
if  executives  are  counting  on  their 


company  stock  to  get  the  kids 
through  college,  buy  the  summer 
house  or  cover  that  vacation  in  the 
Caribbean,  they  will  work  harder  to 
keep  its  value  up.  Furthermore,  a 
company  that  can  maintain  a  high 
stock  price  is  less  susceptible  to  a 
hostile  takeover. 

And  later,  should  a  takeover  offer 
come  along  or  management  find  itself 
in  a  position  to  initiate  a  takeover, 


insiders  with  large  shareholdings 
have  a  vested  interest  in  bargaining 
for  the  highest  possible  price.  In  the 
recent  acquisitions  of  Getty  Oil,  Pren- 
tice-Hall and  Gulf,  managers  and  fam- 
ily insiders  held  out  for  better  offers, 
benefiting  not  only  themselves  but 
outside  shareholders  as  well. 

Then  there  is  the  leveraged  buyout, 
a  route  used  by  some  bosses  to  enrich 
their  own  pockets,  avoid  public  ac- 
countability or  thwart  a  hostile  acqui- 
sition. Canandaigua  Wine,  Josephson 
International,  Amstar,  Dr  Pepper, 
Guardian  Industries,  Multimedia  and 
Metromedia  are  among  those  firms 
whose  managements  recently  took  or 
are  proposing  to  take  their  holdings 
private. 

If  managers  hold  a  comfortable  ma- 
jority of  the  shares,  they  may  be  less 
accountable  to  other  shareholders  or 
less  likely  to  receive  an  overly  gener- 
ous buyout  offer.  On  the  other  hand,  if 
management  owns  less  than  half  buti 
attempts  a  leveraged  buyout,  even  a; 
stingy  offer  may  help  outside  holders. 
It  could  spark  off  a  competing  offer,  as; 
was  the  case  in  the  summer  of  1983 : 
when  Esmark  acquired  Norton  Simon 
for  $35.50  a  share,  following  an  initial ! 
offer  of  $29  per  share  from  Norton- 


Will 

management  work  harder  here? 

Insiders  hold  between  10%  and  40%  of  the  outstanding      with  an  average  P/E  of  10.7,  vs.  11.7  for  the  Wilshire 
stock  of  these  37  firms.  If  they  have  a  selfish  interest  in      index.  The  priciest  firm  sells  at  a  few  pennies  more 
boosting  share  values,  that  may  work  to  the  benefit  of     than  two  times  book  value,  while  7  firms  sell  at  or 
outside  holders.  These  issues  are  reasonably  priced,      below  book  value,  and  none  is  highly  leveraged. 

Exch 

Company 

Insider 
holdings 

Recent          Latest  12-month 
price             EPS               P/E 

Yield 

Current 
ratio 

Book/ 
share 

Debt/ 
equity 

Sales 
(millions)  1 

0 

Aceto  Chemical 

39% 

25              $2.42 

10.3 

— 

3.17 

$17.00 

14% 

$96.4 

n 

Airborne  Freight 

15 

22%             1.78 

12.8 

2.6% 

1.36 

12.81 

24 

334.8 

n 

Aro  Corp 

32 

30W            3.18 

9.5 

4.0 

6.66 

23.66 

15 

84.2 

n 

Belding  Heminway 

17 

16'/8             1.84 

8.8 

2.5 

2.49 

15.92 

20 

113.6     j 

n 

Burndy 

21 

16'/g             1.04 

15.5 

5.2 

2.20 

10.86 

12 

211.5 

0 

CPT 

16 

0.83 

9.2 

— 

4.13 

7.77 

34 

200.3 

n 

Chesapeake  Corp  of  Virginia 

21 

35  "4             2.93 

12.0 

3.5 

2.49 

29.59 

28 

273.8    j 

n 

Coleman  Co 

25 

29                2.82 

10.3 

4.1 

2.48 

23.28 

24 

382.3   ] 

n 

Commercial  Metals 

33 

17%              1.37 

13.0 

2.0 

2.01 

19.53 

27 

1,170.9    | 

n 

Conrac 

18 

14%             1.05 

13.7 

2.8 

1.69 

11.58 

11 

141.1 

0 

Cordis 

14 

%Vi            1.09 

7.5 

— 

2.96 

7.57 

49 

203.8     ' 

a 

Cubic  Corp 

32 

20'/2             1.77 

11.6 

1.9 

3.33 

12.59 

24 

273.2    j    | 

n 

Cummins  Engine 

16 

87'/.           19.02 

4.6 

2.5 

1.71 

53.35 

45 

1,604.7 

il 

Ethyl  Corp 

12 

35%            3.19 

11.2 

2.4 

2.41 

19.62 

49 

1,745.2    _    1 

n 

Firestone  Tire  &  Rubber 

22 

18%             1.69 

11.2 

4.2 

1.57 

26.66 

24 

3,866.0 

a:  Amer 

can  Stork  Exchange,     ri:  New  York  Stock  Exchange. 

o:  over-the-counter. 

Sources:  CD  A  Investment  Technologies; 
The  Value  Line  Investment  Survey;  Standard  &  Poor's  Stockpak-II  System,  Fokhf.s 
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The  Knockout  Deal  That 
(I     Defied  One  Of  The  Toughest 
1     Markets  In  History. 

Cassius  Clay,  the  overwhelming 
underdog,  beats  Sonny  Liston  and  takes 
the  heavyweight  championship  title  in 
1964.  They  said  it  couldn't  be  done.  The 
U.S.  Hockey  Team,  counted  out  at  the 
beginning  of  the  1980  Olympics,  raise 
'  /    their  sticks  high  at  the  end -world  cham 
;   i  pions.  They  said  it  couldn't  be  done 
,    '       In  sports  you  always  hear.  "It  can't  Ik 
done.'  And  then,  a  super  athlete  or  a 
super  team  comes  along  and  does  the 
impossible. 

In  finance  the  impossible  is  usually  jusl 

•  that-impossible.  But  in  the  face  of  '■ 

•  extremely  difficult  market  conditions. 
First  Boston  helped  engineer  one  of  the 
most  successful  demergers  in  the  histoi  ' 
of  finance  for  the  Bowater  Group. 

It  was  spring  of  1984.  The  markel 
was  jumpy  and  uncertain.  Interest  rates 
were  rising,  the  Dow  Jones  was  declining. 
There  was  a  general  cutback  in  initial 
public  offerings  and  the  prices  of  paper 
stocks  had  peaked.  Other  deals  just 
weren't  getting  done.  But  legal  and 
regulatory  proceedings  effectively  dic- 
tated market  timing  for  the  Bowater  new 
\  issue. 

Despite  the  weak  market.  First  Boston 
successfully  marketed  and  sold  a  7,310.91 
share  equity  offering  for  Bowater 
Incorporated,  the  North  American 
member  of  a  forward-thinking  group  of 
multinational  companies.  This  $13L6 
million  offering  is  the  largest  U.S.  initial 
public  offering  so  far  this  year.  In  fact,  it  is 
one  of  the  largest  ever  done  for  an  mdus 
trial  corporation. 

The  initial  public  offering  for  Bowater 


an  intricate  trans-Atlantic  financial  Engi- 
neering plaa for  Bowater.  First  Boston 
working  with  the  progressive  Bowater 

;  management  and  a  U.K.  merchant  bank. 

|  was  able  to  handle  each  step  in  the  proc- 
ess flawlessly— from  the  creation  and  list 
ing  of  a  new  enterprise,  to  the  purchases 
and  sales  of  assets,  through  to  the  spin- 
off of  the  North  American  Company  and 
the  recapitalization  of  its  former  parent. 
The  final  result:  unlocked  values  for 
Bowater's  shareholders. 

One  knockout  deal,  spanning  two 
continents,  once  again  illustrated  First 
Boston's  strength  under  adverse  market 
conditions. 

To  get  the  entire  First  Boston  team 
working  for  your  company,  call  Robert 
Cooney  or  James  Davin.  Managing 
Directors.  Equity  Underwriting,  at  head 
quarters  in  New  York  City,  212-909  -2G0Q. 

Another  Reason  Why  First 
Boston  Is  Getting  The  Call  In  1985 


T 


Statistical  Spotlight 


Simon's  management. 

We  decided  to  put  together  a  list  of, 
firms  with  insider  holdings  of  10%  to 
40%.  We  excluded  firms  with  over 
40%  insider  holdings,  figuring  that 
managemc  nt  that  already  owns  close 
to  half  of  a  company  is  so  well  en- 
trenched that  it  need  fear  no  proxy 
challenge.  Since  we  were  seeking 
companies  with  potential  value  that 
could  ultimately  be  recognized  in 
higher  share  prices  or  a  takeover  offer, 
we  eliminated  firms  that  sell  at  more 
than  two  times  book  value  or  have  a 
P/E  multiple  higher  than  16  or  a  debt- 
to-equity  greater  than  85%.  We  also 
listed  only  those  firms  that  have  been 
profitable  over  the  latest  12  months. 

But  looking  for  firms  with  large 
insider  holdings  is  no  simple  feat. 
Duplicate  or  even  triplicate  filings 
that  are  on  record  with  the  SEC,  joint 
holdings,  convertible  debt  and  equity, 
different  classes  of  stock  and  restrict- 
ed voting  rights  accounted  for  wide 
discrepancies  in  published  figures  on 
insider  holdings.  After  some  culling 
we  ended  up  with  the  following  list 


of  37  companies. 

With  the  market  on  a  roll  since  the 
start  of  the  year,  we  were  surprised  to 
find  as  many  as  seven  of  our  firms 
selling  under  book  value  (although 
three  of  this  group,  CPT,  Huffy  and 
Unifi,  are  priced  only  a  few  pennies 
from  book).  Firestone  Tire  &  Rub- 
ber— the  largest  firm  in  the  table — 
shows  the  steepest  discount  from  its 
book  value.  In  addition,  more  than 
half  of  the  companies  on  our  list  have 
lower  multiples  than  the  overall  mar- 
ket P/E,  which  is  1 1.7  on  the  Wilshire 
5000  index. 

When  stocks  look  cheap  there  is 
usually  a  catch.  The  ones  on  our  list 
are  no  exception.  Manhattan  Indus- 
tries, for  example,  has  a  P/E  of  6.9,  and 
for  every  buck  you  pay  for  Manhattan 
you  get  almost  $1.20  in  book  value. 
But  this  firm  is  expected  to  show  a 
loss  for  the  fourth  quarter,  a  result  of 
heavy  closeout  sales  of  excess  inven- 
tories of  women's  wear. 

fay  Meltzer,  a  textile  analyst  with 
Goldman,  Sachs,  notes,  "Manhattan 
Industries  has  a  low  P/E  because  earn- 
ings are  coming  down.  And  book  val- 
ue will  be  eroded  by  fourth-quarter 
losses."  But  Meltzer  feels  that  once 


this  firm  balances  its  inventories  with 
sales  it  will  be  able  to  operate  in  the 
black  again. 

Insiders  control  only  10%  of  Plan- 
ning Research,  an  engineering  and 
computer  services  firm,  which  cur- 
rently sells  near  the  market  multiple. 
A  large  NASA  contract  recently  ex- 
pired, and  sales  growth  could  also  be 
dampened  by  government  budget  cut- 
backs. Analysts  who  contribute  to  the 
Institutional  Brokers  Estimate  Sys- 
tem are  predicting  earnings  of  $1.44  a 
share  for  the  fiscal  year  ending  this 
June.  That's  not  as  good  as  the  $1.62 
the  company  earned  in  fiscal  1984  but 
better  than  its  latest  12-month  perfor- 
mance of  only  $1.22. 

Large  insider  holdings,  of  course, 
provide  no  guarantee  that  other  share- 
holders will  profit  handsomely.  Own- 
er-managers can  drive  a  firm  to  bank- 
ruptcy about  as  well  as  anyone  else.  In: 
recent  years,  for  example,  the  likes  of> 
Charter  Co.  and  Bobbie  Brooks  have 
entered  Chapter  11,  despite  double- 
digit  levels  of  inside  ownership.  But 
when  managers  have  a  personal  inter-r 
est  at  stake,  they  are  likely  to  workl 
that  much  harder  to  make  sure  tharj 
things  go  right.  ■ 


Will  management  work  harder  here? 


Exch         Company 


Insider 

Recent 

Latest  12-month 

Current 

Book/ 

Debt/ 

Sales 

holdings 

ptice 

EPS               P/E 

Yield 

ratio 

share 

equity 

(million! 

Flexsteel  Inds 


22% 


15'/2 


$1.61 


9.6 


3.1% 


4.91 


$  9.61 


15% 


$130.5 


General  Housewares 


12 


10% 


0.87 


12.4 


2.2 


2.93 


12.36 


30 


87.0 


House  of  Fabrics 


34 


18% 


.63 


11.5 


2.1 


1.79 


11.44 


239.6 


— 


Huffy  Corp 


15 


12'/4 


1.58 


3.3 


2.64 


12.29 


44 


272.6 


Kollmorgen 


20 


21% 


1.41 


15.2 


1.5 


2.78 


10.62 


68 


260.7 


Leggett  &  Piatt 


27 


19% 


2.24 


8.6 


2.3 


2.45 


11.57 


60 


354.1 


Manhattan  Inds 


15% 


2.27 


6.9 


1.9 


2.29 


18.89 


61 


433.0 


MTS  Systems 


14 


17'/2 


1.41 


12.4 


1.4 


1.92 


13.07 


37 


74.8 


National  Presto  Inds 


16 


28 


2.10 


13.3 


3.6 


8.94 


20.46 


103.6 


Outboard  Marine 


12 


27 


3.02 


2.4 


2.57 


21.35 


25 


921.6 


Oxford  Inds 


40 


13% 


.92 


7.0 


3.0 


10.89 


17 


577.3 


Planning  Research 


10 


13'/2 


.22 


11.1 


1.5 


.54 


8.18 


30 


319.5 


Service  Merchandise 


10 


12% 


1.47 


0.6 


1.38 


8.55 


52 


1,458.1 


Southdown 


31 


45% 


4.16 


10.9 


1.1 


1.33 


27.97 


82 


237.7 


Stop  &  Shop  Cos 


23 


43% 


4.52 


9.6 


2.3 


1.63 


25.45 


54 


2,790.8 


Tektronix 


19 


651/2 


6.84 


9.6 


1.5 


3.22 


39.56 


12 


1,331.3 


Thomas  Inds 


25 


17% 


.83 


9.8 


3.8 


3.82 


8.80 


59 


222.0 


Tultex 


17 


13% 


1.06 


13.0 


3.2 


1.92 


8.24 


69 


288.0 


Unifi 


14 


10  V» 


0.68 


14.9 


2.94 


10.39 


27 


216.5 


US  Shoe 


10 


28'/ 


1.96 


14.3 


3.1 


1.74 


17.12 


1,507.8 


Willamette  Inds 


22 


40 


3.17 


12.6 


3.8 


1.40 


28.08 


48 


1,045.7 


Wynns  International 


22 


20% 


2.69 


7.6 


2.9 


3.04 


15.93 


188.0 


a.  American  Stock  Exchange     n:  New  York  Stock  Exchange,     o:  over-the-counter 


Sources:  CDA  Investment  Technolog... 
The  Value  Line  Investment  Survey;  Standard  &  Poor's  Stockpak-ll  System,  Forbes. 
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Stability 
Respected  The\\forld  Over. 


Stability.  You've  come  to  expect  it  from  the  Swiss. 
Fact  is,  the  whole  world  banks  on  it. 

That's  why  we're  proud  of  our  Swiss  heritage. 
Proud  to  maintain  our  old  world  values. 

Proud  to  be  American,  too.  Imaginative.  Bold. 
And  exciting. 

An  American  organization  of  Swiss  descent.  The 
'best  of  both  worlds.  The  best  insurance  protection  for 
jyour  valued  business. 


We  create  world  class  insurance  that's  in  a  class 
by  itself. 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
operation. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
stability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company  •American  Guarantee  and  Liability  Insurance  Company*  Schaumburg,  IL  60196 
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Move  your  plant  to 
where  distribution's  a 
breeze . . .  and  energy 
costs  less. 

It's  one  thing  to  manufacture  your  goods. 

And  that's  easily  done  in  Niagara 
Mohawk's  24,000-square-mile  service 
territory  which  is  completely  within  New 
York  State. 

We've  got  the  labor  and  low-cost  energy 
you  need  to  produce  practically  anything. 

It's  another  thing  to  move  your  goods. 

And  things  go  faster  here. 

We've  got  the  waterways,  railways, 
roadways  and  airways  you  need  to  reach 
America's  richest  market— the  northeast. 

If  you  want  better  distribution,  get  into  a 
much  faster  lane. 

Write  Edward  J.  Kearney  Jr.,  our 
Economic  Development  Director,  at 
Niagara  Mohawk  Power  Corporation,  300 
Erie  Blvd.  W.,  Syracuse,  New  York  13202 
Or  call  315428-6008. 

We'll  help  you  move. 


All  the  power 
ofNewibrk 
...for  less! 


Niagara  Mohawk 


The  Funds 


Dual-purpose  funds,  a  gimmick  of  the  Six- 
ties, are  returning.  They  may  make  a  lot  of 
sense  for  an  investor  with  an  IRA. 

Parts  worth  more 
than  the  whole 


By  Robert  McGough 


AN  OLD  INVESTMENT  VEHICLE,  the 
dual-purpose  fund,  is  coming 
b  back  these  days.  Such  a  fund  is 
split  between  income  shares,  enti- 
tling holders  to  all  the  dividends  from 
the  fund's  portfolio  of  stock,  and  cap- 
ital shares,  which  get  the  capital 
gains.  It  was  just  another  sales  gim- 
mick in  the  go-go  Sixties,  but  it 
makes  sense  today,  now  that 
IRAs  are  common.  The  obvi- 
ous strategy:  Put  the  capital 
shares  in  your  regular  broker- 
age account  and  the  high- 
yield  income  shares  in  your 
tax-deferred  IRA.  The  fund's 
pieces  may  thereby  be  more 
valuable  than  the  whole. 

Here's  how  it  works.  At 
the  fund's  maturity — typi- 
cally ten  years  or  more 
away — the  income  share- 
holder gets  back  a  price  set  at 
the  time  of  the  offering.  In 
the  meantime,  if  the  portfo- 
lio grows,  he  will  likely  get 
an  increasing  stream  of  divi- 
dends. But  he  gets  none  of 
the  capital  appreciation  of 
the  portfolio. 

The  other  half  of  the  fund's 
stock  is  composed  of  capital 
shares.  They  pay  no  divi- 
dends but  instead  get  the 
gain  or  loss  of  the  portfolio 
once  the  income  shares  are 
paid  off.  With  an  uncertain 
payment  at  maturity,  the 
capital  shareholder  is  mak- 
ing a  more  aggressive  invest- 
ment than  is  the  income 
shareholder. 

Most    of    the    dual    funds 
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that  started  in  the  late  1960s  have 
reached  their  termination  dates,  at 
which  time  the  income  shareholders 
were  paid  off.  The  capital  sharehold- 
ers then  divvied  up  whatever  assets 
remained.  The  Gemini  Fund,  one  of 
two  remaining  dual  funds  from  the 
1960s,  reached  maturity  at  the  end  of 
1984,  and  the  capital  shareholders 
will  vote  in  March  on  the  disposal  of 
their  shares.  The  Hemisphere  Fund 


will  terminate  this  June. 

But  now  another  large  dual-purpo 
fund,  Gemini  II,  is  being  started.  Tl 
fund  will  be  run  by  John  Neff,  tl 
venerable  money  man  at  Wellingtc 
Management.  Neff  managed  the  fir 
Gemini  Fund,  earning  compound  a 
nual  gains  of  15.4%  for  income  shar 
and  14%  for  capital  shares.  That's 
fine  performance  for  a  difficult 
years,  during  which  the  S&P's  51 
had  yearly  gains  averaging  only  8*; 
Gemini  II  is  to  terminate  in  12  yeai 
The  advisory  fee  at  Gemini  II  w 
slide  up  and  down  from  0.35%  ann 
ally,  based  on  the  performance  ai 
size  of  the  fund.  The  fee  will  be  pa 
only  by  income  shareholders,  b 
they  are  getting  that  doubled-up  yiel 
(Both  income  and  capital  shareholde 
pay  a  sales  charge  to  buy  their  share 
Suppose  there  is  one  $10  incor 
share  and  one  $10  capital  share.  Ign( 
ing  the  sales  charge,  there  would  I 
$20  in  assets  generating  perhaps  $1 
annual  dividends  to  start,  all 
which,  after  fees  and  overhead,  worn 
go  to  the  $10  income  share. 

The   fund   will    invest   mostly 
stocks  with  low  price/earnings  ratii 
and  high  dividend  yields.  It  may  i 
vest  up  to  20%  of  its  portfolio  in  dei 
securities    or    low-dividej 
stocks.  Income  share  invd 
tors,   of  course,   hope   th 
dividends  will  grow,  or  th 
would   be   much   better  i 
buying  a  bond.  Gemini  1 
stated  objective  is  a  mia 
mum  yield,  calculated  on  t 
$10  cost,  of  110%  of  the  di  I 
dend  yield  on  the  S&P's  5( 
That  would  come  to  about 
cents  a  year  currently — r 
much  of  a  return  at  all.  Wh 
Neff  managed  the  previot 
Gemini  Fund,  dividends  psf 
to  income  shareholders  \\ 
creased  every  year,  from  « 
cents   in    1967   to   $4.90 
1984.    That's    because* 
growing  value  of  the  port! 
lio  allowed  the  fund  to  h 
more        dividend-produci 
stocks.    (Neither    Neff   r 
Merrill  Lynch,  the  fund's  \ 
derwriter,   would   comme 
on  the  offering  while  it  \j 
in  registration  with  the  SE) 
What  makes  this  brokj 
up  fund  more  valuable  tB 
the  whole  is  taxes.  Instead 
owning  stock  in  both  yi 
IRA   and   regular   broker! 
accounts,  you  could  buy; 
come  shares  for  your  III 
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Applied  Technology 

Tungsten  carbide  provides  the  added  strength  and  abrasion  resistance 
many  special  wear  applications  demand. 

Fansteel  Hydro  Carbide  applies  its  materials  technology  to  produce 

a  wide  variety  of  tungsten  carbide  dies,  mandrels,  rolls,  wear  parts 

and  compacts  for  a  wide  range  of  industries. 

Increasing  industrial  productivity  through  high  performance  tungsten 

carbide  is  just  one  example  of  Fansteel  materials  technology  meeting 

the  needs  of  growing  industries. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


getting  the  benefit  of  tax  deferral  on 
your  dividends.  The  capital  shares  in 
your  regular  account  would  be  ex- 
posed to  federal  capital  g?ins  taxes  (at 
most  20%  if  held  long  term). 

But  before  calling  your  broker,  con- 
sider the  risks  as  well. 

The  capital  shares  will  be  much 
more  volatile  than  the  income  shares. 
Even  more  important,  closed-end 
funds  in  the  past  have  frequently  sold 
at  a  discount  to  net  asset  value.  Were 
you  to  sell  your  capital  shares  before 
maturity,  a  big  discount  could  wipe 
out  any  gains  your  fund  would 
achieve  in  its  investments. 

Calculating  the  separate  discounts 
of  the  income  and  capital  shares  is 
act.ially  quite  complicated,  since  the 
true  economic  value  of  each  piece  de- 
pends on  projections  of  future  divi- 
dend policies.  (The  nominal  discounts 
of  income  and  capital  shares  printed 
in  newspapers  are  not  necessarily 
meaningful.)  Suffice  it  to  say  that,  by 
adding  together  the  prices  of  capital 
and  income  shares,  and  comparing 
the  result  with  the  fund's  total  assets, 
one  can  come  up  with  an  accurate 
discount  for  the  fund  as  a  whole. 

Calculated  this  way,  the  last  batch 
of  dual-purpose  funds  sold  at  dis- 
counts as  high  as  21%  only  four  years 
before  redemption  dates.  As  the  dis- 
count on  a  dual  fund  narrows  toward 
maturity,  it  can  provide  handsome 
gains.  So  it  might  pay  to  wait  and  buy 
income  and  capital  shares  of  Gemini 
II  on  the  secondary  market,  a  few 
years  after  the  fund  is  started.  Com- 
missions should  also  be  lower  than 
the  fees  paid  on  the  initial  offering. 
However,  closed-end  funds  sell  for 
close  to  their  net  asset  value  nowa- 
days, and  there  is,  of  course,  no  telling 
exactly  when  closed-ends  will  again 
be  bargains. 

John  Neff  is  a  good  man  to  go  with, 
but  there  is  another  choice.  The 
Americus  Trust,  formed  by  money 
manager  Joseph  Debe  and  trading  on 
the  New  York  Stock  Exchange,  be- 
haves in  many  ways  like  a  dual  fund, 
though  there  are  some  differences. 
Americus'  portfolio  re-creates  the  pre- 
breakup  AT&T. 

Debe  has  other  trusts  in  registra- 
tion, which  would  split  the  capital 
gains  and  dividends  of  30  other  com- 
panies. Only  the  AT&T  trust  is  up 
and  running  right  now. 

Finally,  income  shares  don't  allow 
for  reinvestment  of  dividends  in  more 
shares  of  the  fund.  You  must  set  up  a 
self-directed  IRA  with  your  broker 
and  reinvest  the  dividends  into  an- 
other IRA  account  separate  from  your 
dual  fund — ft»  example,  in  a  money 
market  fund.  ■ 
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The  Money  Men 


Howard  Marks  of  Citicorp  makes  a  seem- 
ingly no-lose  return  from  convertible 
bonds.  Can  you  do  as  well? 

Hedging 
with  hybrids 


By  Stanley  W.  Angrist 


How's  this  for  worry-free  in- 
vesting? You  bet  on  the  stock 
market  and  do  very  well  in 
years  with  rallies,  such  as  1982.  But  if 
stocks  tumble,  you  are  insulated  from 
most  of  the  decline,  since  you  don't 
exactly  own  any  stocks  at  all. 

Although  far  from  foolproof,  con- 
vertible bonds,  the  hybrid  between 
debt  and  equity,  can  offer  such  low- 
anxiety  performance.  Such  has  been 
the  experience  of  Howard  Marks,  a 
Citicorp  vice  president  and  money 
manager  who  runs  $500  million  in 
convertible  accounts  out  of  laid-back 
Beverly  Hills,  Calif.  "We  take  very 
little  risk,  and  we  get  a  return  almost 
equal  to  the  return  of  the  straight  eq- 
uity manager  when  he  does  well," 
says  Marks. 

The  rewards  of  the  stock  market 
but  not  the  risks — it  seems  too  good 
to  be  true.  But  here  are  the  results. 
A.ter  getting  a  University  of  Chicago 
M.B.A.  and  working  nine  years  as  a 
Citicorp  stock  analyst,  Marks  orga- 
nized a  convertible  bond  pool  for  the 
bank's  pension  fund  clients  in  the 
summer  of  1978.  In  the  six  full  calen- 
dar years  since,  the  pool  has  not  had  a 
single  down  year.  It  has  averaged  a 
16%  compound  annual  return  (before 
Citicorp's  0.5%  annual  fee),  almost  a 
point  better  than  the  return  on  the 
S&P's  500. 

For  Marks,  38,  the  rewards  include 
being  able  to  work  where  he  wants  to, 
and  this  tennis  addict  prefers  Califor- 
nia's lifestyle  and  sunshine  to  those  of 
his  native  New  York  City.  "Tennis  is 
lost,  not  won,  and  so  is  investing,"  he 
says.  "You  lose  if  you  try  to  hit  a  big 
shot.  I  play  tennis  the  same  way  I 


manage  the  convertible  fund — avoid  j. 
ing  mistakes." 

Marks  makes  a  few  mistakes.  Hi] 
bought  convertible  bonds  in  Arro\  H 
Electronics  two  years  ago  as  semicor  ." 
ductor  stocks  were  peaking,  and  h  .. 
lost  15%  on  the  position  when  it  wa  j. 
closed  in  1984.  But,  significantly,  A:  | 
row  stock  was  off  45%  over  the  sam  ,. 
period.  A  bad  stock  pick,  but  here  i '.', 
the  convertible  at  its  best,  cushionin  \. 
a  fall. 

In  picking  his  bonds  Marks  relie"" 
occasionally  on  Citicorp  stock  an; 
lysts  in  New  York  City  but  mostly  o  I 
his  own  judgment  about  the  arithmt 
tic.  A  key  variable  is  the  conversio 
premium,  the  extra  amount  the  buye. 
pays  over  an  equivalent  amount  ( 
common  stock.  If  a  $1,000  bond  i 
convertible  into  $800  worth  of  stocl 
then  its  conversion  premium  is  25% 
The  bond  buyer  gets  two  advantage 
for  this  premium.  One  is  a  highe 
yield,  often  5%  or  more  above  tb 
dividend  yield  on  the  common.  Th 
other  is  insurance.  If  the  stock  co 
lapses,  the  convertible  is  supported  b 
its  value  as  a  pure  bond,  with  a  fixe 
coupon  and  the  promise  of  $1,000  i 
principal  at  maturity. 

Marks  explains  his  picking  th: 
way:  "I  would  rather  buy  the  conve: 
of  a  company  that  I  am  indifferent  t 
that  has  an  attractive  yield  and  a  re; 
sonable  conversion  premium,  tha 
buy  an  unhedged  investment  in 
company  that  I  am  in  love  with." 

A  prime  example  is  the  IBM  77/s' 
convertible  bond  due  in  2004.  IB! 
dumped  $1.5  billion  of  these  bonds  o 
Rolm  Corp.  shareholders  in  a  taki 
over  last  fall.  With  a  lot  of  arbitrage) 
and  others  wanting  to  cash  out,  Marl 
says,  the  bonds  were  selling  cheap.  H 
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~>rp  Vice  President  Howard  Marks  and  some  of  the  artifacts  in  his  Beverly  Hills,  Calif  office 
rewards  of  the  stock  market  but  not  the  risks?  It  seems  too  good  to  be  true. 


[ht  a  pile  at  close  to  par  value, 
■  IBM  common  stock  was  trading 
■out  125. 

th  the  common  and  the  convert 
appreciated  about  10%  since, 
'here  is  the  arithmetic  as  Marks 
tit.  Each  $1,000  bond  is  convert- 
into  6.508  shares,  at  that  time 


worth  $813.  Conversion  premium, 
23%.  Next,  Marks  listed  several  pos- 
sible values  for  IBM  common  four 
years  hence,  in  November  1988.  That 
is  a  key  date  because,  beginning  then, 
IBM  can  call  in  the  bond,  destroying 
its  conversion  premium.  (Holders,  of 
course,  would  be  given  time  to  con- 


vert, assuming  6.508  shares  of  com- 
mon is  worth  more  than  $1,000,  but 
the  conversion  premium  would  van- 
ish.) Marks  assumed  an  8%  annual 
growth  in  dividends  on  the  common 
shares,  currently  $4.40  a  year. 

Suppose  IBM  common  ends  the  pe- 
riod at  75,  a  drop  of  50  points.  A  buyer 


Volvo  is  owned  by  150,000  share- 
holders, INCLUDING  MANY  VOLVO 
EMPLOYEES  IN  SWEDEN.  THREE- 
FOURTHS  OF  THE  SHAREHOLDERS 
OWN  FEWER  THAN  200  SHARES  EACH. 
THE  LARGEST  HAS  LESS  THAN  5%  OF 
THE  VOTING  RIGHTS.  VOLVO  SHARES 
ARE  DISTRIBUTED  MORE  WIDELY 
THAN  THOSE  OF  ANY  OTHER  COR- 
PORATION IN  SWEDEN.  _____ 


VOLVO 


Add  impact  and  visibility 

to  your  financial 

advertising  campaign  with 

Forbes  Magazine's 

Financial  Special  Advertisinj 

Supplements 


'^Advertising 


Mini-magazines 
with  a  central 
theme 

Designed  to  highlight 
financial  topics  not  often 
covered  in  Forbes'  regu- 
lar editorial  and  directed 
to  Forbes  readers'  profes- 
sional and  personal  invest- 
ment information  needs, 
Financial  Supplements 
provide  a  valuable  promo- 
tional environment  for 
marketers  and  useful  edito- 
rial for  the  reader. 

By  combining  advertising 
with  support  text  and  graphics,  Supplements 
offer  effective  and  cost-efficient  market  tools 
to  help  you  reach  and  sell  Forbes'  unmatched 
executive  readership. 
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Financial  Supplements 
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Take  advantage  of 
these  powerful  adv.' 
tising  vehicles  to 
maximize  your  im- 
pact on  an  audience* 
of  nearly  4  million 
highly  affluent  and 
influential  Forbes 
readers. 

Supplement  adver 
tisers  receive  these  sj 
cial  benefits:  Each 
supplement  surround 
your  message  with 
timely,  authoritative  ■ 
text  relevant  to  your  f : 
nancial  service  or  product  •  Reader  service  caij 
listing  helps  you  generate  quality  sales  inquii! 
ries  •  Specialized  merchandising  and  marketi'; 
support  extend  the  value  of  your  advertising  j 
investment. 

Send  for  your  free  Financial  Supplements 
formation  kit  today.  Contact  Arnold  J.  Privesi 
Director  of  Special  Projects,  Forbes  Magazine- 
60  Fifth  Avenue,  New  York,  NY  10011.  Tel:  21 
620-2224. 
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The  Money  Men 


one  share  of  stock  would  collect 
>out  $20  in  dividends  over  the  four- 
:ar  period  but  would  have  a  capital 
ss  of  $50.  The  overall  loss  would  be 
tout  24%  on  the  $125  outlay 
What  about  the  bond?  Its  conver- 
on  value  would  sink  to  6.508  times 
'5,  or  $488.  But  the  bond's  value 
ould  be  supported  by  its  $78.75  an- 
lal  coupon.  Assuming  interest  rates 
>n't  change,  the  bond  would  trade  at 
■out  $820,  Marks  estimates.  This  is 
etty  close  to  the  value  of  a  straight 
'a%  bond,  but  there  is  a  little  bit 
ded  for  the  conversion  feature.  The 
nversion  feature  is  worth  less,  with 
M  stock  in  the  doghouse,  but  it  is 
ill  worth  something. 
The  bondholder,  in  this  case,  has  a 
80  capital  loss.  On  the  other  hand, 
has  pocketed  $315  in  interest.  Net 
in  is  almost  14%  on  his  investment, 
mpared  with  the  24%  loss  for  the 
:ockholder. 

Similar  calculations  convinced 
jarks  that  he  would  beat  an  IBM 
i  Dckholder  if  the  common  stayed  put 
I  125.  Only  if  IBM  climbs  in  four 
ars  to  more  than  1 70  would  he  fall 
hind.  When  a  stock  takes  off,  the 
nvert  buyer  doesn't  do  as  well  as 
e  stockholder  because  the  conver- 


sion premium  tends  to  shrink.  The 
conversion  premium,  remember,  was 
the  23%  extra  that  the  bond  buyer 
paid.  If  IBM  common  triples,  that  pre- 
mium will  nearly  disappear,  and  the 
bond  will  trade  almost  as  if  it  were 
merely  6.5  shares  of  stock. 

The  convertible  bond  sounds  al- 
most too  good  to  be  true.  You  win  if 
IBM  goes  up,  but  it's  hard  to  lose  if 
IBM  goes  down.  What's  the  catch? 


"Tennis  is  lost,  not  won, 
and  so  is  investing,'9  says 
Marks.  "You  lose  if  you  try 
to  hit  a  big  shot.  I  play 
tennis  the  same  way  I 
manage  the  convertible 
fund — avoiding  mistakes." 
In  six  years  he  has  made 
precious  few  mistakes. 


Mostly,  the  substantial  probability 
that  IBM  will  be  trading  above  170  in 
four  years,  leaving  the  convert  holder 
somewhat  behind. 

Does  a  45-point  gain  sound  rather 
rich?  Don't  forget  that  Treasury  bond 
yields  are  high  these  days,  so  a  low- 
yielding  stock  has  to  offer  the  expec- 
tation of  a  good  capital  gain  to  be 
competitive.  To  be  sure,  it  is  far  from 
certain  that  IBM  will  do  well,  but  the 


market  has  that  expectation  built  into 
today's  prices. 

The  arithmetic  above  ignores  such 
things  as  the  timing  of  cash  flows  and 
the  probabilities  of  a  call  by  IBM  un- 
der different  price  assumptions.  The 
IBM,  moreover,  is  one  of  the  simplest 
of  convertible  issues.  Marks  has  such 
oddities  as  a  Corning  Glass  bond  con- 
vertible into  stock  of  Owens-Corning 
Fiberglas  and  bonds  of  Insilco  that  can 
be  put  back  to  the  issuer  in  1990  at  a 
premium. 

Marks  says  that  market  inefficien- 
cies in  convertibles  offer  "the  other- 
wise illogical  condition  where  one  se- 
curity offers  higher  return  and  lower 
risk  than  another."  Perhaps,  but  re- 
member that  in  1974,  when  Marks 
wasn't  managing  money,  convertibles 
fell  apart.  Rising  interest  rates  were 
destroying  their  value  as  bonds  at  the 
same  time  that  the  bear  market  was 
destroying  their  value  as  equities. 

The  investor  who  wants  to  dive  in 
should  also  ponder  this:  If  convertible 
pros  are  beating  the  stock  market 
with  less  risk,  where  are  their  excess 
profits  coming  from?  One  would  have 
to  argue  that  IBM  is  giving  away  se- 
curities for  less  than  they  are  worth — 
or  rather,  less  than  they  are  worth  to 
Rolm  stockholders.  Or  else  that  an 
individual  investor  on  the  other  side 
of  the  trade  is  taking  a  beating.  ■ 


volvo'  is  latin  for  i  roll.' 

Today  volvo  manufactures  (and  develops  and  designs 
and  tests  and  redesigns  and  develops...)  gasoline 
engines  -  both  normally  aspirated  and  turbo- 
charged,  heavy  diesel  engines,  medium  size  diesel  en- 
gines, small  diesel  engines,  heavy  duty  gearboxes, 
car  transmissions,  flywheel  transmissions,  hydraul- 
ic transmissions,  marine  transmissions  for  work  or 
pleasure  boats,  stern  drives  -  with  or  without 
duoprop  (contra-rotating  propellers),  front  axels 
and  rear  axels  for  trucks  (single  or  tandem  drive), 
front  wheel  suspensions  and  rear  axels  for  cars... 

These  are  just  some  of  the  components  for  our  cars, 
trucks,  buses,  construction  equipment  and  boats.  we 

ALSO  MAKE  JET  ENGINES  FOR  FIGHTER  PLANES,  ENGINE  PARTS 
FOR  ROCKETS... 

Thats  a  lot  of  ways  of  making  things  roll.        ^mrm% 
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YOU  CAN  BUILD  A 


WITH  NYSE  STOCK 
INDEX  FUTURES. 


As  an  experienced  investor 
familiar  with  the  stock  market, 
you  are  well  aware  of  the  bene- 
fits of  diversifying  your-  equity 
investments. 

Now,  you  can  make  your 
portfolio  even  more  resilient  by 
taking  advantage  of  the  market 
trend  directly. 

If  you  can  handle  risk,  you 
can  buy  or  sell  the  whole  market 
by  trading  NYSE  Stock  Index 
Futures.  They  are  based  on  all 
the  more  than  1500  common 


stocks  listed  on  the  New  York 
Stock  Exchange. 

NYSE  Index  Futures,  traded 
on  the  New  York  Futures  Exchange, 
are  highly-leveraged.  The  contract 
size  is  affordable  for  many  individ- 
ual investors. 

NYSE  Index  Futures  are  also 
extremely  liquid.  So  you  can 
change  positions  easily  if 
your  opinion  changes. 

And  they  are  versatile. 
They  can  be  used  to 
establish  a  market 


position  or  protect  your  current 
portfolio  with  a  single  transaction. 

Index  futures  offer  the  poten- 
tial for  rapid  gains,  as  well  as 
losses.  They  are  right  for  investors 
who  understand  and  can  afford 
the  risks  involved. 

Don't  you  owe  it  to  yourself  to 
ask  your  broker  if  NYSE  Stock 
Index  Futures  are  right  for  you?  Or 
if  you'd  like  more  information,  call 
the  New  York  Futures  Exchange 
at  1-800-221-7722.  In  New  York, 
212-623-4949. 


New  York 
Futures  Exchange 
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Capital  Markets 


There  are  GNMAs  and  GNMAs.  Don 't  let  a 
salesman  push  you  into  the  wrong  kind. 

TARGET  PRACTICE 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


Vly  widowed  sister  phoned  the  oth- 
:r  day.  She  was  in  her  broker's  of- 
ice.  She  had  a  $20,000  interest- 
faring  bank  deposit  coming  due 
ind  needed  to  reinvest  the  princi- 
pal. Her  broker  was  giving  her  ad- 
dce  that  was  appalling. 
1  I  thought  she  ought  to  buy  a  Gov- 
ernment National  Mortgage  Associ- 
ation passthrough  pool  certificate. 
[(They're  not  for  everyone,  particu- 
larly young  people.  But  for  older  in- 
vestors who  have  other  sources  of 
I  apital  and  income,  they  make 
ense.  A  12%  coupon  certificate  is 
trading  near  par  right  now,  with  an 
xpected  life  of  12  to  16  years.  With 

GNMA  she  would  be  locking  in  a 
iiigh,  safe  yield  even  if  interest  rates 
Iropped  sharply. 

The  broker  seemed,  however,  to 
look  at  the  situation  from  his  own 
ijtoint  of  view,  not  hers.  At  least 
jhat's  how  it  looks  to  me.  He  sug- 
gested two  mutual  funds — Ameri- 
can Capital  Government  Securities 
rtnd  Franklin  U.S.  Government  Se- 
curities— which  he  said  were 
CNMA-based.  American  Capital 
liharges  a  6.75%  commission  up 
Iront  (on  less  than  $25,000),  another 
1.25%  sweetener  every  year  after 
Bie  first  year,  and  a  yearly  0.75% 
[(aanagement  fee.  Franklin  charges  a 
|%  front-end  commission  and  a 
1.45%  fee.  To  buy  American  my 

Men   Weberman    is   economics   editor   of 
Iorbes  magazine 


sister  would  thus  pay  a  commission 
of  $1,350  out  of  her  $20,000  invest- 
ment and  at  least  another  $140  this 
year  in  management  fees.  Pretty  ex- 
pensive, that.  If  my  sister  had  to 
cash  in  after  a  year,  the  charges 
would  have  eaten  up  well  over  half 
the  target  return. 

By  contrast,  most  direct  GNMA 
pool  issues  are  quoted  to  individual 
investors  with  a  2-to-3-point  round- 
trip  spread — about  one-third  what 
American  Capital  charges. 

What  does  American  Capital 
promise  in  return  for  those  hefty 
fees  and  commissions?  The  possi- 
bility of  a  very  high  return — higher, 
indeed,  than  the  yields  of  GNMAs 
or  Treasurys  if  purchased  directly. 
How  can  a  fund  set  up  to  invest  in 
GNMAs  and  Treasurys  have  a  high- 
er yield  than  GNMAs  and  Trea- 
surys? Only  by  playing  interest  rate 
futures  and  options — by  gambling 
rather  than  investing. 

Last  July,  when  Treasury  bonds 
were  paying  13%,  American  Cap- 
ital's sales  literature  was  claiming 
an  "annual  target  return"  of  14%. 
The  operative  word  here  is  "target." 
To  hit  it,  American  Capital  was  ex- 
pecting to  make  a  total  profit  of  55 
cents  per  fund  share  by  speculating 
in  covered  options  (meaning  the 
fund  owns  the  underlying  security). 

Well,  performance  has  not  quite 
been  up  to  "target"  projections. 
From  July  16,  when  American  Cap- 
ital started,  to  Oct.  31,  while  the 
bond  market  was  experiencing  one 
of  the  strongest  rallies  on  record, 
American  Capital  realized  a  3.7- 
cent-a-share  loss  on  its  options-fu- 
tures speculation  instead  of  the  ex- 
pected profit.  Net  asset  value  per 
share  fell  from  the  $12.50  offering 
price  (before  sales  charge)  to  $11.91. 
During  the  same  period  you  would 
have  had  an  annualized  return  of 
roughly  50%  on  Treasurys  from  in- 


terest and  capital  gains. 

Any  time  the  sponsors  of  a  fund 
talk  about  a  targeted  return  above 
what  you  would  get  by  simply 
buying  and  holding  what  the  fund 
itself  contains,  they  are  really  talk- 
ing about  speculation.  American's 
sales  literature  attempts  to  address 
this  problem  by  suggesting  options 
and  futures  purchases  as  a  hedge. 
Any  hedge  that  reduces  risk  also 
reduces  the  potential  for  gain. 

Franklin  U.S.  Government  Secur- 
ities Fund  is  more  conventional.  It 
invests  in  GNMAs  and  manages  the 
portfolio  for  safety  and  yield.  Its 
$2.75  billion  portfolio  of  mortgage 
passthroughs  with  coupons  pre- 
dominantly in  the  121/i%-to-13l/2% 
range  makes  this  the  largest  of  its 
type  in  the  country.  The  Franklin 
load  of  4%  is  on  the  first  $100,000  of 
purchases  and  lower  thereafter. 

But  look  how  much  better  you 
would  have  fared  had  you  bought 
the  GNMAs  directly.  Going  back  to 
July  16,  the  same  date  that  Ameri- 
can Capital  began,  and  assuming  a 
$10,000  investment,  purchase  of  an 
8%  pool  would  have  generated 
$12,201  in  late  January  without  re- 
investment of  interest  and  princi- 
pal. You  would  have  had  a  cash 
yield  of  $941,  plus  $1 1,260  principal 
value  for  your  $10,000  investment. 
By  contrast,  Franklin  Fund  would 
have  generated  only  $656  in  cash 
and  $10,439  in  principal— $11,095 
total.  American  Capital  would  have 
done  little  more  than  break  even: 
$560  cash  and  $9,528  principal,  a 
minuscule  $88  total  gain. 

GNMA  funds  have  some  redeem- 
ing features.  For  one  thing,  they  al- 
low investors  with  small  amounts 
of  capital  to  acquire  a  position  in  a 
diversified  portfolio.  There  also  is  a 
certain  amount  of  management — 
checking  paydown  rates  on 
GNMAs,  keeping  track  of  individ- 
ual pools,  making  certain  the  port- 
folio keeps  current.  But  there  are 
no-load  funds  that  will  do  all  this 
for  you — Lexington  GNMA  Income 
and  Vanguard  Fixed  Income- 
GNMA,  for  example.  With  these 
funds  you  still  pay  an  annual  man- 
agement charge  but  no  upfront 
commission.  For  IRAs  and  for  older 
people  who  are  not  in  top  tax  brack- 
ets, GNMAs  are  ideal  investments, 
but  don't  let  a  salesman  push  you 
into  the  wrong  way  of  investing 
in  them.    ■ 
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The  Big  Portfolios 


Money  runners  are  moving  quickly: 
They're  unloading  last  years  favorites 
and  loading  up  on  this  year  s  hot  stuff. 

FULL  TILT  BOOGIE 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


I've  reported  repeatedly  in  this  col- 
umn that  a  lot  of  the  big  money 
movers  turned  bullish  around 
Thanksgiving.  Not  that  the  big 
swingers  are  always  right,  but  they 
sure  were  this  time.  They  were 
counting  on  continuing  good  eco- 
nomic news,  determined  action  on 
the  federal  deficit  and  falling  inter- 
est rates  to  provide  a  strong  lift  for 
equities.  These  smarties  positioned 
themselves,  waiting  for  fresh  infu- 
sions of  pension  plan  money  at  the 
beginning  of  the  year.  They  got 
what  they  expected,  plus  a  pleasant 
surprise:  The  market  surge  was 
broad,  as  small  investors — finally — 
became  buyers  instead  of  sellers. 

Most  money  runners — it's  my  job 
to  talk  with  lots  of  them — expect 
that  the  market  will  stay  up  for  a 
while.  The  real  question'  is  how 
much  higher  it  will  go.  Conserva- 
tives estimate  the  Dow  Jones  indus- 
trial average  could  hit  1400  by  the 
end  of  the  year.  That's  ultracau- 
tious.  The  less  timid  figure  1500  to 
1600  is  "not  unreasonable." 

What  will  it  take  to  keep  the  mar- 
ket steaming?  Money  runners  are 
focusing  on  interest  rates,  long  and 
short,  for  a  variety  of  reasons. 
There's  the  old  standard  argument 
that  lower  rates  are  good  for  the 
economy  and  good  for  company  bot- 
tom lines:  Increased  earnings  will 

Susan  Lee  is  a  .senior  editor  of  Forbes 
magazine 


show  up  in  higher  stock  prices.  And 
there's  the  new  standard  chat  that 
declining  bond  yields  will  make 
stocks  more  attractive. 

This  declining-yields  play  carries 
special  force  for  professionals 
counting  on  retail  investors  to  stay 
on  the  buy  side.  They  argue  that 
money  market  funds  have  made  the 
public  "yield  conscious."  And,  with 
short  rates  coming  down,  money 
will  flow  into  either  long  bonds — if 
yields  stay  above  10%  to  11% — or 
equities.  Specifically,  these  money 
runners  feel  the  next  magic  mo- 
ment will  come  when  money  mar- 
ket returns  slip  below  8%,  making 
total  returns  in  the  stock  market 
competitive.  There's  a  big  pot  of 
potential  equity  money  out  there — 
more  than  $215  billion  in  money 
market  funds  and  IRAs  alone.  If 
only  a  fraction  of  that  flows  into 
equities,  the  impact  will  be  huge. 

On  the  downside,  money  runners 
are  fretting  over  several  possibili- 
ties. The  mega-anxiety  is  that  noth- 
ing much  will  be  done  about  budget 
deficits.  Peter  Vermilye  of  Endow- 
ment Management  &.  Research  says 
a  second  leg  to  the  bull  market  of 
1982  will  depend  on  how  much  the 
deficit  is  reduced.  Vermilye's  view: 
If  Congress  shaves  $50  billion  off 
spending  this  year,  the  market 
could  take  off;  $30  billion  would  be 
neutral;  less  than  that  would  be  a 
disappointment.  "Convincing  ac- 
tion on  the  budget,  which  will  low- 
er interest  rates,  will  send  the  mar- 
ket P/E  from  10  up  to  12,"  says 
Vermilye.  "There's  a  l-in-3  chance 
that  the  next  six  months  could  see 
the  second  leg  of  the  bull  market." 

Other  anxieties  focus  on  the 
strength  of  the  secondary  market. 
Money  runners  and  small  investors, 
who  were  hosed  by  their  small 
stock  holdings,  could  just  be  wait- 
ing for  prices  to  come  up  to  where 


they  bought  them.  In  other  words, 
there  could  be  a  ton  of  selling  pres- 
sure on  secondary  markets  as  an- 
noyed investors  start  cashing  out. 

But  these  frets  are  minor  com- 
pared with  the  enormous  enthusi- 
asm among  money  pushers.  A  per- 
fect illustration  of  this  optimism 
comes  from  Ned  Babbitt  at  Avatar. 
During  the  fourth  quarter  of  last 
year  Babbitt  switched  his  portfolio 
weighting  from  25%  to  95%  in 
stocks.  (What's  he  buying?  Higher- 
quality  tech,  such  as  Prime  Com- 
puter, Sperry  and  Tandem.) 

Another  good  indication  of  stock 
market  hots  comes  from  what  mon- 
ey movers  are  doing  with  their  port- 
folios. Last  year's  market  activity 
was  mostly  diddling  with  bonds  and 
defensive  stocks,  like  food  compa- 
nies and  utilities.  Boring  stuff.  So 
boring  that  a  usually  energetic  man- 
ager like  Joel  Leff  of  Forstmann-Leff 
claimed  the  market  made  him 
yawn.  This  year's  hot  stuff,  howev- 
er, is  growth  stocks.  (Leff,  who  posi- 
tioned himself  in  some  big  growth 
companies  early,  now  says  he  finds 
the  market  "quite  interesting.") 

Many  money  movers  have  been 
off-loading  their  food  stocks,  even 
utilities,  betting  big  growth  compa- 
nies will  do  well.  They  are  stocking 
up  on  GE,  IBM  and  Digital  Equip- 
ment Corp.  There's  also  interest  in 
homebuilding.  Armstrong  World  In- 
dustries, the  old  stalwart  making 
covering  for  floors  and  ceilings,  is 
one  name  I've  been  hearing. 

Orson  Munn  of  Orson  Munn  & 
Co.  is  not  quite  as  bullish  as  some  of 
his  colleagues,  but  he's  no  slouch  on 
the  thrills  side,  either.  Along  with 
his  IBM  and  GE,  Munn  bought 
Schlumberger  Ltd.,  the  oil  service 
company.  He  expects  oil  prices  to  go 
down  to  25,  but  he  says  that 
Schlumberger,  now  at  under  ten 
times  1985  estimated  earnings,  has 
been  that  low  only  a  few  times  in 
the  30  years  Munn  has  been  in  busi- 
ness. "Everybody  says  I'm  crazy, 
but  Schlumberger  will  be  a  winner 
for  somebody  with  a  two-to-three- 
year  time  span." 

For  those  who  can't  wait  a  couple 
of  years,  or  even  a  couple  of  quar- 
ters, the  next  few  months  might  be 
made  to  order.  Money  managers 
sound  primed  to  rock  and  roll.  And, 
absent  a  runup  in  interest  rates,  the 
stock  market  should  be  the  hot 
place  to  dance.  ■ 
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to:  The  serious  investor  who  demands  superior  results 
from:  The  Value  Line  Investment  Survey 

things  you  should  know 
bout  EVERY  stock  that 


oncerns  you: 

i:h  of  1700  stocks  monitored  by  Value  Line  is  the  subject  of  a  new  full- 
ie  Report  (size  8V2  x  11)  every  13  weeks.  (A  complete  set  of  the  latest 
>orts  is  yours  as  a  bonus  below.) 

Each  of  these  full-page  Reports  contains  more  than  1000  items  0/  infor- 
fion  about  the  subject  company  and  its  stock.  But  before  you  bother  with 
other  information,  there  are  two  things  you  should  know  about  EVERY 
:k  that  currently  concerns  you: 


TIMELINESS 

I  Relative  Price  Perform- 
Vance  Next  12  Mos. 
SAFETY 

(Scale:  1   Highest  to 
BETA  1  05  (1 


HOW  SAFE  is  this  Stock?  Value  Line  ranks 
h  of  1700  stocks  from  1  (Highest)  down  to  5 
west)  for  relative  long  term  investment  Safety.  The 
ety  rank  Is  based  on  the  stock's  price  stability  and 
company's  financial  strength  (each  of  which  is  also 
ked  separately).  If  you  require  superior  Safety, 
k  with  stocks  ranked  1  or  2  in  this  respect. 

HOW  TIMELY  is  this  Stock?  Value  Line  ranks  each  of  1700  stocks 
n  1  (Highest)  down  to  5  (Lowest)  for  Timeliness— reflecting  Value  Line's 
active,  computerized  assessment  of  its  relative  price  performance 
spects  in  the  next  12  months.  Almost  every  stock  goes  through  phases 
»n  it  performs  a  lot  better,  or  worse,  than  the  overall  market.  Whatever 
1  you  may  want  from  your  investments,  if  you  want  performance,  we 
gest  you  stay  with  stocks  currently  ranked  1  or  2— and  not  worse  than  3 
9rage)— for  Timeliness. 

I  DATED  EVERY  WEEK 

l.ddition  the  regularly  issued  full-page  Reports,  every  week  Value  Line's 

inmary  &  Index  updates  the  ranks  and  ratings  of  each  of  1700  stocks 

If/Ve  to  all  the  others,  as  follows: 

f  a)  Rank  for  Timeliness  (as  outlined  above). 

K  b)  Rank  for  Safety  (as  outlined  above). 

';  c)  Estimated  Yield  in  the  Next  12  Months. 

d)  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years,  showing 
the  future  "target"  price  range. 

e)  P/E  ratio,  current  price,  Beta,  estimated  12-month  earnings  and 
dividends,  latest  quarterly  results  vs.  year-ago  results. 

■RODUCTORY  OFFER 

can  receive  the  complete  Value  Line  Investment  Survey  (with  30-day 
tey-back  guarantee)  for  the  next  10  weeks  for  only  $39— about  HALF  the 
Lilar  rate— if  no  one  in  your  household  has  subscribed  in  the  past  two 
rs.  And  you  automatically  receive  this  bonus: 

Jbscriber's  Guide,  by  Arnold  Bernhard,  Value  Line's  foun- 
land  research  chief.  This  72-page  guidebook  reveals 
Ihods  of  stock  evaluation  that  took  decades  to  develop, 
I  tells  exactly  how  to  use  the  immense  wealth  of  precision- 
linized  data  in  The  Value  Line  Investment  Survey. 

FECIAL  BONUS  OFFER 

■■scribe  to  The  Value  Line  Investment  Survey  for  a  full  one  year  term  and 
Kive  as  an  additional  bonus  the  2000-page  Investors  Reference  Service, 
fcjding  our  latest  full-page  reports  on  each  of  1700  stocks  .  .  .  fully  in- 
led  for  your  immediate  reference. 

0NEY-BACK  GUARANTEE 

lu're  not  fully  satisfied  with  the  Value  Line  Survey  for  any  reason  at  all,  simply 
Irn  the  material  within  30  days  for  a  full  refund  of  the  fee  you  have  paid.  But 
E)  the  72-page  guidebook,  A  Subscriber's  Guide,  as  a  gift. 

Vi  the  very  first  weekly  Value  Line  issue  you  receive,  we  urge  you  to  check  the 
}ty  and  Timeliness  ranks  of  every  stock  that  concerns  you  now. 

CALL  TOLL-FREE: 
If  you  have  MasterCard,  American  Express  or  Visa, 
one  1-800-633-2252  (operator  281)  24  hrs.  7  days  a  week. 


A  Subscriber's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 
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The  Value  Line  Investment  Survey 

7II  Thud  Aw., N.Y., N.Y.  I0OI7  Dept.316K25 
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An 
Advertising 


That's 
Special 


CORPORATE  REPORT 


Special  because  publicly-held 
corporations  can  reach  Ameri- 
ca's most  important  investors  by 
using  Corporate  Report 
Updates  in  Forbes. 

Appearing  once  each  month, 
Corporate  Report  Updates  en- 
ables companies  to  announce 
important  developments  to  the 
astute  investors  who  read 
Forbes.  Moreover,  for  added 
impact,  this  Forbes  advertising 
service  is  positioned  in  the 
popular  "Money  and  Invest- 
ments" section  of  the  magazine. 

Forbes  has  720,000  sub- 
scribers and  a  total  readership 
of  almost  4  million.  92%  of 
Forbes'  subscribers  own  corp- 
orate stock,  with  average  hold- 
ings exceeding  $474,000.  Over 
half  are  involved  with  helping 
others  make  investments  deci- 
sions. Those  others  include  cor- 
porations, institutions,  pension 
funds,  trusts,  and  estates. 

Corporate  Report 
Updates    in  Forbes  is  an  ad- 
vertising investment  your  com- 
pany can  profit  from. 

Forbes  gets  results.  For  more 
information  call  or  write: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue 

New  York.  NY  10011 

Phone:  (212)  620-2371 
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The  IBM  PC  AT  is  at  the  top  of  the  shop- 
ping list  for  the  managers  I  monitor.  I 
However,  there  are  some  problems. 


A  FINE  PIECE  OF 
EQUIPMENT,  BUT. . . 


By  Srully  Blotnick 


Within  two  years  of  its  introduc- 
tion, IBM's  PC  had  become  the 
most  important  desktop  computer 
in  offices  throughout  the  U.S.  So 
when  business  users  saw  the  IBM 
XT,  a  10-megabyte,  hard-disk  ver- 
sion of  the  unit,  they  leaped  at  it. 

They  were  not  disappointed.  By 
then  most  had  gotten  used  to  sliding 
diskettes  in  and  out  of  the  PC  but 
didn't  like  doing  so.  Most  objected 
to  putting  '  the  operating  system 
diskette  in,  removing  it,  then  put- 
ting the  applications  diskette  in 
each  time  before  getting  started. 

Why  didn't  they  want  to  do  this? 
Because  they  were  lazy?  Hardly. 
They  were  afraid  of  somehow  dam- 
aging either  the  sensitive  disk  drive, 
the  diskettes  or  both.  One  meant 
money,  the  other  time,  and  both 
meant  trouble  if  something  went 
wrong  in  the  process. 

With  the  XT,  their  fears  were 
eased.  Its  vastly  greater  storage  al- 
lowed the  business  users  I  have 
been  monitoring  to  work  at  the 
computer  in  what  they  consider  a 
more  natural  manner.  The  system 
"boots"  itself — that  is,  starts  itself 
up — by  bringing  in  the  operating 
system  from  hard  disk  to  main 
memory.  Touching  a  few  keys  then 


Dr.  Srully  Blotnick  «  a  research  psychologist 
and  author  of  The  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career  and, 
recently  published  by  McGraw-Hill,  Com- 
puters Made  (Ridiculously)  Easy. 
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brings    the    applications    program, 
say,  word  processing,  in  from  hard  |i 
disk  quickly  and  easily. 

The  result:  "I  don't  mind  puttingiij 
lots  of  programs  on  my  [XT]  disk,"  fj] 
the  owner  of  a  small  insurance  bro- 
kerage firm  in  suburban  Washing- 
ton, D.C.  told  me.  "I  like  having  j 
them  there,  and  I  know  I'll  use  them  |t 
all,  eventually." 

Then  came  the  IBM  PC  AT  (Ad-; 
vanced  Technology).  That  intrigued  i: 
prospective  buyers  in  the  business  , 
world,  mainly  because  the  En-i  ;, 
hanced  model  of  the  AT  offers  a  20-)  < 
megabyte  hard  disk  (twice  the  ca-i  is 
pacity  of  the  one  on  the  XT),  on  { 
approximately  10,000  pages  of  text:  ; 
The  AT  can  be  equipped  with  twci  I 
such  disks  internally,  providing  ( 
storage  for  well  over  40  million  » 
characters,  more  than  enough  fon  \ 
most  small  business  owners. 

When  users  began  receiving  ana  B 
working  with  the  AT,  they  noticec  n 
another  big  improvement:  the  rede  i;; 
signed  keyboard.  All  181  membere  j 
of  my  sample  liked  the  larger  shifi. 
keys  and  the  larger  enter  key,  one  o<  j 
the  most  important  and  frequently  j 
used.  The  delete  key  has  been  rei  ;| 
duced  in  size,  while  the  insert  key  ii  i  ; 
better  positioned  (73  out  of  the  18H  j, 
said  they  had  caused  themselves  ,; 
grief  on  previous  PC  models  by  acci  [. 
dentally  hitting  the  delete  key — an<n  L 
not  realizing  it). 

A   third   improvement    was   thih  u 
AT's  greater  speed  (thanks  to  a  nev  |  ^ 
microprocessor,  Intel's  80286,  ver:,|t 
sus  the  8088  in  the  XT  and  other  P(  1 1, 
models).    "It's    really    noticeable,' 
was  a  typical  comment,  "though  , 
thought  it  wouldn't  be.  Word  pro  |  i5 
cessing  and  spreadsheet  changes  ar«i , 
implemented  much  faster." 

So  much  for  the  good  news.  Th 
bad  news  began  when  these  owner 
used  the  1.2-megabyte  floppy  disl ; 
drive  that  is  standard  on  the  regula 
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id  Enhanced  model  of  the  AT.  It 
rilled  them  to  be  able  to  put  more 
an  three  times  the  normal 
tiount  of  data  on  a  high-capacity 
skette — 1.2  megabytes  instead  of 
e  standard  diskette's  360  kilo- 
tes.  "That  will  cut  down  on  the 
imber  of  disks  I  have  floating 
ound,"  some  said. 
But  they  were  chagrined  to  dis- 
ver  that  the  information  they 
aced  on  these  high-capacity  disk- 
tes  could  not  be  read  by  any  other 
I  not  even  the  XT.  Nearly  half — 
out  of  181 — had  not  been  told  of 
is  limitation  by  the  computer 
pre,  and  they  hadn't  thought  to 
k.  Others  had  been  told  but  didn't 
ilize  what  a  significant  limitation 
represented. 

The  subject  of  computers  com- 
unicating  with  one  another  is 
Ich  a  hot  topic  (a  research  area  in 
lich  enormous  sums  of  money  are 
ing  spent  annually)  that  it  never 
curred  to  these  users  that  the 
bst  rudimentary  form  of  commu- 
tation— taking  a  diskette  that  has 
en  in  your  computer  and  giving  it 
Isomeone  else  to  use  in  his — can't 
done  even  with  other  members  of 
e  IBM  PC  family. 
The  solution  for  those  who  need 
Get  a  360-kilobyte  drive  installed 
well. 

Another  drawback  that  mightily 
(.tressed  the  majority  concerns  the 
rallel-serial  adapter  card  needed 
•  the  more  ordinary  kind  of  com- 
ter-to-computer  communication, 
modems.  The  Enhanced  AT  is 
pposed  to  come  with  this  card, 
t  it  has  been  in  such  short  supply 
it  major  retailers  have  been  sell- 
hundreds  of  Enhanced  ATs  with 
card  missing.  Some  told  cus- 
ners:    "You  don't  need  it — any 
3d  modem  you  get  already  has 
s  feature."  That's  not  at  all  the 
>e.  Not  only  is  the  card  needed, 
it  so  is  a  special  cable,  to  hook  up 
a  modem.  Those  who  bought  the 
tular  AT  tell  me  that  they  can't 
I  d  the  card  anywhere,  and  they  are 
cite  annoyed  about  it. 
In  short,  the  IBM  PC  AT  is  a  su- 
frb  piece  of  equipment  when  it  is 
fcrrectly  configured  and  there  are 
I  problems  with  the  disk  drives. 
ft  the  many  managers  and  inves- 
ts planning  to  buy  one  in  1985 
Ibuld  recognize  that  dealer  reli- 
aility  and  service  are  likely  to  be 
pre  important  here  than  ever.  ■ 
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Sixsurprising 
IRA  strategies- 

for  sophisticated 
investors  only. 

Stocks,  zeros,  GNMA  trusts,  mutual  funds— 

they're  not  for  everybody's  IRA.  But  ask  Dean  Witter 

how  they  might  be  highly  profitable  for  you. 

You  have  lots  of  good  reasons  for  keeping  your  IRA  money  in  a 
CD  or  money  market  fund.  Convenience,  safety  -  you  probably  know 
them  all.  That's  why  Dean  Witter  offers  them. 

But  we  have  other  investments  that  could  make  your  IRA  grow 
even  faster. 

The  list  could  surprise  you. 

Take  Common  Stocks.  They  have  growth  potential  far  beyond  that  of 
many  other  popular  investments. 

Preferred  Stocks.  Normally,  they  offer  a  relatively  high  fixed 
dividend  rate. 

Zero  Coupon  Bonds.  Depending  on  the  maturity  you  choose,  they  can 
help  you  earn  several  times  your  original  investment. 

Ginnie  Mae  Trusts.  Currently,  they  offer  a  high  return  on  a  portfolio 
of  government  guaranteed  securities. 

Limited  Partnerships.  They  let  you  share  in  the  proceeds  of  oil  and 
gas  or  real  estate. 

Mutual  Funds.  They  offer  the  advantage  of  professional  management 
of  a  variety  of  investments. 

To  find  out  what  might  be  best  for  you,  talk  to  an  Account  Executive 
at  any  Dean  Witter  branch. 

Or  stop  by  a  Sears  Financial  Network  Center  in  any  one  of  300 
Sears  stores. 

Or  call  the  800  number  below. 

You  may  be  surprised  how  fast  your  IRA  can  grow. 


CALL  1-800-63 1-7268,  Ext.  239 


r 


Dean  Witter  Reynolds  Inc. 
Client  Information  Services 
P.O.  Box  5061,  Clifton,  NJ  07015 

Please  send  me  your  free  IRA  Investment  Kit. 

Name 

Address 


^— .       Membt 
(44)     FOR  2/2 


er  SI  PC- 


City 

State— 

1 L 


.Zip. 
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Home  phone  Business  phone 

Dean  Witter  clients,  please  indicate  your  Account  Executive's  name  and  office: 


L_ 


A  member  of  the  Sears  Financial  Network 

DF AN  WITTER 

Worth  asking  about. 


1985  Dc-an  W.rtor  Reynold-  Inc 
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Growth  Stocks 


Don  t fall  for  the  myth  that  stocks  with  big 
capitalizations  are  safer  and  easier  to  get 
into  and  out  of  than  are  small  ones. 

PINT-SIZE 
POWERHOUSES 


portfolio,  clearly  a  managerial 
nightmare.  So  I  would  stick  to  larger 
capitalization  stocks.  Almost  all 
professional  investment  (a.k.a.  in- 
stitutional) interest  is  focused  on 
stocks  with  market  caps  a  good 
notch  above  $15  million. 

As  a  finicky  eater,  I  am  uncom- 
fortable in  a  restaurant  with  a  limit- 
ed menu.  With  a  big  menu,  I  almost 
always  do  fine.  On  the  investment 
menu,  most  of  the  entrees  are  com- 
panies with  market  capitalizations 
too  small  to  attract  professional  in- 


MONEY  &  INVESTMENTS 


By  Kenneth  L.  Fisher 


Institutional  investors  have  all  the 
advantages.  Right?  Wrong!  Why? 

Simply  put,  the  institutions  can't 
touch  most  of  the  stocks  available 
to  the  little  guy. 

Consider  the  world  of  stocks  ac- 
cording to  their  market  capitaliza- 
tions (market  cap  equals  stock  price 
times  total  shares  outstanding). 
Small  cap  companies  greatly  out- 
number large  ones.  The  market  val- 
ues more  than  two-thirds  of  the 
country's  actively  traded  companies 
at  less  than  $15  million.  After  all, 
everyone  can't  be  IBM.  So  what? 

The  institutions  can  invest  only 
in  the  bigger  cap  stocks.  Why?  Li- 
quidity. Institutional  managers 
tend  to  avoid  stocks  whose  market 
caps  are  less  than  the  amount  of 
money  they  manage.  Suppose  I  am 
some  smallish  institutional  yo-yo, 
perhaps  one  managing  $150  million 
for  "Sillycorp."  Take  a  stock  the 
market  values  at  $150  million.  If  I 
buy  $  1 .5  million  worth,  I  own  1  %  of 
the  company.  If  the  stock  fizzles,  I 
may  have  too  much  to  get  out  with- 
out disrupting  the  market.  So  I  don't 
buy  more  to  avoid  illiquidity. 

To  fill  my  portfolio,  I  would  need 
100  such  stocks.  It's  hard  to  manage 
so  many.  If  I  buy  stocks  with  mar- 
ket capitalizations  of  only  $15  mil- 
lion, I  would  need  1,000  to  fill  my 

Kenneth  I  /  isher  is  a  money  manager  based 
in  Burlingame,  Calif.  He  is  author  of  Super 
Stocks,  published  by  Dote  Jones  inn// 


big,  tough  foreign  competitors)  is 
riskier  than  a  small,  obscure  no- 
name  with  little  or  no  debt  and  a  | 
high  market  share  in  some  small, 
hard-to-enter  niche. 

The  point  is  to  buy  unpopular 
stocks  of  sound,  well-financed  and 
fundamentally  strong  companies — 
regardless  of  size.  Slowly  their  qual- 
ity will  be  seen  by  others,  and  their 
popularity  will  rise — and  with  it  the 
stock  price.  Additionally,  with 
small  cap  stocks,  you  can  avoid  the 
up-and-down  volatility  of  the, 
stocks  that  are  subject  to  institu- 
tional stampedes  in  and  out. 

Below  is  a  list  of  ten  small  cap 
stocks  that  are  virtually  unknown 
names.  Each  has  a  total  market  val- 
ue of  less  than  $  1 5  million.  Yet  each 
is  financially  strong  and  a  leader  in 
its  field.  The  weakest  balance  sheet 
looks  better  than  those  of  all  but. 
2  of  the  30  Dow  Jones  industrials 
stocks.  (3M  and  Eastman  Kodak  are 
the  strongest  financially  of  the  Dow 
stocks.)  And  the  valuations  (spelled 
PSR — price/sales  ratio)  are  low. 


Company 

Price 

PSR 

EQ/TA 

Current 
ratio 

P/E 

Yield 

Realist 

8 

0.41 

67% 

6 

26 

— 

Cerberonics  "A" 

6 

0.24 

78 

4 

7 

1.6% 

Halifax  Engineering 

5 

0.20 

50 

4 

16 

— 

EAC  Industries 

8 

0.29 

48 

3 

8 

5.2 

DeRose  Industries 

8 

0.35 

57 

2 

8 

— 

Multnomah  Kennel  "A 

'      5 

0.65 

76 

3 

11 

6.6 

Evergood  Products 

4 

0.26 

74 

3 

15 

— 

Norwesco 

5 

0.25 

60 

2 

8 

2.6 

Up-Right 

5 

0.32 

60 

4 

— 

— 

Newport  Electronics 

4 

0.44 

73 

4 

15 

- 

F.Q.TA:  Equity  as  percent. 

ige  of  total 

assets 

Source.  PSR  Stt 

ckwatch 

vestment  interest.  The  institutional 
guy  is  much  disadvantaged.  He  has 
a  tiny  menu  to  choose  from,  com- 
pared with  the  little  investor.  In 
terms  of  liquidity,  the  small  inves- 
tor can  buy  stocks  the  big  boys  only 
dream  about. 

But  most  folks  pass  up  this  advan- 
tage. They  think  smaller  capitaliza- 
tion stocks  have  more  risk  than  do 
bigger  ones.  After  all,  don't  the  GMs 
and  Du  Ponts  have  a  lot  farther  to 
fall  before  going  under  than  some 
obscure  Peoria  peanut?  And,  a  la 
Continental  Illinois  and  Chrysler, 
doesn't  Uncle  Sam  bail  out  the  big 
guys  when  they  hit  the  wall?  In  my 
opinion,  this  is  all  wet.  To  me, 
Chrysler  (with  its  carload  of  debt,  a 
small  market  share  and  a  bevy  of 


Which  is  safer,  giant  U.S.  Steel, 
with  a  current  ratio  of  1.2  and  equi-t 
ty  of  less  than  25%  of  assets,  or  the 
Multnomah  Kennel  Club,  Oregon's 
only  greyhound  racing  track,  which 
has  virtually  no  debt,  pays  a  high, 
dividend  yield  and,  through  its  part- 
nerlike relationship  with  the  state, 
annually  pays  millions  of  dollarsi 
into  Oregon's  coffers?  Multnomahi| 
is  asset-rich  to  boot,  owning  raw 
land  worth  more  than  the  market 
valuation  of  the  whole  company. 

Remember:  These  stocks  are 
thin,  so  don't  wade  in  knee-deep, 
bidding  up  the  prices.  For  the 
45,000-share  buyer,  small  cap 
stocks  are  tough,  but  if  you  just 
need  300  shares  for  a  Keogh  plan, 
small  is  beautiful.  ■ 
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OM  THE  PEOPLE 
10  TAUGHT  YOU 
L  ABOUT  THE 
ONTRT, 
METHING  FOR 
OSE  NIGHTS  ON 
E  TOWN. 


d*iStream 

•Jd  6-  Stream  logo  and  goose  &  trout 
?  trademarks  of  CBS  Inc. 


Take  them  away  from  ducks, 
pheasants  and  quail  and  you'll  find  a 
little  bit  of  peacock  in  every  outdoor 
type.  Now,  for  those  occasions  that 
call  for  "sprucing  up",  we  have  two 
suggestions. 

We  put  our  famous  Field  &  Stream 
Canada  Goose  and  Rainbow  Trout 
logo  on  both  a  handsome  Club  Tie 
made  of  fine  English  Twill  with  silk 
insignia,  and  a  beautiful  26"  square, 
pure  silk  Italian  Scarf. 

Pick  one  for  yourself  or  give  it  as  a 
gift  to  someone  special.  Buv  both  and 
save  $5! 

Our  Field  &  Stream  Club  Tie  and 
Scarf  for  outdoor  people,  with  an 
instinct  for  style. 


PJease  send  me . 


.  F  S-  S  Scarves  and 


Club  Ties.  I've  enclosed  $15.00  for  each 

tie,  and  $25.00  for  each  scarf,  (plus  $2.50  postage  &■ 
handling  for  each  item),  and  $35.00  for  each 
combination  set  of  tie  and  scarf  (plus  $3.50  p  fr  h). 
Add  applicable  sales  tax,  and  make  checks  payable 
to  Field  8-  Stream. 

Color  (TIE):  Maroon Navy 

(Scarf  available  in  Navy  only.) 

Charge  my  Credit  Card:  Amex Visa MC 

Exp.  Date 

Account  No. 

I    I    1    I    1    I    I    I    I    1    I    I    I    I    1    I 

Name 


Address 

City,  State,  Zip. 
Signature 


Mail  to  Field  fr  Stream  Scarf/Club  Tie, 

120  Brighton  Road.  P.O.  Box  5076,  Clifton  N/  07015 

Allow  4-6  weeks  for  delivery.  Gift  box  included. 
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Can  professionals  trade  your  money  in 
commodities  better  than  you  can?  The 
evidence  for  1984  is  not  reassuring. 

THE  WINNER'S  EDGE 


By  Stanley  W.  Angrist 


It  has  become  commonplace  in  the 
world  of  commodities  for  amateurs 
to  be  told  to  turn  their  risk  funds 
over  to  the  pros.  This  advice  is 
based  on  estimates  that  somewhere 
between  70%  and  90%  of  all  specu- 
lators are  net  losers.  But  how  well 
do  the  pros  do? 

Managed  Accounts  Reports,  a  Co- 
lumbia, Md.  newsletter  (301-730- 
5365),  tracks  both  public  commod- 
ity funds  and  private  pools.  The  re- 
sults for  1984  for  the  85  publicly 
offered  funds  show  an  average  gain 
of  10.7%,  with  about  two-thirds  of 
that  gain  coming  in  December.  The 
best  fund  had  a  gain  of  70.2%,  while 
the  four  next  best  funds  had  an  aver- 
age gain  of  56.5%.  The  five  worst 
funds  had  an  average  loss  of  27%. 

To  show  average  performance 
over  longer  periods,  MAR  computes 
an  index  for  14  leading  public  funds. 
With  a  value  of  100  on  Jan.  1,  1982, 
the  index  stood  at  105.3  on  Jan.  1, 
1985.  A  three-year  gain  of  5.3%  is 
not  likely  to  cause  you  to  rush  out 
and  take  your  money  out  of  T  bills. 

How  about  professional  advice  for 
the  amateurs?  Commodity  Traders 
Consumer  Report  (916-929-5308),  a 
Sacramento,  Calif,  monthly,  re- 
views the  performance  of  26  com- 
modity trading  advisory  letters.  Pub- 
lisher Bruce  Babcock  ranks  these 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


profferers  of  market  wisdom  at  the 
end  of  each  year,  but  he  tracks  them 
so  many  different  ways  that  choos- 
ing a  winner  can  be  a  matter  of  taste. 

The  table  shows  the  results  of  the 
top  seven  advisory  services,  scored 
in  several  ways.  The  first  column 
gives  the  average  profit  per  trade,  a 
number  that  compares  effectiveness 
without  including  frequency  of 
trading  or  margin  requirements. 
The  next  column  is  the  percentage 
of  successful  trades.  Next  is  the  net 
equity  increase,  assuming  that  each 
trade  involved  a  single  contract  and 
incurred  $130  in  transaction  costs. 
The  final  column  shows  a  hypo- 
thetical percentage  profit,  assuming 
the  subscriber  put  up  the  minimum 
margin  on  each  trade.  Since  this 
computation  ignores  the  effect  of 
margin  calls  on  losing  positions,  it 
may  overstate  return  on  capital  by  a 
factor  of  2  or  more. 

The  bad  news:  Of  the  24  letters 
that  CTCR  monitored  for  the  full 
year,  only  9  showed  profits  when 
transaction  costs  were  included. 
That  is  about  half  the  rate  experi- 
enced by  the  publicly  offered  com- 
modity funds. 


If  you  already  consider  yourself  a 
successful  trader  and  want  to  test 
your  trading  skills,  there  are  two 
contests  starting  in  February  that 
might  interest  you.  In  the  U.S.  Trad- 
ing Championship,  run  by  Norm 
Zadeh  of  Marina  Del  Rey,  Calif. 
(213-305-9300),  you  compete— us- 
ing real  money  in  your  own  ac- 
count— against  both  pros  and  ama- 
teurs trading  futures,  buying  and 
writing  options  or  buying  stocks. 
The  entrance  fee  is  $195. 

The  last  four-month  contest  was 
won  by  Carl  Wyman,  an  emergen- 
cy-room physician  who  increased 
his  futures  account  by  252%  and  his 
options  account  by  281%.  Martin 
Schwartz,  a  professional  trader  (see 
this  column,  Oct.  1,  1984),  again  won 
the  futures  division  by  increasing 
his  account  equity  by  443%.  How- 
ever, only  about  20%  of  the  262 
entrants  reported  profits. 

Robbins  Trading  Co.,  a  Chicago  i 
commodity  broker  (800-453-4444), 
expects  to  open  its  second  futures  - 
trading  contest  in  mid-  to  late  Feb- 
ruary. This  contest  requires  an  en- 
trance fee  of  $1,000  and  the  opening 
of  a  futures  account  with  Robbins 
with  a  $10,000  deposit.  All  trades  | 
must    be    done    through    Robbins, 
which  charges  a  $45  commission  i 
for  contestants.  The  top  ten  win 
ners  divide  the  pot  created  by  the  • 
$1,000  entrance  fee.  The  first  place 
winner  gets  50%  of  the  pot,  second  i 
place  receives  20%,  down  to  1%  fori 
the  person  placing  tenth.  Last  yean 
72  people  entered,  with  the  winner  i 
increasing  his   account  equity  by 
264% .  Tenth  place  was  taken  by  a 
trader  who  netted  $110  over  the. 
four-month  trading  period.  ■ 


Letter  perfect?  Almost 


The  seven  most  profitable  market  letters  in  1984  are  ranked  here  by  a 
number  of  significant  measures.  TASAS  is  dropping  out  of  market- 
letter  writing  to  concentrate  on  managed  accounts.  Details  of  these 
letters  can  be  obtained  from  Commodity  Traders  Consumer  Report. 


Market  letter 


Profit  per 
trade 


Winning 
trade 


Net  equity 
increase* 


Return 
on  margint 


TASAS 


$1,796 


66.7% 


$112,580 


403% 


Elliott  Wave  Theory 


392 


50.0 


21,186 


134 


FSA  Market  Outlook 


440 


54.2 


24,279 


101 


Braun's  System 


621 


71.8 


22,075 


67 


Commodex 


182 


40.0 


1 1,504 


57 


Market  Vane 


206 


47.8 


3,865 


35 


Accu  Comm  Futures 


218 


75.8 


3,095 


25 


•Assumes  single  contract  trades.     tAssumes  minimum  margin  and  ignores  effect  of  margin  calls. 
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CENSORSHIP  IN  A  FREE  SOCIETY. 
IT'S  A  BAD  MATCH. 


Censorship  is  the  greatest  tragedy  in 
American  literature.  It  constricts  the  mind, 
(eaches  fear  and  leaves  only  ignorance 
and  ashes. 

Today,  all  over  the  country,  books  are 
Deing  banned,  burned  and  censored. 
Teachers,  students,  librarians,  and  book  and 
nagazine  publishers  are  being  harassed. 


The  attacks  of  these  self-appointed  censors 
are  endorsed  by  our  silence. 

The  freedom  to  read  is  one  of  our  most 
precious  rights.  Do  something  to  protect  it. 

Contact: 

People  For  The  American  Way,  P.O.  Box  19900 
Washington,  D.C.  20036  or  call  202/462-4777 


f/Mk  People  For  The  I  Jkf 

^Hmericanrlray 


Observations 


Deflation  is  beginning  in  some  markets. 
It  will  produce  great  bargains  for  people 
who  manage  to  hold  on  to  their  money. 

DEFLATION  IN  THE 
FARM  BELT 


MONEY  &  INVESTMENTS 


By  Ashby  Bladen 


History  usually  makes  a  trial  run 
before  it  drops  the  big  bomb,  and 
those  willing  to  heed  the  warning 
can  get  out  of  the  way.  For  example, 
in  the  fall  of  1926  a  couple  of  hurri- 
canes blew  down  a  real  estate  boom 
in  Florida,  three  years  before  the 
bottom  fell  out  of  Wall  Street  and 
the  stock  and  bond  markets.  Any- 
one who  heeded  that  warning 
would  have  missed  a  lot  of  fun,  but 
when  1932  came  along,  he  would 
still  have  had  some  money. 

This  time  the  warning  is  coming 
from  the  farm  belt,  but  let's  start  by 
taking  a  look  at  that  Florida  land 
boom.  Like  all  runaway  booms,  it 
had  a  good  concept,  plentiful  fi- 
nance and  an  Achilles'  heel.  The 
concept  was  that  everybody  was  go- 
ing to  vacation  in  Florida,  and  ev- 
erybody would  retire  and  buy  a 
home  there.  During  the  peak  of  the 
frenzy,  people  bought  and  sold  real 
estate  binders  for  10%  down.  The 
Achilles'  heel  was.  that  Yankee 
speculators  didn't  believe  the  lo- 
cals' tales  about  what  the  Florida 
wind  could  do.  They  had  to  find  out 
for  themselves. 

The  last  time  I  wrote  about  the 
corn  belt,  2  Vi  years  ago,  I  pointed 
out  that  the  average  farmer  had  lit- 
tle debt  and  was  not  in  financial 
trouble,  but  that  those  who  had  bor- 

Ashby  Bhulen  is  a  financial  consultant  and 
author  of  How  io  Cope  with  the  Develop- 
ing Financial  Crisis. 


rowed  at  peak  interest  rates  in  order 
to  pay  peak  prices  for  farmland  were 
in  trouble,  deep  trouble.  The  actual 
cash  return  from  farming  was  only 
about  6%  a  year,  so  much  of  the 
anticipated  return  from  owning  a 
farm  had  to  come  from  price  appre- 
ciation, which  is  always  a  danger- 
ous situation. 

Now,  not  only  the  speculator- 
farmers  are  in  trouble.  A  lot  of 
sensible  and  prudent  ones  are,  too. 
The  main  thing  that  has  gone 
wrong  during  the  last  couple  of 
years,  on  top  of  the  speculative 
binge  in  farm  prices,  is,  of  course, 
the  appreciation  of  the  dollar  in 
the  foreign  exchange  market.  U.S. 
farm  produce  has  simply  been 
priced  out  of  the  international 
markets.  Indeed,  it  is  getting  to  be 
cheaper  to  land  some  foreign- 
grown  commodities  in  Chicago 
than  to  buy  and  ship  them  from 
southern  Illinois.  This  is  a  ridicu- 
lous situation,  and  in  my  opinion, 
probably  will  not  last  very  much 
longer.  Certainly  if  it  does  last,  we 
are  going  to  have  an  awful  lot  of 
bankrupt  farmers. 

But  just  like  the  Florida  land 
bust,  the  trouble  in  the  farm  belt  is 
only  the  visible  tip  of  the  iceberg. 
What  the  American  people  are  dog- 
gedly refusing  to  see  is  that  for 
years  and  years  we  have  been  bor- 
rowing and  spending  our  way  out  of 
little  troubles,  at  the  cost  of  making 
ourselves  steadily  more  exposed  to 
much  worse  trouble.  That,  of 
course,  is  essentially  what  the 
Keynesian  revolution  in  economics 
was  all  about.  But,  of  course, 
Keynes  was  originally  prescribing  a 
regimen  of  borrowing  and  spending 
as  a  cure  for  the  Depression,  not  as 
a  daily  tonic. 

In  order  to  sell  the  Keynesian 
remedy  to  the  people,  economists 
had  to  persuade  us  that  going  into 


debt  wasn't  anywhere  near  as  seri- 
ous as  we  once  thought  it  was.  They 
have  succeeded  much  too  well.  Few 
of  the  people  in  Washington  seem  at 
all  concerned  that  the  federal  gov- 
ernment has  about  reached  the 
point  where  its  debt  becomes  com- 
pletely uncontrollable.  From  now 
on,  just  the  compounding  interest 
on  the  debt  will  keep  it  growing 
fast.  The  rest  of  the  American  peo- 
ple are  borrowing  and  spending  sig- 
nificantly more  than  the  federal 
government  is. 

In  other  words,  the  odds  now  are 
that  inflation  will  return.  The  me- 
chanical cause  of  inflation  is  sim- 
ply excessive  borrowing  and  spend- 
ing, which  Americans  are  doing 
with  a  vengeance.  There  are  two 
reasons  that  we  are,  nevertheless, 
not  having  runaway  inflation  in 
this  country  like  that  of  so  many 
other  countries.  The  first  reason  is 
that  Americans  have  gone  interna- 
tional with  our  borrowing  and 
spending.  We  are  now  consuming  a 
lot  more  bargain-priced  imports 
than  we  are  selling  exports  abroad, 
and  borrowing  from  foreigners  to 
pay  for  the  difference. 

The  second  reason  is  that  the 
burden  of  debts  has  grown  large 
enough  throughout  the  world  that 
financial  trouble  is  creating  defla- 
tion in  some  important  markets. 
Specifically,  some  food  producers, 
like  Argentina  and  Brazil,  are  still 
inflating  internally.  But  their  debt 
problems  have  caused  the  external 
value  of  their  currencies  to  slump 
and  have  made  bargains  of  their 
food  exports.  That  is  what  is  put- 
ting the  deflationary  pressure  onj 
our  farmers.  Even  so,  the  U.S.  is 
likely  to  have  another  serious  bout| 
of  inflation,  both  because  the  dol-1 
lar  will  fall  and  because  politicians] 
will  borrow  and  spend  still  more  to 
bail  out  politically  deserving  debt- 
ors, like  the  farmers. 

Recently,  I  have  read  some 
strange  and  wonderful  ideas  about 
how  to  "play"  a  falling  dollar.  One 
of  the  best  and  most  sensible  ways 
would  be  to  buy  some  distressed 
farmland.  The  trouble  in  the  farm 
belt  most  probably  will  get  worse 
before  it  gets  better.  I  would  wait 
until  it  does  get  worse,  or  until  the 
dollar  starts  down.  This  kind  of 
credit  deflation  is  a  great  producer 
of  investment  bargains.  But  not 
quite  yet.  ■ 
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"All  I  had  of  my  stolen  children  were  their  pictures, 
en  you  ran  one  of  those  pictures.  Now  I  have  my  children  back.' 

Cindy  Vaienzuela,  Los  Lunas,  New  Mexico.  Digest  reader. 


Reader's 
^Digest 


We  make  a  difference  in  53  million  lives. 


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. 


Items  from  past  issues  of  Forbes 


arvey  Firestone  and Henry  Ford celebrate  Thomas  A.  Edison's  78th  birthday  in  1925 


ixty  years  ago  in  Forbes 

'rom  the  issue  of  March  1,  1925) 

One  main  reason  why  the  U.S.  can 
ay  twice  or  three  times  or  four  times 
le  wages  paid  elsewhere  is  that  we 
juip  our  wage  earners  with  so  much 
nore  machinery  and  thus  enable 
lem  to  produce  more  per  worker.  But 
iere  is  a  limit  to  what  machinery  can 
to  compete  successfully  against 
neap  foreign  labor.  My  own  opinion 

that  wages  will  continue  to  rule 
here  for  some  time,  but  that  once 
;ar  principal  European  competitors 
icover  their  ability  to  invade  world 
iarkets  efficiently,  economic  condi- 
pns  will  cause  a  fall  in  wages  here, 
his  may  not  happen  for  one  year  or 
kx>  years  or  even  three  years.  But  that 

will  come  appears  inevitable." 

— B.C.  Forbes 


«hl 


The  indications  at  this  writing  are 
at  the  South  will  have  to  reduce  its 
reage  in  cotton  considerably  in  order 

get  equally  as  good  prices  as  were 
lid  for  the  last  [crop],  or  that  the 
eather  or  [boll]  weevil  will  have  to 
eate  a  serious  doubt  as  to  its  ultimate 
ttturn.  Another  13-million-bale  crop 

almost  certain  to  prove  a  financial 
lamity  to  the  South." 

ifty  years  ago 

V'om  the  issue  of  March  1,  1935) 

|Jse  of  automobile  horns  may  be 

Inned  entirely  in  England,  where  si- 
Ince  periods  already  have  been  en- 
forced for  several  months.  Police  in 
ime  British  cities  think  prohibition 
I  horn-sounding  makes  for  more 
Ireful  driving." 

Plovernment  loans  at  12  cents  a 
|und  are  holding  domestic  prices 
tout  4'/2  cents  above  the  Liverpool 


Irb 


equivalent.  As  a  result,  cotton  exports 
currently  are  running  about  half  the 
ten-year  normal.  American  cotton  ex- 
ports for  August  to  December  1934 
were  2.4  million  bales,  as  compared 
with  4.2  million  bales  during  the 
same  months  of  1933." 

"The  wedding  of  Doris  Duke,  'the 
richest  girl  in  the  world,'  as  the  news- 
papers call  her,  brings  to  my  mind  her 
father  and  the  extraordinary  sacrifices 
he  imposed  upon  himself  in  order  to 
roll  up  a  gigantic  fortune.  .  .  . 

"James  Buchanan  Duke  told  me 
that  even  after  he  had  an  income  of 
better  than  $50,000  a  year,  he  lived  in 
the  cheapest  hall  bedroom  he  could 
find  in  New  York  and  that  he  would 
permit  nobody  connected  with  the 
Duke  tobacco  business  to  draw  more 
than  $1,000  a  year.  Not  only  so,  but 
he  related  with  something  akin  to 
pride,  that  he  ate  his  meals  at  a 
Bowery  restaurant." 

—B.C.  Forbes 

Tobacco  pioneer  James  B.  Duke 


Twenty-five  years  ago 

(From  the  issue  of  March  1,  I960) 

"To  the  surprise  of  specialists  who  had 

flatly  predicted  continued  tight  money 
through  early  1960,  the  weather  vane 
pointed  to  easier  money.  By  Feb.  8,  the 
average  cost  to  the  Treasury  for  9 1  -day 
loans  (bills,  as  they  are  called)  had  sunk 
to  3.563%,  almost  25%  below  the  bill 
rate  of  4.602%  on  Jan.  4.  [Then]  the 
weather  vane  abruptly  swung  around 
toward  higher  money,  as  the  bill  rate 
jumped  sharply  up  again  to  4.045%  in 
just  seven  days." 

"Big  splash  in  swimming  pools  ended 
in  bankruptcy  for  International 
Swimming  Pool  Corp.,  big  producer  of 
residential  pools  which  used  Esther 
Williams  as  a  promotional  figurehead. 
She  allegedly  collected  $607,000  in 
royalties.  Groaned  International's 
Chairman  Don  Preuss:  'The  fantastic 
cost  of  exploiting  the  Esther  Williams 
name  .  .  .  has  cost  us  dearly.'  " 

AT&T's  transistor  launched  electronic  age 


Ten  years  ago 

(From  the  issue  of  March  1,  1975) 
"Remember  the  rotary  engine?  Only 
two  years  ago  it  looked  as  though  it 
would  revolutionize  the  auto  busi- 
ness. The  big  Japanese  banks — espe- 
cially the  Sumitomo  Group — remem- 
ber it  only  too  well.  They  are  sitting 
with  more  than  $1  billion  worth  of 
paper  from  Toyo  Kogyo  Co.,  the  Hiro- 
shima-based manufacturer  of  the  ro- 
tary-engined  Mazda  car. 

"Now  the  Japanese  banks  are  in  a 
quandary.  If  they  foreclose,  they  will 
end  up  owning  doubtful  assets — and 
probably  wreck  the  economy  of  the 
southern  part  of  Japan." 
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It's  an  old  adage  that  the 
way  to  be  safe  is  never  to 
be  secure.  Each  one  of  us 
requires  the  spur  of  insecurity 
to  force  us  to  do  our  best. 
Harold  W.  Dodds 


Prosperity  is  a  great 
teacher;  adversity  a  greater. 
William  Hazlitt 


Every  great  and  commanding 
moment  in  the  annals  of  the 
world  is  the  triumph  of 
some  enthusiasm. 
Ralph  Waldo  Emerson 


Defeat  never  comes  to  a 
man  until  he  admits  it. 
Josephus  Daniels 


To  defy  external  forces,  to 
rise  above  circumstances,  is 
to  proclaim  the  sovereignty 
of  the  human  spirit. 
Chaim  Weizmann 


A  Text . . . 

Watch  ye,  stand  fast  in 
the  faith,  quit  you  like 
men,  be  strong.  Let  all 
things  be  done  with  charity. 
I  Corinthians  16:13,  14 


Sent  in  by  Robert  E.  Van  Vranken,  Ballston 
Lake,  N.Y.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to  senders  of 
texts  used. 


Faith  is  believing  that 
something  will  be;  or  is! 
Stephen  King 


A  break  in  the  established 
order  is  never  the  work  of 
chance.  It  is  the  outcome 
of  a  man's  resolve  to  turn 
life  to  account. 
Andre  Malraux 


Thoughts 

on  the  Business  of  Life 


At  the  base  and  birth  of  every 
great  business  organization  was 
an  enthusiast,  a  man  consumed 
with  earnestness  of  purpose, 
confidence  in  his  powers,  and 
faith  in  the  worthwhileness 
of  his  endeavors.  The  original 
Henry  Ford  was  the  quintessence 
of  enthusiasm.  In  the  days  of 
difficulties,  disappointments 
and  discouragements,  when  he 
ivas  urestling  with  his  balk)' 
motor  engine — and  urestling 
likewise  with  pot  'erty — only 
his  inexhaustible  enthusiasm 
saved  him  from  defeat. 
B.C.  Forbes 


An  enthusiast  may  bore 
others — but  he  has  never 
a  dull  moment  himself. 
John  Kieran 


Opposition  inflames  the 
enthusiast,  -never  converts  him. 
Johann  Schiller 


While  doubt  stands  still, 
confidence  can  erect  a 
skyscraper. 
George  Lorimer 


We  act  as  though  comfort 
and  luxury  were  the  chief 
requirements  of  life,  when 
all  that  we  need  to  make  us 
really  happy  is  something 
to  be  enthusiastic  about. 
Charles  Kingsley 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95.  A  one-volume 
edition  of  over  3,000  "Thoughts,"  $17.50. 
Send  check  and  order  to:  Forbes  Inc.,  60 
Fifth  Ave.,  New  York,  N.Y.  1001 1.  Add  sales 
tax  on  New  York  State  orders  and  other 
states  where  applicable. 


Every  cloud  has  its  silver 
lining,  but  it  is  sometimes 
a  little  difficult  to  get 
it  to  the  mint. 
Don  Marquis 


When  the  fight  begins 
within  himself,  a  man's 
worth  something. 
Robert  Browning 


If  there  are  two  ways  of 
doing  something — the  easy 
way  and  the  best  way — most 
people  will  select  the  easy 
way  even  though  it's  hardly 
ever  effective. 
Robert  Half 


Towering  genius  disdains 
a  beaten  path.  It  seeks 
regions  hitherto  unexplored. 
Abraham  Lincoln 


I  know  the  price  of  success — 
dedication,  hard  work  and  an 
unremitting  devotion  to  the 
things  you  want  to  see  happen. 
Frank  Lloyd  Wright 


Love  is  liking  someone 
better  than  you  like  yourself. 
Frank  Tyger 


First  love  is  only  a 
little  foolishness  and 
a  lot  of  curiosity. 
George  Bernard  Shaw 


Take  love  away  from  life  and 
you  take  away  its  pleasures. 
Moliere 


Love  is  vital.  Love  is 
creation.  It  is  love  that 
shapes  the  plastic  clay  into 
shapes  divinely  fair.  Love 
carves  all  statues,  writes 
all  poems,  paints  all  canvases 
that  glorify  the  walls  where 
color  revels;  sings  all  the 
songs  that  enchant  one's  ears. 
Elbert  Hubbard 
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Why  wait  for 
her  birthday? 

Why  wait  for 
his  birthday? 

Why  watt  for 
Father's  Day? 

Why  WAIT  FOR 
YOUR  NEW  APARTMENT? 


WHY  WAIT  FOR    i 

Saturday  night? 

II 


Why  wait  for 
your  promotion? 

Why  wait  for  d 

YOUR  NEXT  RAISE?     , 

WHY  WAIT  FOR 
THE  HOLIDAYS? 


WHY  WATT  FOR 
TOMORROW? 


i 


mMm  tfrwari). 


5Mmi 


WITH 

Cde,ka^  Liqueur  was  prepared'"5 
Orou9ht  to  Scotland  in  1745.  7 


DRAMBUIE  OVER  ICE  TONIGH 


When  you  think  of  training 
think  of  Dale  Carnegie. 

Because  training  is  all  we  do,  and 
we  know  how  to  make  it  work! 


Dale  Carnegie®  offers  five  distinctly  different 
courses,  each  for  a  different  purpose . . . 
ail  designed  to  improve  the  performance  and 
increase  the  effectiveness  of  men  and  women 
at  every  level  of  responsibility. 

THE  DALE  CARNEGIE  MANAGEMENT  SEMINAR® 

A  highly  concentrated  executive  development  program 
stressing  the  human  aspects  of  modern  goal-oriented  man- 
agement. Seminar  participants  improve  their  abilities  to 
delegate  more  productively,  to  communicate  thoughts,  ideas, 
and  proposals  more  concisely,  more  effectively,  and  to  inspire 
greater  teamwork  and  cooperation  from  others.  They  gain  a 
better  working  knowledge  of  the  total  management  process 
as  well  as  their  own  managerial  functions.  The  Seminar 
provides  a  detailed  follow-up  program  with  built-in  controls, 
check-points,  and  feedback  systems  to  help  monitor  per- 
formance, progress,  and  overall  productivity. 

THE  DALE  CARNEGIE  SALES  COURSE® 

A  practical,  down-to-earth  training  program  designed  to 
help  salespeople  increase  their  skills  in  the  various  aspects  of 
the  motivational  sales  process . . .  from  qualifying  prospects, 
ad  improving  presentations,  to  timing  the  close  of  the  sale, 
alespeople  learn  to  use  fresher,  more  relevant  selling  lan- 
uage  and  to  handle  objections  and  sales  resistance  more 
ffectively.  They  increase  their  selling  confidence  and  their 
verall  sales  productivity.  The  participants' progress  is 
leasured  by  actual  on-the-job  sales  increases  achieved 
luring  the  course  of  the  training. 

THE  DALE  CARNEGIE  COURSE® 

Recognized  worldwide  for  its  effectiveness  in  motivating 
ind  inspiring  men  and  women  to  discover  and  develop  more 
)f  their  potential  talents  and  abilities.  Participants  learn  to 
:ommunicate  their  thoughts,  ideas,  and  feelings  more  clearly, 
nore  effectively.  They  develop  a  better  understanding  of 
luman  relations  which  enables  them  to  get  along  even  better 
with  their  associates,  co-workers,  and  friends.  They  increase 
their  self-confidence,  their  self-reliance.  They  develop  better 
memory  skills.  They  learn  to  live  and  work  with  less  worry 
and  tension  and  they  become  more  confident  in  their  ability 
to  make  decisions  and  resolve  difficulties. 


THE  DALE  CARNEGIE® 
CUSTOMER  RELATIONS  COURSE 

To  improve  the  performance  and  increase  the  effective- 
ness of  personnel  who  have  customer-contact  responsibili- 
ties. Participants  learn  to  make  better  first  impressions  with 
customers.  They  improve  their  ability  to  present  product 
benefits  in  terms  of  customer  needs  and  to  generate  more 
add-on  sales . . .  more  repeat  sales.  They  learn  to  handle  com- 
plaints more  effectively  for  both  the  customer  and  the 
company.  The  results  come  quickly  and  visibly  in  terms  of 
increased  overall  sales  and  happier,  more  loyal  customers. 

THE  DALE  CARNEGIE® 

PERSONNEL  DEVELOPMENT  COURSE 

To  bring  greater  unity  and  harmony  to  internal  operations 
by  raising  employee  morale  and  improving  both  person-to- 
person  and  group-to-group  working  relations.  A  fresh 
spirit  of  teamwork  and  cooperation  is  developed  as  par- 
ticipants learn  to  work  more  effectively  with  their  peers, 
with  management,  with  suppliers,  and  with  customers.  A 
reduction  of  internal  conflicts,  absenteeism,  and  staff  turn- 
over contributes  to  greater  continuity  and  productivity  in 
your  operations. 

All  five  distinctly  different  Dale  Carnegie  Courses® 

are  backed  by  years  of  development,  testing,  and  practical 
application  gained  in  the  process  of  training  more  than  2lk 
million  men  and  women  representing  a  wide  variety  of 
business,  professional,  and  social  backgrounds.  The  effec- 
tiveness of  the  training  is  constantly  reaffirmed  each  year 
by  the  hundreds  of  companies,  both  large  and  small, 
which  use  Dale  Carnegie  Courses®  to  supplement  their 
regular  in-house  programs.  Dale  Carnegie  Training®  is 
conveniently  offered  in  large  and  small  communities  across 
the  United  States  as  well  as  in  Canada  and  many  other 
countries  of  the  world. 

For  more  information  about  Dale  Carnegie  Courses,®  call 
or  write  for  a  free  copy  of  our  quick-reading  booklet  which 
outlines  the  contents,  methods,  and  objectives  of  each 
Course.  Please  call  toll-free  (800)  231-5800.  In  Texas,  call 
(800)  392-2424.  Or  write  directly  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES.  INC. 

SUITE    235  F     •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON,  TEXAS  77036 
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Ife  built  an  industry  on  a  handful  of  corn. 


took  some  very  inventive 
linking  to  create  the  micro- 
ave  oven.  And  a  handful  of 


our  early  engineers  could 
foresee.  And  they'd  like  that. 
After  all,  it  was  their  imagina- 
tion and  fundamental  under- 
standing of  microwave  energy 
that  started  an  entire  industry. 

We've  built  on  that  un- 
derstanding to  provide  con- 
sumers with  microwave  ovens 
that,  year  after  year,  set 
the  industry's  standards 
for  performance  and 
reliability.  Because  at 
Raytheon,  quality  starts 
with  fundamentals. 


)rn. 

Back  in  1945,  one  of  our 
lgineers  sent  out  for  a  bag  of 
Dpcorn  because  he  was  curi- 
as to  see  if  microwave  energy 
ould  cook  food. 

The  corn  popped,  and 
le  rest  is  history. 

Today,  Amana,  Caloric, 
id  Modern  Maid — all 
aytheon  companies — offer 
variety  of  microwave  ovens, 
ne  countertop  model  auto- 
latically  weighs  food  to  com- 
ite  its  precise  cooking  time, 
nother  combines  microwave 
>eed  and  convection  brown- 
g.  There  are  even  combina- 
Dn  microwave/electric  and 
icrowave/gas  ranges. 

Of  course  all  are  far  more 
phisticated  than  anything 

•rour  new  brochure  write:  Raytheon  Company.  141  Spring  St..  Lexington,  MA  02173. 
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123     Zondervan  Corp. 

Did  the  auditors  know  it  was  having  such  big  problems 
with  its  internal  controls?  If  so,  why  didn't  the  accoun- 
tants say  something? 

126     Consolidated  Foods 

Listening  to  John  Bryan  plot  strategy  is  like  hearing 
Woody  Hayes  talk  football. 

Regions 

76    Bakersfield,  Calif. 

It's  California,  all  right,  but  not  the  California  of  hot  tubs 
and  Giorgio  Armani  suits. 


Industries 


The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  page  226. 

Companies 

40     PPG  Industries,  Inc. 

Patience  and  ebullience  in,  of  all  places,  Pittsburgh. 

43  Ocean  Drilling  &  Exploration  Co. 

Energy  prices  are  falling.  There's  talk  of  punishing  tax 
changes.  Just  the  time  to  expand,  says  Hugh  Kelly. 

44  Martin  Marietta  Corp. 

It's  a  stronger  company  today — for  which  Tom  Pownall 
reluctantly  gives  the  devil  his  due. 

62    Arvin  Industries,  Inc. 

Jim  Baker's  Sprout  Theory  sounds  very  much  like  man- 
agerial Maoism. 

75    Super  Food  Services 

Nice  guys  don't  always  finish  last. 

86    Crane  Co. 

Can  Thomas  Mellon  Evans'  son  possibly  be  as  tough  as 
his  dad?  Says  Shell  Evans:  "Nobody  is  that  tough." 

94    McDermott  International 

Why  is  it  on  everybody's  takeover  list?  A  nice  round  $1 
billion  in  Treasury  bonds. 

108    The  Up  &  Comers  90    Videotape:  "A  Big  Carrot" 

General  Binding  Corp.;  Pannell  Kerr  Forster;  why  big  That's  what  the  blank  tape  market  has  become.  More- 
investment  bankers  are  going  after  small-company  busi-  over,  there  are  too  many  rabbits  after  it — unfortunately 
ness;  Grado  Laboratories.  for  manufacturers  but  fortunately  for  consumers. 


38     Telecommunications:  Deregulation,  Japanese  Style 

The  largest  telephone  company  in  the  world  in  assets  is 
about  to  go  out  in  the  cold — but  not  too  far  out,  and  not 
too  quickly. 

48     Motion  Pictures:  Silver  Screen  Linings 

How  to  make  money  while  bombing  at  the  box  office. 

66    Semiconductors:  The  Best  Defense 

The  Japanese  have  become  fearsome  competitors  in  the 
chip  business.  How  are  they  doing  in  the  machinery  that 
makes  the  chips? 


Departments 

Money  &  Investments 

33     What's  Ahead  For 

Columnists 

6     Side  Lines 

213 

Ben  Weberman 

8     Trends 

Business 

214 

Susan  Lee 

12    Follow-Through 

34     The  Forbes  Index 

216 

Ann  C.  Brown 

16    Readers  Say 

195     The  Forbes /Wilshire 

220 

Srully  Blotnick 

25     Fact  and  Comment 

5000  Review 

222 

David  Dreman 

28     Other  Comments 

224 

Stanley  W.  Angrist 

31     Fact  and  Comment  II 

227    Flashbacks 

228    Thoughts 
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102     Banking:  The  Tycoon  From  Tulsa 

If  you  think  regulations  or  regulators  can  really  stop  a 
determined  wheeler-dealer,  consider  the  case  of  Wesley 
McKinney. 

Taxing  Matters 

142     "The  Regs  Aren't  Out  Yet" 

IRS  regulations  are  supposed  to  dot  Congress'  i's  and 

cross  the  t's.  Trouble  is,  they  take  years  to  come  out. 


Labor 


54     The  "Share"  Economy 

Tie  workers'  salaries  to  corporate  revenues,  says  MIT 
Professor  Martin  Weitzman,  and  break  the  wages-versus- 
unemployment  deadlock. 

158     On  The  Docket:  Hardball  Bargaining 

With  their  backs  to  the  wall,  some  airlines  have  come  up 
with  a  shrewd  way  of  dealing  with  their  unions. 


Wall  Street 


72    The  Hafts  Move  In  Mysterious  Ways 

Does  the  Haft  family  really  think  it  can  swallow  a  $4.7 
billion  company? 

134     Cover  Story:  Is  No  One  Safe? 

The  1981  tax  act  accidentally  helped  unleash  corporate 
takeover  lunacy.  But  can  merger  madness  survive  a  rising 
market,  low  inflation  and  tax  reform?  Nothing  goes  on 
forever. 

155     Numbers  Game:  Footnote  Follies 

What  to  look  for  in  the  current  crop  of  1984  annual 
reports. 

198     The  Streetwalker 

Dreyfus;  Chicago  Milwaukee;  Zenith;  landfill  compa- 
nies; Foster  Wheeler;  Cross  &  Trecker. 

204     Statistical  Spotlight:  Smart  Darts  Revisited 

With  the  Dow  up  more  than  175  points,  how  have  the 
Forbes  Smart  Dart  funds  fared? 


Marketing 


162     The  Zehnder  Family's  Big  League  Restaurants 

Frankenmuth,  Mich.  (pop.  2,300)  is  not  exactly  the 
center  of  the  universe.  But  in  the  world  of  cuisine,  haute 
and  otherwise,  it's  right  up  there. 


Technology 


166     The  "Minisupercomputer" 

One  man's  need  is  another  man's  market  niche.  Also: 
Crushing  kidney  stones  with  sound  waves;  a  repairman 
on  a  disk. 


Personal  Affairs 


174    A  Home  On  The  Beach 

...  is  a  big  headache.  But,  if  you're  determined  to  have 
one,  read  on.  Also:  Europe's  music  festivals;  the  best  way 
to  "invest"  in  fine  wines;  the  most  expensive  telephone 
call  you  can  make. 


Faces  Behind  the  Figures 


186  F.  Ross  Johnson,  Nabisco  Brands 

186  Darrell  Trent,  Rollins  Em  ironmental  Sen  ices 

187  Robert  McCurry,  Toyota  Motor  Sales  U.S.A. 
190  Bruce  Lundvall,  EMI  Music 
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Edvard  Munch,  self-portrait 


No  place  to  hide 

So,  there  you  are  running  a  business 
under  difficult  enough  conditions 
as  it  is,  and  then  one  morning  you 
come  into  the  office  and  there  is  a 
telephone  call  from  Carl  Icahn,  say, 
or  Boone  Pickens.  You  know  what 
it  means.  Is  there  no  place  to  hide 
these  days  from  those  ghouls  who 
want  to  suck  some  corporate 
blood?  You  may  be  running  your 
company  with  great  skill,  but  that 
doesn't  give  you  immunity.  A  well- 
run  company  offers  juicier  morsels 
than  sick  and  pallid  companies — as 
Fred  Hartley  of  the  superbly  run 
Unocal  found  out. 

Senior  Editor  Allan  Sloan,  who 
wrote  the  cover  story  in  this  issue, 
was  explaining  all  this  to  our  Art  Department  when  Roger 
Zapke  suddenly  thought  of  the  gloomy  Norwegian  artist  Edvard 
Munch  (pronounced  monk).  If  you  know  anything  about  mod- 
ern art,  you  are  familiar  with  the  vision  of  a  hostile  universe 
that  obsessed  Munch  during  most  of  his  life  (1863-1944).  We 
commissioned  Manhattan  illustrator  Phil  Huling  to  transfer 
one  of  Munch's  tormented  characters  to  the  boardroom.  To 
capture  the  feeling  of  Munch's  lithographs,  Huling  abandoned 
his  usual  ink  and  watercolor  style  and  worked  with  the  intaglio 
technique  on  a  linoleum  block.  The  result  is  on  the  cover.  A 
self-portrait  by  Munch  is  reproduced  here. 

Just  as  the  artist  tried  to  probe  the  deepest  and  scariest  of 
human  emotions,  so  in  our  cover  story  Allan  Sloan  and  Report- 
er-Researcher Ruth  Simon  dive  deep  beneath  the  daily  events  in 
the  game  of  hostile  takeovers  and  get  at  fundamentals.  Why  is 
no  one  safe,  our  cover  asks?  Because  there  is  an  imperfection  in 
the  market  that  has  left  a  mighty  gap  between  the  prices  of 
many  stocks  and  their  underlying  values.  Call  them  names  if 
you  like,  but  the  takeover  artists  are  simply  exploiting  this 
imperfection  to  their  own  benefit.  Story  starts  on  page  134. 

A  way  to  save  the  steel  industry? 

With  Keynesianism  exposed  as  outmoded  and  monetarism  as 
inadequate  in  dealing  with  the  problems  of  economic  growth, 
Forbes  constantly  prowls  the  halls  of  academia  for  new  ideas  in 
the  dismal  science.  In  this  issue  Senior  Editor  Susan  Lee  intro- 
duces to  our  readers  the  ideas  of  a  youngish  U.S.  economist, 
Martin  Weitzman.  The  MIT  economist  has  dusted  off  classical 
economic  theory  to  revive  the  concept  of  flexible  wages.  He 
argues  that  if  wages  were  freer  to  move  down  as  well  as  up,  it  ( 
would  be  far  easier  to  achieve  full  employment  than  it  is  today. 
Would  the  Weitzman  system  save  our  dying  steel  industry? 
Check  the  inroads  of  Japanese  autos?  Would  the  occasional 
lowering  of  wages  lead  to  the  exploitation  of  workers?  "High 
wages  versus  unemployment — a  way  to  break  the  impasse" 
starts  on  page  54. 
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JRUISING    ITALIAN    STYLE: 

The  *      banker  suggested  they  borrow  a  tail 
and  the  airline  pilot,  with  an  aerodynamic  nod, 
agreed.  The  musician  wanted  to  change  the 
cord.  But  the  fellow  in  Texas  oil  thought  the: 
should  leave  well  enough  alone.  And  the  women 
enjoyed  watching  their  men  become  boys. 

It  was  only  a  kite,  a  child's  plaything.  But  on 
the  fantail  of  the  m/t|s  Danae,  in  the  sunshine 
between  Istanbul  and  Mykonos,  it  became  the 
mortar  of  friendships  that  would  last  a  lifetime. 

It  happens  like  that,  so  easily,  cruising 
Italian  style. 


COST^ 


L\Y 


The  Daphne  sails  the  Caribbean,  Trans  Panama  Canal  and  Alaska.  7, 14,  and  16-day  cruises. 

The  Carta  Costa  sails  the  Caribbean  from  San  Juan.  7-day  cruises. 

The  Costa  Riviera  will  sail  the  Caribbean,  Winter  85/86.  7-day  cruises. 

The  Danae,  The  Enrico  Costa  and  The  Eugenio  Costa  sail 

the  Mediterranean,  Northern  Europe  and  South  America, 

and  around  the  world.  7-day  to  101 -day  cruises. 

:&;X£TnaLwrte  Cos,a  ,or  brochures'  CRUISING  ITALIAN  STYLE: 

Costa  Cruises,  Dept.  FB,  One  Biscayne  Tower,  Miami  FL  33131 
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Trends 


Edited  by  John  A.  Conway 


The  long  arm  of  the  law 

The  "brownies,"  New  York's  traffic 
cops,  will  soon  begin  using  6-pound, 
hand-held  computers  to  issue  tickets; 
New  York  will  be  the  first  major  city 
to  try  the  idea.  The  brownies  write 
most  of  the  10  million  parking  tickets 
issued  each  year  and  if  all  fines  were 
paid,  annual  revenues  would  be  per- 
haps $200  million.  But  maybe  $50 
million  of  that  never  comes  in.  A  big 
part  of  the  problem  is  scofflaws,  who 
cannot  be  tracked  with  the  manual 
ticket-writing  system  currently  used. 
Illegible  tickets  cause  more  losses, 


Bill  Stanton/Inu 


A  "brownie"  hands  out  tickets 
Computers  are  coming. 

since  they  are  void  when  presented  in 
court.  The  city  also  loses  tens  of  thou- 
sands of  tickets  in  the  handling  pro- 
cess. The  new  portable  computers, 
however,  will  automatically  spot  a 
scofflaw's  license  number,  meaning  a 
police  tow-away  along  with  a  ticket. 
The  new  gadgets  also  will  print  out 
the  tickets,  eliminating  the  handwrit- 
ing problem,  and  keep  track  of  all 
tickets  written,  thus  helping  to  solve 
the  loss  problem.  For  all  this,  the  city 
will  pay  73.5  cents  per  ticket  to  Citi- 
source,  the  New  York  City-based  firm 
that  designed  the  system.  That  should 
add  up  to  at  least  $22  million  over  the 
five-year  contract,  a  sum  the  com- 
pany says  should  be  more  than  cov- 
ered just  by  finding  and  collecting 
from  the  scofflaws. 

Trouble  in  the  rag  trade 

Nearly  half  the  existing  U.S.  apparel 
companies  are  unlikely  to  survive  the 
Eighties,  and  jobs  lost  over  the  next 
ten  years  may  exceed  the  250,000  that 
disappeared  during  the  last  ten,  ac- 
cording to  Joseph  Carideo,  a  consul- 
tant with  Thorndike  Deland  Asso- 
ciates, a  New  York  City  placement 
firm.  The  attrition  will  be  particularly 
evident  among  medium-size  compa- 
nies with  average  annual  sales  of 
about  $40  million,  he  says.  One  rea- 


son is  imports.  The  U.S.  may  import  2 
billion  pieces  of  outerwear  this  year, 
compared  with  790  million  in  1973, 
and  could  bring  in  3  billion  by  1986, 
he  says.  That  hits  hardest  at  midsize 
firms.  They  are  the  least  capable  of 
economies  of  scale  available  to  larger 
companies,  Carideo  says,  adding  that 
many  smaller  companies  will  be  ac- 
quired by  larger  ones.  But  even  large 
companies  are  feeling  pinched,  he 
notes,  citing  Levi  Strauss'  troubles. 
Carideo  does  not  favor  import  quotas, 
however.  Canada's  complacent  shoe 
industry  has  been  protected  from  im- 
ports since  1977,  he  says,  and  its  shoe- 
makers have  seen  their  market  share 
drop  from  48%  to  38%.  Finding  a  so- 
lution will  not  be  easy,  but  Carideo 
thinks  the  industry  should  start  by 
paying  more  attention  to  consumers. 

Sex  on  the  screen 

The  folks  at  High  Society  magazine, 
who  brought  you  those  erotic  dial-a- 
dream  telephone  services,  have 
branched  out  into  home  computers. 
Anyone  bored  with  playing  video 
games  on  his  home  machine  can  now 
get  such  delights  as  Eroticom  (erotic 
computer  games),  Talk  to  Me  (person- 
al advice),  Open  X-change  (swapping 
steamy  correspondence)  and  Sexshop 
(buying  sex  aids  by  computer). 

Selling  insurance  in  banks 

The  law  blocks  banks  from  the  insur- 
ance business,  but  the  money  chang. 
ers  have  found  a  way  of  getting  at 
least  a  piece  of  the  action.  The  trick  is 
to  offer  space  on  a  rental  basis  either 
to  independent  insurance  agents  or 
insurance  companies  and,  where  reg- 
ulators permit,  tie  the  lease  to  a  per- 
centage of  sales.  In  California  (where 
percentage  cuts  are  barred),  Bank  of 
America  has  put  agents  of  Capital 
Holding  Corp.  in  six  branches  in  San- 
ta Barbara  and  Bakersfield,  and  told  a 
recent  conference  on  the  subject  that 
the  arrangement  is  aimed  at  more 
than  600,000  households.  A  Balti- 
more insurance  agency,  Charter 
Corp.,  sells  to  customers  of  ten  S&Ls 
by  mail  and  says  it  now  gets  about 
25%  of  its  revenues  in  that  fashion. 
Others  moving  on  the  idea  include 
Mercantile  Bancorp  in  St.  Louis  and 
Banc  One  in  Ohio.  Citicorp  in  New 
York  has  insurance  offered  directly  by 
AIG.  The  Comptroller  of  the  Curren- 
cy, one  of  the  Washington  watchdogs, 
has  no  objection  to  insurance  agents 
in  the  banks  it  regulates,  even  when 


the  bank  gets  a  cut  of  the  agent's 
income.  Those  percentage  arrange- 
ments, however,  must  have  the  okay 
of  state  regulators  and  even  then  face 
attacks  from  insurance  groups  charg- 
ing illegal  commission  splitting. 

Tickets,  please 

Airline  deregulation,  a  seven-year 
process  capped  by  the  December  de- 
mise of  the  Civil  Aeronautics  Board, 
has  meant  a  whirlwind  of  changes — 
new  routes,  new  airlines,  new  hub 
cities,  new  fares.  This  bedlam,  how- 
ever confusing  to  the  traveler,  is  a 
golden  opportunity  for  the  travel 
agent,  according  to  Melinda  Bush, 
vice  president  and  publisher  of  Hotel  & 
Travel  Index,  the  quarterly  travel 
guide.  With  deregulation,  she  says, 
travel  agents  have  become  sellers  of 
information  rather  than  just  tickets. 
Agents,  she  says,  now  account  for 
$43.7  billion  in  travel  business,  com- 
pared with  $11  billion  only  ten  years 
ago.  The  average  agency  employee 
handles  $272,000  worth  of  business  a 
year  today,  compared  with  $178,000 
in  1974.  Agents  now  take  care  of  70% 
of  domestic  air  travel  and  90%  of  in- 
ternational sales.  "Virtually  all  cruise 
sales  and  tour  package  sales  are  made 
through  travel  agents,"  she  adds,  "and 
in  the  hotel  industry,  they  place  one- 
fourth  to  one-half  of  reservations 
through  hotel  chains'  800  numbers." 
The  number  of  agencies  authorized  to 
write  airline  tickets  grew  from  23,000 
to  26,000  in  the  last  year.  The  work 
load  has  increased  commensurately 
as  customers,  particularly  business 
travelers,  have  adopted  tighter  plan- 
ning. One  in  four  business  travelers, 
the  publisher  says,  changes  plans 
within  48  hours  of  takeoff. 

The  best  and  brightest 

The  slowdown  in  the  performance  of 
high  school  students,  a  phenomenon 
that  has  persisted  for  two  decades,  has 
left  its  mark  on  the  brightest  of  those 
who  make  it  all  the  way  to  graduate 
schools.  That  is  the  salient  finding  of 
a  study  by  Clifford  Adelman,  a  senior 
associate  at  the  National  Institute  of 
Education  in  Washington,  D.C.  If  the 
top  college  students  who  try  for  grad- 
uate and  professional  schools  (roughly 
550,000)  are  having  problems,  Adel- 
man says,  "you  can  imagine  how  the 
rest  of  the  college  class  is  doing." 
The  drop  was  most  marked  in  fields 
like  business  administration,  educa- 
tion,   journalism    and    social    work. 
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Cadillac  Fleetwood  with  center  high-mounted  stop  lamp. 


T~he  quest  for  safer  Cadillacs  never  ends. 


nat  quest  has  led,  in  1985,  to  the 
iirgest  offering  of  safety  features  in 
fadillac  history. 

Jew  center  high-mounted 
,:top  lamp. 

his  new  feature  gives  following 
[rivers  additional  warning  of 
iraking.  It  is  standard  on  the  1985 
eVille,  Fleetwood  and  Fleetwood 
pventy  Five  Limousine. 

"he  "Inner  Shield"  windshield. 

!he  "Inner  Shield"  windshield  is 
esigned  to  greatly  reduce  the  pos- 
sibility of  facial  cuts  and  lacerations 
'  an  occupant  contacts  the  wind- 
shield in  an  accident.  It  also  helps 
revent  glass  splinters  from  enter- 


ing the  passenger  compartment 
due  to  outside  impacts.  The  "inner 
Shield"  windshield  helps  protect  the 
most  important  commodities  of 
all . . .  you  and  your  passengers.  Right 
now,  suppliers  can  produce  enough 
"Inner  Shield"  windshields  to  satisfy 
demand  for  every  Seville  Elegante. 

New  automatic  day-night 
mirror  option  for  added 
convenience. 

Here's  an  inside  rearview  mirror  that 
electronically  detects  glare  from  fol- 
lowing headlights  and  switches  the 
mirror  to  the  non-glare  or  night 
mode.  The  automatic  day-night 
inside  rearview  mirror  is  available 
on  most  1985  Cadillacs. 


Quality  is  just  one  reason  cue  say 
Uest  of  alL.rFs  a  Cadillac. 

§ 


Another  reason  to  use  your 
Cadillac's  seat  belts:  siO.OOO. 

Every  new  1985  Cadillac  delivered 
by  a  Cadillac  dealer  in  the  United 
States  comes  with  a  one-year, 
$10,000  seat  belt  insurance  certifi- 
cate from  MIC  General  insurance 
Corporation  at  no  additional  charge. 
See  your  dealer  for  details  and 
buckle  up  every  time  you  drive. 


Write  for  the  free  book. 
"The  Cadillac  Legacy  of  Quality" 
Cadillac  Quality  PO  Drawer  30091 
Dept  FB03115,  Lansing,  Ml  48909 
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The  best  scores  for  fledgling  graduate 
and  professional  students  that  Adel- 
man  found  were  in  areas  like  chemis- 
try, mathematics,  engineering,  phi- 
losophy, economics  and  linguistics, 
fields  that  stress  "formal  thought  pro- 
cesses, deductive  reasoning  and  struc- 
tural relationships."  These,  he  says, 
"are  all  highly  structured  disci- 
plines." The  slide  in  graduate  test 
scores  lasted  through  the  1960s  into 
the  1970s,  leveled  off  in  the  mid- 
1970s,  then  resumed  the  drop.  High 
school  scores  have  improved  during 
the  past  few  years,  but  Adelman  says 
it  is  too  early  to  tell  if  that  will  be 
reflected  at  higher  levels. 

Cutting  hospital  costs 

Philadelphia's  Presbyterian-Universi- 
ty of  Pennsylvania  Medical  Center 
made  an  interesting  discovery  last 
year:  10%  of  its  patients,  while  they 
had  to  be  close  by,  could  do  without 
all  the  services  and  high-tech  equip- 
ment in  the  hospital  itself.  In  May, 
Presbyterian  opened  a  20-bed  "hotel/ 
hospital"  across  the  street  and  has 
since  served  nearly  200  "clients."  The 
savings  are  considerable.  A  room  in 
the  hotel  (all  are  private)  runs  $125 
per  day,  including  meals,  compared 
with  $650  a  day  in  the  hospital.  Pa- 
tients administer  their  own  medica- 
tion, where  possible,  and  walk  to  a 
dining  room  for  meals.  They  also  use 
the  hotel  the  night  before  surgery, 
says  administrator  Martha  Ann 
Douds.  Savings  aside,  those  recover- 
ing from  serious  illness  or  surgery  do 
better  when  they  are  more  indepen- 
dent, she  adds.  Interest  in  Presbyteri- 
an's project  is  running  high.  More 
than  140  hospital  representatives,  real 
estate  developers,  consultants  and 
businessmen  attended  a  conference 
Presbyterian  held  on  its  project  last 
November.  The  hospital  has  had  500 
to  600  inquiries,  and  Douds  is  already 
helping  four  other  hospitals  to  set  up 
similar  programs. 

Hiya,  boss 

Do  bosses  rate  "sir"  or  "ma'am"?  If 
you  are  a  middle  manager,  chances  are 
you  put  them  on  a  first-name  basis, 
within  earshot  or  not.  A  survey 
among  vice  presidents  and  personnel 
directors  at  100  top  corporations 
found  that  90%  of  lower-level  manag- 
ers call  their  bosses  by  their  first 
names,  along  with  87%  of  middle 
managers  and  77%  on  the  upper  level. 
The    survey    by    Accountemps,    the 


temporary  personnel  service  agency, 
found  that  a  markedly  greater  degree 
of  formality  exists  at  high  levels.  But 
Marc  Silbert,  a  vice  president  at  Ac- 
countemps (where  everybody  uses 
first  names),  noted  that  the  trend 
toward  addressing  superiors  in  the  fa- 
miliar is  rapidly  accelerating. 

An  economist  explains 

Why  are  the  views  of  many  econo- 
mists so  often  greeted  by  blank  stares? 
Well,  consider  this  report  from  New 
York  University's  C.V.  Starr  Center 
for  Applied  Economics:  "Optimal  In- 
tertemporal Consumption  Under  Un- 
certainty." What's  it  about?  "The  op- 
timal consumption  of  an  infinitely 
lived  consumer  who  maximizes  the 
discounted  sum  of  utilities  subject  to 
a  sequence  of  budget  constraints 
where  both  the  interest  rate  and  his 
income  are  stochastic"  is  the  way  the 
Starr  Center  economists  put  it.  "We 
show  that  if  the  income  and  interest 
rate  processes  are  sufficiently  sto- 
chastic, then  consumption  eventually 
grows  without  bound.  ..."  Transla- 
tion: The  more  you  have,  the  more 
you  spend. 

Tennis  in  Japan 

The  Japanese  play  tennis,  but  they 
don't  play  it  the  way  the  rest  of  us  do. 
Market  researchers  for  Head  racquets 
say  that,  while  Americans  charge  the 
courts  like  the  Light  Brigade,  Japan's 
players  still  consider  tennis  a  fashion- 
able social  pastime  and  play  it  accord- 
ingly. Head's  high-performance  rac- 
quets, the  AMF  division  says,  rate 
well  with  serious  Japanese  players  but 
leave  the  run-of-the-court  player  cold. 


So  the  company  is  modifying  its  Com- 
posite Director  and  Composite  Edge 
racquets,  adding  four  new  models 
aimed  solely  at  Japan  (although,  like 
all  Head  racquets,  they  will  be  made 
in  the  U.S.).  The  differences,  which 
Head  hopes  will  sell  a  million  rac- 
quets a  year  in  Japan,  are  basically 
cosmetic — new  colors  like  black, 
pink  and  purple  and  a  choice  of  small 
grip  sizes.  Head  will  also  redo  its  over- 
size and  midsize  racquets  to  provide 
what  it  calls  a  "softer  feel"  and  is 
developing  a  new  Mid-Plus  size  that 
may  go  on  sale  in  Japan  this  summer. 

Art  and  the  arbitrator 

The  art  world  is  about  to  get  a  new 
forum  in  which  to  wrestle  with  its 
perennial  problems  of  who  painted 
what  and  who  owns  which.  The  Ap- 
praisers Association  of  America, 
1,200  specialists  in  250  art  categories, 
is  teaming  with  the  American  Arbi- 
tration Association,  whose  60,000 
panel  members  settled  almost  40,000 
arguments  last  year,  to  create  a  pool  of 
arbitrators  to  settle  disputes  about 
art,  antiques  and  other  collectibles. 
Victor  Wiener,  the  Appraisers'  execu- 
tive director,  notes  that  many  factors 
have  raised  the  potential  for  argu- 
ments and,  more  important,  litigation 
in  the  field.  Among  them,  he  cites 
"rising  values,  greater  interest-on  the 
part  of  the  public,  more  involvement 
in  terms  of  federal  regulations  and  the 
proliferation  of  fakes  and  forgeries." 
Weston  Thorn,  president  of  the  Ap- 
praisers, says  a  standard  clause  calling 
for  arbitration  will  be  added  to  his 
group's  official  forms  for  contracts  be- 
tween appraisers  and  clients. 


Emperor  II irohito  and  his  wife  in  a  1924  tennis  match 
To  the  Japanese,  the  game  is  still  a  game. 
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Some  are  born  rich. 
Others  are  born  to  become  rich. 


There's  only  one  bank  for  the  born 
entrepreneur.  A  bank  uniquely  designed 
to  meet  his  special  needs — Citibank  Private 
Banking  and  Investment. 

In  major  cities  around  the  country,  our 
relationship  managers  use  their  experience 


and  authority  to  respond  quickly  and 
confidentially  to  the  most  complex  and 
unusual  needs — from  lending  against  illiquid 
assets  to  portfolio  management  to  admin- 
istering complicated  /"WTf  O  A  KIS0%, 
estates  and  trusts.      Of  I  f  0/tfV\  %& 
PRIVATE  BANKING  &  INVESTMENT 


Fluent  in  the  ways  of  the  affluent. 
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Complimentary  Chrysler  Convertible 

'Subject  To  Conditions  And  Availability 

Night-lighted  tennis 
Nautilus  gym,  spa 
Daily  maid  service 

PRivAte  villas 

ATIO  COURt  ClUB 
"A  Destination  Resort" 

444  Avenida  Caballeros,  Palm  Springs.  CA  92262 
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outside  California 

(619)  323-1 773  -  (800)  854-1298 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 

the  form  and  return  it  with  a  check  for 

the  subscription  you  prefer.  □   1   year 

$42     □  3  years  $84  (the  equivalent  of 

one  year  free).  Canadian  orders,   1  year 

$70C,  3  years  $153C.  Orders  for  other 

countries  add  $25  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAILING 

LABEL  OR  WRITE 

SUBSCRIBER  NUMBER  HERE 


Subscriber  number 


Name        (please  print! 


New  Address 


City 


State 


Zip 


Date  of  address  change 


F-4826 


Follow-Through 


Purity  in  Utah 

A  year  and  a  half  ago  Grant  Affleck 
was  relaxing  in  California  after  pull- 
ing off  a  classic  Utah  scam  that  cost 
750  investors  $25  million  (Forbes, 
June  20,  1983).  Affleck  followed 
Utah's  credo  for  fraud:  Belong  to  the 
Church  of  Jesus  Christ  of  Latter-Day 
Saints;  hide  nonexistent  assets  behind 
securities  approved  by  Utah's  Securi- 
ties Division;  and  promise  big  re- 
turns— Affleck  offered  30% — for 
things  like  trusts  for  a  child's  Mor- 
mon mission.  The  victims  included 
even  supersuspicious  columnist  Jack 
Anderson  (himself  a  Mormon),  who 
put  in  $12,000. 

Today  Affleck  is  behind  bars  in  fed- 
eral prison.  Utah's  U.S.  Attorney 
Brent  Ward  says  that,  while  he  has 
prosecuted  14  cases  in  the  last  three 
years  (losses  topping  $80  million),  in 
the  last  two  years  no  new  major  fraud 
schemes  have  been  uncovered  in  a 
state  the  press  once  called  "the  sewer 
of  the  securities  industry." 

Epithets  like  that  led  former  Gover- 
nor Scott  Matheson  to  create  a  task 
force  to  offer  solutions.  The  sugges- 
tions, released  in  December,  include 
greater  enforcement  powers  for  the 
Utah  Securities  Division  and  the  abo- 
lition of  blind  pool  offerings,  stocks 
usually  with  no  business  past,  present 
or  future  traded,  on  Utah's  wild  and 
woolly  penny  stock  exchange. 

Already  there's  encouraging  news. 
Since  August  the  Securities  Division 
has  required  that  blind  pool  offerings 
have  at  least  $75,000  in  assets  before  a 
public  offering.  While  that  is  not 
much,  it  has  cut  the  number  of  blind 
pool  filings  received  at  the  division 
from  20  to  30  a  month — more  than 
the  three  examiners  could  handle — to 
an  average  of  3.  In  addition,  the  legis- 
lature is  raising  the  division's  budget, 
allowing  division  director  John  Hiatt 
to  hire  three  more  investigators. 

Could  it  happen  again?  Of  course. 
Folks  from  Utah — Mormons  in  par- 
ticular— are  trusting  people.  But  Mor- 
mon Elder  Hugh  Pinnock  believes 
they've  changed.  "I  think  the  citizens 
of  Utah  have  learned  some  great  les- 
sons," he  says.  "They  just  aren't  as 
unsophisticated  as  they  once  were." 

A  coup  in  containers 

Six  years  ago  Roger  Stone  spurned  a 
$120  million  offer  from  Boise  Cascade 
for  Stone  Container  Corp.,  the  50%- 
family-owned  paperboard  company 
his  grandfather  had  founded.  The  bid 


was  well  over  book  value  and  more 
than  double  Stone's  share  price.  Stone 
guessed  right.  By  1983  his  shares  were 
trading  at  28,  more  than  double  book 
value  and  more  than  three  times  the 
Boise  offer.  Meanwhile  Stone  had 
spent  $220  million  on  new  plant  and 
equipment,  capping  that  in  late  1983 
with  a  $510  million  acquisition  of 
three  mills  and  20  converting  plants 
from  Continental  Group  (Forbes,  Fol- 
low-Through, Nov.  21,  1983). 

The  deal  raised  Stone's  long-term 
debt  to  75%  to  80%  of  capitalization 
(from  36%  only  months  before).  He 
was  betting  that  the  new  capacity 
would  add  market  share  and  that  he 
could  use  cash  flow  and  new  equity  to 
cut  that  ratio  to  40%  to  50%  by  1985. 

Now  Stone  is  sitting  pretty.  In  De- 
cember debt  was  down  to  61.5%  of 
capitalization,  and  he  still  expects  to 
cut  that  to  40%  to  50%  by  the  end  of 


Roger  Stone 

Betting  on  capacity. 


this  year.  Meanwhile  Stone  has  dou- 
bled its  sales  base  and,  with  5.7%  of 
the  U.S.  market,  is  the  nation's  fifth- 
largest  boxmaker.  While  the  indus- 
try's container  business  grew  6.2% 
last  year,  Stone's  was  up  14%.  The 
industry's  tight  capacity  is  helping, 
too.  Two  years  ago  it  was  operating  at 
a  phenomenal  93%  of  capacity;  that 
has  since  risen  to  97%. 

Prices  for  linerboard  have  climbed 
30%  in  less  than  two  years,  to  about 
$350  per  ton,  and  Stone  expects  them 
to  keep  rising.  "Ours  is  a  classic  sup- 
ply and  demand  situation,"  he  gloats. 
Great  Northern  Nekoosa  recently  cut 
its  price  to  $320  per  ton,  a  move  Stone 
calls  "difficult  to  comprehend."  He 
attributes  it  to  the  industry's  drop  in 
exports,  which  were  off  by  13%  last 
year,  28%  in  the  fourth  quarter  alone. 
Industrywide,  new  capacity  will  come 
on  stream  at  the  rate  of  only  1.1%  a 
year,  Stone  says,  compared  with  6.6% 
in  the  Sixties  and  2.5%  in  the  Seven- 
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ties.  The  reason,  he  says,  is  that  a  new 
linerboard  plant  takes  three  years  to 
build,  and,  for  a  good  return  on  invest- 
ment, prices  would  have  to  rise  to 
$500  per  ton  over  that  time. 
Sometimes,  families  know  best. 

Viva  videodisks! 

Five  years  ago  videodisks  were  touted 
as  the  hottest  thing  in  home  enter- 
tainment since  color  television.  RCA, 
Matsushita  and  a  combination  of 
North  American  Philips  and  MCA 
were  all  pushing  separate  disk-playing 
systems,  none  compatible  with  the 
others.  General  Electric  was  poised  on 
the  sidelines,  waiting  until  one  of  the 
systems  turned  into  a  winner  (Forbes, 
Trends,  Mar.  31,  1980). 

Since  then  videodisks  for  home  use 
have  been  eclipsed  by  videocassette 
players.  Americans  bought  only 
200,000  or  so  disk  players  last  year, 
compared  with  7.6  million  VCRs, 
which  can  also  record — an  apparently 
irresistible  advantage.  RCA,  which 
had  a  stylus  disk  player,  stopped  mak- 
ing it  last  year,  although  it  still  puts 
up  to  nine  movies  a  month  on  records. 
GE  never  started.  Others  still  in  the 
U.S.  consumer  market  include  North 
American  Philips  and  Japan's  Pioneer. 

Surprisingly,  though,  videodisks  are 
not  dead.  Over  the  last  two  years 
Sony,  North  American  Philips,  Pio- 
neer and  Hitachi  have  sold  perhaps 
100,000  of  their  laser-operated  video- 
disk  systems  (all  made  under  license) 
to  industry,  and  the  market  is  grow- 
ing. Companies  such  as  Ford,  AT&T, 
Cuisinart,  IBM  and  Digital  Equip- 
ment are  using  "intelligent  video" 
systems  to  train  employees  in  sales 
and  marketing  and  at  point-of-sale  for 
consumers.  The  Library  of  Congress 
spent  $500,000  on  Sony  disk  systems 
to  store  rare  glass-plate  negative  col- 
lections, and  the  U.S.  Army  uses 
them  for  recruiting.  Sony  is  also  going 
after  the  learning  market  with  several 
publishers. 

Including  hardware  and  computer 
peripherals,  the  industrial  videodisk 
market  is  already  about  $500  million, 
and  Sony  Vice  President  Robert 
Mueller  figures  sales  could  easily  hit 
$3  billion  a  year  by  1990. 

AT&T  has  big  plans  to  match  those 
numbers.  By  the  end  of  the  year  it  will 
have  more  than  600  videodisk  sys- 
tems for  internal  training,  and  it  will 
also  be  selling  training  software.  Edu- 
cation and  training  costs  the  U.S. 
about  $290  billion  a  year  and  industry 
spends  $60  billion  of  that,  AT&T 
says.  Even  a  bit  of  that  would  please 
the  telecommunications  giant. 
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"The  Dorchester. 

The  epitome  of  British  tradition, 

service  and 

hospitality. " 
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In  the  heart  of  Mayfair, 

overlooking  the  greatest 
of  London's  royal  parks, 
Hyde  Park,  proudly 
stands  The  Dorchester. 
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Now  a  Regent  hotel. 
Here,  staff  maintain  the 

highest  standards  of 
service  and  cuisine  in 
the  United  Kingdom. 
The  Dorchester. 
A  living  tradition. 

The  Dorchester 

A  REGENT*  INTERNATIONAL  HOTEL 

U.BUQUERQUE     AUCKLAND   CHICAGO   FIJI    HONGKONG    KUALA  LUMPUB    LONDON    MANILA    MELBOURNE    NEW  YORK   SYDNEK    WASHINGTON  D.C 

U.S.A.  TOLL  FREE  800-545-4000;  LONDON  01-629-8888,  TELEX  887704  OR  YOUR  TRAVEL  AGENT. 

The  Perfect  Meeting  Place  For  Companies 
Who  Chart  Their  Own  Course. 
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Spacious  conference  rooms.  Lavish  dining  and  entertainment. 
All  in  the  great  Steamboatin '  tradition. 


steamboatin: 


FREE  BROCHURE 

See  your  travel  agent  or  call  toll-free 

800-543-7637 
"^SSK^uKo5   MISSISSIPPI  QUEEN  •  DELTA  QUEEN 

Please  send  me  more  information  about  meetings,  seminars  and  incentives  aboard 
the  Mississippi  Queen®. 
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ADR. 

WE  KEEP  WRITING  TH1 


'And  about  the  time  America  put 

the  first  man  on  the  moon,  ADR  put 

the  first  programmer  on-line." 


i 


: 


©1985  ADR 


IISTORY  OF  SOFTWARE. 


'982 


/983 


/9m 


1965 


/9£ 


F^R/5 


f  hen  an  industry  is  as  competitive  as  the  software 
business,  it's  difficult  to  tell  the  imitators  from  the 
wators.  Fortunately,  in  our  industry,  history  clearly 
ws  which  is  which. 

ADR,  Applied  Data  Research,  invented  the  soft- 
e  business.  In  fact,  we  received  the  first  patent  ever 
ited  for  a  software  product.  And  at  a  time  when  our 
f  competitor,  IBM,  was  actually  giving  their  soft- 
e  away,  people  were  willing  to  pay  for  ours.  Ever 
:e  then  ADR  has  been  setting  the  standards  for  the 
ems  software  industry. 

ADR  put  the  first  programmer  on-line  with  ADR/ 
5COE!  and  established  the  way  programmers  have 
"ked  ever  since. 

ADR  delivered  the  first  commercially  practical 
:em  for  managing  all  of  a  company's  programs, 
R/The  LIBRARIAN?  and  put  an  end  to  those  stacks 
•unch  cards. 

ADR  pioneered  the  concept  of  advanced  program- 
ig  languages  with  ADR/MetaCOBOL*  beginning  the 
of  high  level  languages  to  dramatically  increase 
grammer  productivity. 


ADR  created  the  first  high  performance  relational 
data  base  management  system,  ADR/DATACOM/DB? 
a  single  data  base  solution  for  both  the  production  and 
end-user  environments,  and  established  relational  as  the 
data  base  of  the  future. 

ADR  developed  the  first  complete  4th  generation 
application  development  system,  ADR/IDEAL*  a  system 
that  increases  productivity  by  automating  the  program- 
ming process,  the  way  all  programmers  will  work  in 
the  future. 

And  ADR  invented  migration  software  with  the 
ADR/VSAM  TRANSPARENCY?  the  first  software  sys- 
tem to  automate  data  base  conversion,  and  began  a  new 
era— software  that  allows  your  system  to  evolve  with 
new  technology. 

ADR  is  developing  the  concepts  of  the  future  and 
delivering  viable  solutions  today,  to  help  you  get  the 
most  from  your  computer  resources  so  you  can  get  the 
most  from  your  people  resources. 

For  more  information  about  innovative  software 
solutions,  call  1-800- ADR- WARE  and  talk  to  the  people 
who  keep  writing  the  book  on  software.  ADR. 
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NUCLEAR  FOLLIES 

The  failure  of  the  U.S.  nuclear 
power  program  ranks  as  the 
largest  managerial  disaster  in 
business  history,  a  disaster 
on  a  monumental  scale.  The 
utility  industry  has  already 
invested  $125  billion  in  nu- 
clear power,  with  an  addition- 
al $140  billion  to  come  before 
the  decade  is  out,  and  only  the 
blind,  or  the  biased,  can  now  think 
that  most  of  the  money  has  been  well 
t.  It  is  a  defeat  for  the  VS.  con- 
jf  and  for  the  competitiveness  of 
industry,  for  the  utilities  that  un- 
ok  the  program  and  for  the  private 
enterprise  system  that  made  it  possible. 
Without  even  recognizing  the  risks,  the  U.S. 
electric  power  industry  undertook  a  commit- 
ment bigger  than  the  space  program  ($140 


Hill 


iiiiU 


Aftermath 

Forbes'  article  on  the  Nuclear  Follies 
(Feb.  11)  generated  some  of  the  largest 
reader  response  in  our  history.  Ex- 
cerpts from  some  of  the  letters  follow: 

Sir:  It  was  like  reliving  an  experience. 
For  a  few  years  I  worked  in  a  quality 
assurance  position  with  a  reactor  sup- 
plier. The  waste  and  misallocation  of 
resources  was  disturbing.  Component 
testing,  for  example,  is  often  wit- 
nessed for  verification  by  as  many  as 
four  members  in  the  procurement  and 
verification  hierarchy.  There  is  no 
question  that  it  is  necessary  to  per- 
form these  tasks,  but  to  use  four  peo- 
ple when  one  would  do  is  simply  be- 
yond reason. 
— Donald  R  Morgan 
Orangevale,  Calif. 

Sir:  Nuclear  power  plant  technology 

is  now  a  dead  science  in  the  U.S.  .  .  . 

Insecticide  plants  would  seem  to  have 

a  brighter  future. 

— Rranko  Terzic,  Commissioner, 

Public  Sen  ice  Commission 

Madison,  Wis. 

Sir:  The  incompetence  of  the  parties 
is  so  shocking,  one  has  a  tendency  to 
feel  that  criminal  charges  should  be 
filed.  Even  more  shocking  is  the  real- 
ization that  the  public — electricity 
users  and  utility  investors — will  be 
paying  for  this  debacle  for  years. 
— Francis  V  Koval 
Sarasota,  Fla. 

Sir:  You  neglected  a  major  contribu- 
tor to  the  problems:  the  failure  of  the 
higher  education  system  to  prepare 


Readers  Say 


engineers    with    the    knowledge    re- 
quired to  manage  nuclear  power  plant 
construction. 
— John  R.  Hall 
Kennewick,  Wash. 

Sir:  Not  enough  is  said  about  the 
employees  hired  to  build  these  nucle- 
ar facilities.  Too  many  were  inexperi- 
enced .  .  .  made  it  a  boondoggle,  slow- 
ing construction  to  perpetuate  an 
employment  that  would  have  left 
them  unemployed  when  the  job  was 
finished. 
— Cyril  J.  llanko 
Colorado  Springs,  Colo. 

Sir:  First-rate.  As  one  involved  with 
early  work  on  MHD  [magnetohydro- 
dynamic]  power  generation,  I  was  es- 
pecially fascinated  at  how  the  deci- 
sion makers  who  turned  their  backs 
on  a  clean  and  efficient  way  to  use 
coal  for  power  production  have  also 
virtually  killed  nuclear  power. 
— Ben  Boi  a 
West  Hartford,  Conn 

Sir:   If  your  Nuclear  Follies  article 

made  many  look  bad,  a  few  not  too 

bad,  it  makes  Forbes  look  very  good 

indeed. 

— Frank  L.  Jones 

Tallahassee,  Fla. 

Sir:  There  is  another  side  to  the  story, 
i.e.,  the  huge  fuel  savings  that  accrued 
(and  are  still  accruing)  to  the  custom- 
ers of  those  companies  who  had  nu- 
clear power  plants  in  operation  during 
the  worst  of  the  oil,  gas  and  coal  price 
runups. 

— Robert  F  Hague 
Upper  Montclair,  N.J. 

Sir:  It  is  timely,  analytical  and  bold. 
— -John  M.  Ball,  Professor, 
Georgia  State  I  'niversity 
Atlanta,  Ga 

Sir:  Your  otherwise  excellent  cover- 
age omits  the  stratospheric  cost  of  a 
vain  attempt  to  contain  and  manage 
these  most  lethal  of  all  man-made 
substances.  A  public  health  hazard 
will  exist  until  the  last  thousands  of 
tons  of  radioactive  waste  finally  de- 
cay, in  excess  of  10,000  years. 
— /. ./.  MacNulty 
Citizens  Energy  Council 
New  York,  NY. 

Sir:  This  otherwise  excellent  article 
mistakenly  discounts  the  potential  of 
alternatives  to  atomic  reactors.  Load 
management   and   conservation   can 


greatly  reduce  the  annual  growth  of 
demand  and  curtail  the  need  for  new 
power  plants. 
— Richard  Munson 
Takoma  Park,  Md. 

Sir:  How  could  a  whole  industry  fail 
in  what  should  have  been  a  perfectly 
achievable  set  of  goals?  Because  they 
collectively  failed  to  understand  that 
they  were  dealing  with  a  wholly  new 
field  of  technology.  Had  the  electric 
utilities  turned  to  the  aerospace  in- 
dustry rather  than  to  the  old-line  con- 
struction firms,  they  would  have 
found  technical  and  administrative 
management  teams  in  place  and  thor- 
oughly familiar  with  the  require- 
ments for  quality  assurance  and  con- 
figuration management  that  nuclear 
power  plants  required. 
— John  C  Snedeker,  President. 
Lyric,  Inc. 
Savannah,  Ga. 

Sir:  In  over  30  years  of  nuclear  power 
engineering  and  management  I  have 
seen  only  occasional  incompetence 
and  bad  judgment,  overshadowed  by 
much  competence,  courage,  dedica- 
tion and  hard  work.  Those  plants  that 
managed  to  get  built  will  be  much 
prized  assets  a  few  years  hence.  What- 
ever their  cost,  it  is  less  by  far  than  the 
cost  of  having  inadequate  electricity 
supply. 

— R.M  Campbell,  President, 
Massachusetts  Voice  ofEnerg}' 
Boston,  Mass. 

Sir:   We  professional  managers  and 
production  engineers  have  to  hang 
our  heads  in  disgrace.  Send  reprints  to 
DOD  and  to  schools  of  engineering 
and  graduate  management. 
—A.B.  Cummins,  Professor  Emeritus, 
Case  Western  Resenv  University 
Cleveland,  Ohio 

Sir:  The  article  ignores  the  willing 
(even  eager)  complicity  of  the  media 
with  the  antinuclear  activists. 
— Robert  E.  Boyar 
La  Grange,  III. 

Sir:  NRC's  failure  to  estimate  accu- 
rately the  cost-benefit  of  post-Three 
Mile  Island  safety  rules  is  a  mirror 
image  of  the  industry's  failure  to 
manage  construction  costs.  Why 
shouldn't  it  be? 

They  are,  after  all,  by  and  large  the 
same  people.  They  are  led  by  the  same 
quirky  faith,  the  principal  article  of 
which  is  that  someone  else  will  pay 
the  bills.  One  of  the  most  redeeming 
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INTRODUCING 
THE  CAR THAT 

BLURSTHE 
DISTINCTION 


AND  LUXURY 


How  much  luxury  are  you  willing  to 
forego  for  the  sake  of  performance? 

How  much  excitement  are  you  will- 
ing to  relinquish  in  the  interests  of  comfort? 

The  new  BMW  535i  is  a  car  that  pos- 
es neither  of  these  questions. 

Rather,  it  proposes  a  third:  Why  settle 
for  an  automobile  that  forces  such  pain- 


ful choices  when  you  can  choose  one  that 

offers  both  in  perfect  tandem? 

THE  BLOODLINES  OF  PERFORMANCE. 

"It  eats  up  the  road— any  road— at 
ungodly  speed  without  a  hiccup." 

Such  was  Carand  Driver's  descrip- 
tion of  the  535i's  predecessor  Ardent  but 
well-earned  praise  for  a  3.2-liter;  in-line 


six  engine  derived  directly  from  BMW's 
legendary  racing  machines. 

The  new  535i  continues  that  lineage. 
With  a  power  plant  expanded  to  3.5 
liters  and  a  corresponding  boost  in  horse- 
power exhilaratingly  evident  in  all  gears. 

It  can  stir  the  pulse  with  a  0  to  60  in 
7.4  seconds.  Yet,  the  535i's  breeding 
is  apparent  not  simply  in  how  fast  it  goes, 
but  in  how  well  it  goes  fast. 

With  a  fully-independent  suspension 
that  thrives  on  challenging  terrain. 

Tactile  power  steering  that  transmits 
something  seldom  experienced  in  a 
luxury  car:  a  feel  of  the  road. 

A  computer-controlled  engine  man- 
agement system  that  ensures  peak  en- 
gine performance.  And  an  ability  to  stop 
that  matches  its  extraordinary  ability  to  go. 

Its  ingenious  anti-lock  braking  system, 
proven  over  millions  of  miles,  uses  elec- 
tronic sensors  on  each  wheel  to  stop  the 
car  as  experienced  race  car  drivers  do: 
with  pulsating,  intermittent  pressure.  So 
the  driver  maintains  steering  control- 
even  in  panic  stops. 
CIVILIZATION  WITHOUT  ISOLATION. 

The  535i  is  a  luxury  sedan  that  also 
erases  any  arbitrary  distinction  between 
driver  and  car 

With  an  interior  designed  to  intensi- 
fy the  experience  of  driving,  not  disguise  it. 
To  connect  you  with  the  machine,  not 
distance  you. 

Amenities  include  leather  seats  as 
limitlessly  adjustable  as  the  body. 
Electronic  climate  control.  A  two-position 
electric  sunroof.  And  BMW's  Onboard 
Computer  It  delivers  the  uncommon  lux- 
ury of  being  well  informed. 

All  told,  an  elegant  environment  in 
which,  "You  just  feel  the  car  cutting 
through  its  land-bound  galaxy,  ripping  a 
hole  in  the  air"  (Motor  Trend). 

That  feeling  is  available  \n/d 
your  part  of  the  galaxy.  At  a 
BMW  dealer  Where  the  535i ' 
stands  poised  for  test  drive. 
THE  ULTIMATE  DRIVING  MACHINE. 


)1984  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered 


le  met  hnnical  guarantee. 
The  Cross  Fountain  Pen.  From  $80  to  $800. 
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features  of  capitalism  is  the  assump- 
tion of  responsibility. 
— Raymond  Shadis 
RUE  International 

North  Edgecomb,  Me. 

Sir:  Thanks  for  picking  up  my  quote 
on  Weinberger  (Other  Comments,  Feb. 
11).  I'm  glad  I  wasn't  included 
amongst  those  who  had  screwed  up 
the  nuclear  power  program. 
— Art  Buchwald 
Washii igtoi i,  DC. 


Correction 

Sir:  Your  nuclear  story  has  the  follow- 
ing statement:  "U.S.  Steel's  Gary 
Works  tried  unsuccessfully  to  shift 
from  Illinois  Power  to  Common- 
wealth Edison."  Illinois  Power  Co. 
does  not  serve  U.S.  Steel's  Gary 
Works.  We  at  Illinois  Power  Co.  are 
proud  that  our  electric  rates  are  the 
lowest  of  any  investor-owned  utility 
headquartered  in  Illinois. 

Nationally,    our    industrial    rates 
rank  34th  lowest  among  the  50  largest 
utilities  in  the  U.S. 
— Al  Adams 

Supervisor,  Media  Relations, 
Il/itwis  Power  Co. 
Decatur,  III 

U.S.  Steel's  Gar}1  Works  is  served  by 
Northern  Indiana  Public  Sen'ice.  Forbes 
regrets  the  etror. — Ed. 


The  SBA 

Sir:  Your  article  about  President  Rea- 
gan's wishes  to  do  away  with  the 
Small  Business  Administration  ("Rest 
in  peace?"  Feb.  11)  reminded  me  of  the 
year  I  spent  collecting  loans  for  SBA. 
Put  aside  SBA's  habit  of  buying  appro- 
priations votes  from  congressmen 
with  loans  for  constituents;  the  ma- 
jority of  loans  were  politically  clean. 
From  my  observation,  SBA  was  fre- 
quently guilty  of  lending  too  little 
more  often  than  too  much.  This  left 
borrowers  subject  to  failure  or  delin- 
quency at  the  first  mistake  or  bad 
fortune. 
— Patrick  Lyle 
Cleveland,  Teizn. 

Sir:  You  ignore  one  of  SBA's  impor- 
tant and  most  cost-effective  activi- 
ties: counseling  of  small  businesses 
and  particularly  embryonic  startups 
through  its  association  and  sponsor- 


ship of  SCORE  (Service  Corps  of  Re- 
tired Executives).  Small  business 
owners  or  prospective  owners  have 
access  to  free  advice  from  12,000  re- 
tired executives  in  400  chapters 
throughout  the  country. 
—Gus  Schwab 
Chairman, 

SCORE  Chapter  #383 
Marietta,  Ohio 

Sir:  Small  Business  Administrator 
James  Sanders  is  described  as  "hardly 
a  heavy  hitter."  I  could  not  disagree 
more.  Jim  Sanders  has  provided  essen- 
tial leadership  and  a  strong  indepen- 
dent voice  for  small  business  in  all 
federal  policy  debates. 
— Van  P.  Smith 
Chairman, 

Chamber  of  Commerce  of  the  U.S. 
Washington,  DC. 

Shepard  Sherbell/Piclure  Group 


Beleaguered  SBA  head  Sanders 


Not  a  bypass  operation 

Sir:  Your  insurance  industry  roundup 
(Jan.  14)  stated:  ".  .  .  it  paid  to  bypass 
agents.  By  selling  directly  to  custom- 
ers, Farmers  Group  bettered  its  long- 
term  growth  rate  by  more  than  50%." 
Farmers  Insurance  Group  of  Com- 
panies markets   its  products   exclu- 
sively  through   an   agency   force   of 
more  than  13,000  licensed  agents  and 
district  managers. 
— Richard  M.  Pittenger 
Vice  President  Public  Relations, 
Farmers  Insurance  Group  of  Companies 
Los  Angeles,  Calif 


Still  defenseless 

Sir:  If  someday  a  Qaddafi-like  terror- 
ist does  try  to  use  the  atomic  bomb 
("Only  Star  Wars  Can  Stop  Superter- 
rorists,"  Fact  and  Comment,  Feb.  11),  he 
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Peterbilt  The  standard 
for  fiscal  responsibility 


When  it  comes  time  to  consider 
your  next  capital  commitment  in 
transportation,  the  trucks  you  select 
must  satisfy  your  company's  per- 
formance standards  completely. 
Efficiently.  For  a  meaningfully  long 
period  of  time.  For  the  right  cost. 

Fiscal  responsibility  demands 
nothing  less. 

But  determining  the  true 
affordability  of  one  vehicle  versus 
another  requires  probing  beyond  the 
basics  of  face  value. 

Which  is  precisely  why  you 
should  consider  Peterbilt. 

With  a  product  and  organiza- 
tion structured  to  help  you  maximize 
the  return  on  your  investment, 
Peterbilt  offers  you  the  added  value 
that  can  make  youf  purchase 
decision  pay  off  again  and  again  — 
well  after  your  initial  capital  outlay. 

Consider  that  no  other 
manufacturer  offers  more  design 


flexibility  —  enabling  you  to  sig- 
nificantly increase  your  payback  in 
productivity. 

The  accessibility  of  our  sales, 
marketing,  manufacturing  and 
engineering  professionals  is  unrivaled 
in  the  industry.  Which  means  you'll 
benefit  from  a  level  of  personal 
involvement  that  just  isn't  found 
with  most  other  manufacturers. 

As  for  quality  engineering, 
industry  statistics  demonstrate  that 
Peterbilt  consistently  delivers  the 
longest  service  life  — and  highest 
resale  value  —  of  any  Class  8  truck 
available. 

The  cumulative  effect  of 
these,  and  many  other,  critical  ele- 
ments enables  Peterbilt  to  deliver 
a  decidedly  attractive  union  of 
quality  and  affordability. 

To  help  make  your  inspection 
of  these  claims  more  thorough, 
we  invite  you  to  write  us  for  the 


Peterbilt  Management  Folio,  which 
logically  examines  the  issues 
pertinent  to  the  ultimate  success 
of  your  truck  purchase  decision  — 
and  why  Peterbilt  is  particularly 
worth  your  consideration. 

Or  better  still,  visit  or  call 
your  nearby  Peterbilt  dealer  today 
for  a  consultation  regarding  your 
company's  transportation  needs. 


fidehMr 


A  DIVISION  OF 


Peterbilt  Motors  Company 
38801  Cherry  Street 
Newark,  CA  94560 
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We  can  help  Aetna 
insure  its  iuture. 


Now  Aetna  can  make  a  move  that's 
strictly  no-risk.  To  Westf ields,  the 
thousand  acre  International  Cor- 
porate Center  at  Dulles,  which 
some  of  the  world's  leading  corpo- 
rations will  soon  call  home.  And 
that's  no  empty  claim.  The  location 
just  outside  of  the  nation's  capital 
welcomes  companies  like  Aetna 
whose  policy  is  to  take 
advantage  of  the  right 
opportunity  when  it 
comes  along.  Aetna 


knows  all  about  planning  for  the 
future,  and  there's  no  better  place 
to  do  this  than  Westfields.  It's  right 
in  the  middle  of  the  second  largest 
high  tech  center  in  the  nation  — 
and  Aetna  can  have  all  this  without 
paying  a  premium. 

In  fact,  whatever  Aetna  is 
looking  for  in  a  corporate  center, 
Westfields  has  it 
covered.  For  more 
information  call: 
(703)385-0450. 


WESTFIELDS 

THE  INTERNATIONAL  CORPORATE  CENTER 
AT  DULLES 

A  development  of  The  Henry  A.  Long  Company.      ^tzMJ 


With  BERLITZ® ...  It  Takes  Less  Time 

Than  You  Think  to  Learn 

a  Foreign  Language. 

Try  The  BERLITZ  Learn- 
At-Home  Language 
Course  for  10  Days  ... 
RISK-FREE. 

The  ease  and  effectiveness  of  this  remarkable  learn-at-home  program  should  come  as 
no  surprise.  It  has  been  developed  by  the  experts  at  Berlitz,  a  name  synonymous  with 
excellence  in  language  instruction.  Begin  with  the  famous  Berlitz  ZERO  exercises,  so  named 
because  they  start  you  "from  zero"  in  learning  your  new  language.  This  course,  which 
comes  in  a  handsome  briefcase,  contains  the  90-minute  ZERO  cassette,  40  lessons  on  five 
60-minute  cassettes,  6  illustrated  word  and  phrase  books,  and  a  verb  tense  finder.  If  your 
company  is  not  reimbursing  you  for  this  course,  the  cost  is  tax  deductible  if  used  for 
business  purposes.  If  not  satisfied,  return  within  10  days,  and  receive  a  full  refund. 


Available  in  Spanish, 

French,  German  and 

Italian 


For  your  convenience  on 
credit  card  orders  dial  toll-free 

1-800-431-9003 

and  refer  to  Dept.3883 
24  hours  a  day, 
7  days  a  week. 


BERLITZ  PUBLICATIONS.  Inc.  Dept.3883 
P.O.  BOX  506  Delran,  NJ  08370-0506 

Send  Berlitz  Comprehensive  Cassette  Course(s)  checked 
$135.00  each  in  briefcase  plus  $5  for  shipping  and  insured  delivery. 
n  French  D  German  D  Italian  □  Spanish 

96100  96101  96102  96103 

Enclosed  check money  order payable  to  Berlitz 

Or  charge  my  AMEX Diners  Club VISA 


MasterCard  InterBank  #_ 

Card  # 

Name 

Address 

City 


Exp  Date . 
Exp.  Date . 


State . 


Zip. 

N  Y  and  N  J  residents  add  sales  tax  Allow  2  to  3  weeks  for  delivery 
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will  probably  do  this  by  a  submarine- 
launched  missile  or  more  likely  will 
have  the  necessary  parts  brought  into 
this  country  and  assembled  here. 
—R.S.  Doll 
Parker,  Fla. 

Sir:  It  should  be  no  more  difficult  to 
smuggle   a  planeload  of  mininukes 
than  to  smuggle  a  planeload  of  pot. 
— M.E.  McGoldrick 
Glenwood,  N.M. 

Sir:    Nuclear    terrorists    could    use 
ships,  trucks,  possibly  even  suitcases. 
— Terr\'  Hatisen 
Minneapolis,  Minn. 

Sir:  Would  Star  Wars  have  stopped 
the  Marine-Lebanon  bombing? 
— Robert  C.  Lang 
Bergenfield,  N.J. 


No  SEC  endorsement 

Sir:  We  take  exception  to  the  state- 
ment by  Michael  Hirsch  (Readers  Say, 
Jan.  28)  that  the  Securities  &  Ex- 
change Commission  staff  believes 
"there  is  considerable  value  added  to 
the  services  provided  by  FundTrust." 
In  declaring  a  registration  statement 
effective,  the  staff  draws  no  conclu- 
sions on  the  merits  of  the  securities 
being  sold. 

We  hope  that  the  prospectus  pro- 
vides potential  investors  with  enough 
information  to  enable  them  to  make 
their  own  decisions  regarding  the  val- 
ue of  securities. 
— John  F.  Radigan 
Assistant  Director, 

Division  of  Investment  Managetnent 
Securities  &  Exchange  Commission 
Washington,  DC. 


Rumpled  feathers 

Sir:  In  your  article  "Paper  shuffler" 
(Feb.  11),  you  stated,  "two  pieces  of 
linerboard  with  some  rumpled  paper 
sandwiched  between  make  corrugat- 
ed cardboard."  The  paper  is  made  to 
very  exacting  specifications  and  is 
fluted  in  a  very  precise  manner  so  that 
it  is  a  given  height  and  has  a  lovely 
sinusoidal  shape.  In  French,  they  use 
the  lovely  word  "ondule." 

Rumpled! 
— Thomas  J.  Muldoon 
Executive  Vice  President, 
Fibre  Box  Association 
Chicago,  III. 
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Upjohn  lends  a  helping  hand  to  the 
arthritic  by  using  the  body's  own  chemistry  to  fight  pain. 


The  destruction  wrought  by 
thritis  can  transform  a  once 
al,  vigorous  person  into  one 
io  moves  cautiously  in  a 
•rid  clouded  with  pain. 
To  the  people  at  The  Upjohn 
impany,  the  battle  against 
is  world  of  pain  is  a  primary 
sk.  For  answers,  we  are 
^bingdeep  into  the 
onanism  of  inflammation. 
New  knowledge  about  cells 


is  pointing  the  way  to  actually 
modifying  the  disease  through 
immunology. 

By  zeroing  in  on  individual 
populations  of  cells,  we  can  work 
toward  controlling  their  actions. 

So  instead  of  alleviating 
arthritic  painV  we  could  end  lip 
eradicating  it. 

For  nearly  100  years,  Upjohn 
has  looked  to  the  future  and 
found  answers  to  "impossible" 


questions.  Looking  for  more 
will  make  our  second  century 
of  caring  even  more  exciting 
than  the  first. 

For  booklet  "What  You 
Should  Know  About  Arthritis!' 
write  CARING,  Dept.  FB, 
RO.  Box  2497,  Kalamazoo, 
Michigan  49003. 


Upjohn 


BROWN  BOVERI  IS 


ELECTRICAL  FUTURE 


BROWN  BOVERI 

OFFERS  A 

WORLDWIDE  POOL 

OF  TECHNOLOGICAL 

LEADERSHIP  WITH 

OPERATIONS  IN 

140  COUNTRIES, 

EMPLOYING  100,000 

SKILLED  AND 

RESOURCEFUL 

PEOPLE. 


For  nearly  a  century,  BBC  Brown  Boveri  has 
been  developing  money-saving  solutions  to 
help  utility  and  industrial  companies  lower 
the  cost  of  generating,  distributing  and 
utilizing  electric  energy. 

We've  been  doing  this  in  the  U.S.A.  and 
around  the  world,  each  time  meeting  new 
challenges  in  ways  that  help  oui» customers 
achieve  new  levels  of  productivity  and 
improved  profits. 

We  apply  this  expertise  to  the  design  and 
manufacture  of  an  extremely  wide  range  of 
electric  power  products,  from  turbine 
generators  to  mass  transit  switchgear. 

Today,  our  worldwide  strengths  are  committed 
to  the  U.S.  through  42  sales  offices  in  principal 
cities,  35  manufacturing  and  service  facilities 
and  the  dedication  of  more  than  2000 
employees. 

There's  no  better  way  to  answer  needs  than 
with  experience  —  especially  the  kind  Brown 
Boveri  brings  to  the  generation,  distribution 
and  utilization  of  electric  power. 

Turn  to  Brown  Boveri  as  a  competent, 
dependable,  worldwide  partner  for  your 
electric  power  needs. 

Brown  Boveri 
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Reliable  electric  power,  the  lifeblood  of 
cities  and  towns  across  America,  is  kept 
flowing  by  state  of  the  art  power 
distribution  equipment  from  Brown  Boveri. 
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BROWW  BOVERI 


Efficient.  Effective. 
Every  bit  Swiss. 


Efficient.  Effective.  Expertly  designed  to  do  it  all 

In  that  same  Swiss  tradition,  our  versatile  insurance 
programs  are  well  organized  and  well  planned. 

Expertly  designed  to  protect  every  facet  of  your 
business. 

We  do  it  with  tough-minded  Swiss  professionalism. 

Open-minded  American  ingenuity. 


And  unrivaled  financial  stability 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
enterprise. 

You'll  find  we  speak  plain  English.  But  if  you  listen 
closely,  you'll  hear  our  Swiss  accent  on  efficiency. 


Zurich-American 

American  Creativity  Swiss  Dependability. 


©  1985  Zurich  Insurance  C 
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'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  ODDS  ON  REAGAN'S  GETTING  THE  $50  BILLION  CUT 


in  federal  spending  that  he  asks  range  from  nil  to  aught. 
The  odds  of  coming  remotely  close  range  from  zero  to  zip. 
The  odds  of  getting  even  half  of  the  $50  billion  are  at  best 
fifty-fifty. 

So  what  do  we  do  to  keep  the  new  super-record  deficit 
closer  to  $100  billion  than  the  $200  billion  that  is  giving 
everybody  (but  a  few  of  us)  nightmares? 

Would  you  believe  that,  for  once,  there's  an  easy  an- 
swer? An  answer  that  doesn't  involve  merely  running  the 
printing  presses  that  print  money  faster  and  faster?  An 
answer  that  could  raise  about  $50  billion  and  do  some  good 
in  the  process? 

Put  a  $10-a-barrel  duty  on  imported  oil.  Yield:  $20 
billion.  Add  a  10-cent-per-gallon  tax  on  gasoline,  the  price 


of  which  has  declined  by  20  cents  a  gallon  in  the  past  48 
months  and  is  still  headed  down.  Yield:  $10  billion. 
There'd  be  a  $20-billion-to-$25-billion  additional  yield  in 
higher  income  and  windfall  taxes  on  domestic  oil. 

The  foreign-crude-oil  glut  is  barreling  down.  Without  an 
import  tax  OPECers  could  fiscally  destroy  our  indispens- 
able domestic  oil  industry.  Further  sharp  oil-price  declines 
would  once  again  pump  up  our  profligate  waste  of  this 
still-finite  resource. 

Gas  would  still  be  far  cheaper,  even  with  the  10-cent-a- 
gallon  tax,  than  it  was  not  so  long  ago. 

So,  voila! 

We're  left  with  "only"  a  $100  billion  deficit. 

C'est  le  deficit. 


IT  ISN'T  ANTITAKEOVER  FOR  ALL  SHAREHOLDERS 

to  be  guaranteed  the  same  price  as  raiders  offer  for  an  buy  out  feared  invaders  who  have  worrisome  stock  beach- 
effective  controlling  block.  Or  that  tremulous  manage-  heads.  Such  corporate  bylaws  are  pro  shareowners,  proper 
ments  must  offer  to  all  stockholders  the  price  they  offer  to     antibodies  to  raiders. 

NEHRU'S  GRANDSON  COULD  TURN  OUT  TO  BE  A  BETTER  PRIME  MINISTER 


than  Nehru's  daughter  was  able  to  be.  Though  Rajiv 
Gandhi  was  cradled  in  an  atmosphere  saturated  with 
politics  and  power,  his  own  life  and  aspirations  lay 
elsewhere  until  fate  struck  down  his  politically  ambi- 
tious brother  in  an  air  crash,  and  bullets  ended  Indira 
Gandhi's  life. 

From  what  one  reads  of  what  he  says  and  how  he  thinks, 
it's  clear  that  Rajiv  Gandhi  thinks  clearly,  sensibly.  In  an 
interview  with  Time,  he  says: 


On  regional  autonomy:  "I'd  like  the  chief  ministers  to 
run  their  states  with  little  interference.  But  they  must  stay 
within  certain  national  interests.  You  can't  have  a  state 
trying  to  run  away  from  the  union.  The  Communists  in 
West  Bengal  have  changed  the  whole  educational  system. 
They  don't  think  about  India.  They  start  teaching  about 
Marxism.  I  don't  think  that's  acceptable." 

On  the  economy:  "The  public  sector  has  spread  into  too 
many  areas  where  it  should  not  be,  [although]  there  are 
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areas  where  the  private  sector  cannot  function.  The  public 
sector  is  used  for  opening  up  undeveloped  areas,  some- 
thing the  private  sector  cannot  do.  Nonetheless,  we  will  be 
opening  up  more  to  the  private  sector  so  that  it  can  expand 
and  the  economy  can  grow  freely.  We  did  a  lot  [of  that]  in 
the  cement  industry,  and  it  is  booming." 

On  internal  dangers:  "There  are  lots  of  dangers.  If  you 
look  at  the  castes,  the  religious  groups,  the  various  region- 
al linguistic  groupings,  each  is  a  prospective  danger.  But 
the  real  danger  is  economic  stagnation.  Whenever  we  have 


had  a  problem  with  minorities,  it  has  been  when  there  has 
been  an  economic  problem.  The  elections  have  shown  that 
the  country  stands  united.  I  don't  think  there  is  a  problem 
[of  internal  differences]  as  long  as  we  politicians  don't  try 
to  build  on  them." 

Name  and  emotion  undoubtedly  were  the  major  ele- 
ments in  the  unprecedented  majority  that  made  him 
prime  minister.  But  it  looks  like  the  hard-pressed  people  of 
India  have  lucked  out  in  having  an  heir  who's  much  more 
than  an  icon. 


A  MOMENT  OF  SILENCE  IS  SUCH  A  BIG  DEAL? 

Many  school  kids  too  often  keep  their  mouths  shut  and  say     mouths  shut  for  a  moment  of  silence  for  school  prayer? 
a  silent  prayer  when  the  teacher  calls  on  them  for  answers.         Especially  since  they  have  the  option  of  putting  their 
So,  why  such  a  fuss  about  asking  kids  to  keep  their     minds  on  anything  else  if  they  so  desire. 

EVERY  LAND  HAS  ITS  CUSTOMS 


and  ours  is  not  particularly  known  for  undying  rever- 
ence for  the  departed.  In  Japan  it's  a  bit  different,  as  this 
really  lovely  note  of  thanks  so  simply  and  movingly 
demonstrates: 

"When  I  found  the  most  wonderful  '3  Star  Award'  for 
Nippon  restaurant  in  Forbes,  I  was  quickly  invigorated.  I 


repeatedly  read  your  comment.  I  reported  this  to  my  (late) 
parents  in  front  of  their  pictures,  and  I  thought  I  saw  their 
approval  in  their  affectionate  eyes.  My  appreciation  can- 
not be  expressed  adequately  with  my  knowledge  of  En- 
glish." — Nobuyoshi  Kuraoka 
How  could  anyone  say  it  better? 


RESTAURANTS—   0,  (  ,  STOP 


•  Petrossian—  182  West  58th  St.  (Tel:  245-2214).  If 
you  (or  your  company  or  your  Company)  can  afford  it,  go! 
The  prix  fixe  array  includes  generous  and  superb  dollops  of 
caviar  and  thin,  warm,  just-right  toast.  The  entrees  are 
imaginative — usually  deliciously  so — and  the  desserts  are 
richly  high-caloric.  Never  will  you  encounter  such  mouth- 
watering, purse-emptying  counters  of  stuff  you'd  love  to 
take  home.  Petrossian  is  exciting,  splendid,  different. 

•  Cinco  de  Mayo— 349  West  Broadway  (Tel:  226- 
5255).  Never  in  New  York  has  such  flat  Mexican  food  been 
served  in  such  an  attractive  setting.  You  can  safely  "hold 
de  Mayo." 

Cafe  43—147  West  43rd'  St.  (Tel:  869-4200).  The 
Broadway  area  abounds  both  in  places  to  eat  and  in  pornog- 
raphy. Too  many  of  the  former  serve  food  that  could  be 
classified  as  the  latter.  But  here's  a  thriving  exception. 
Cafe  43's  a  big,  bustling  oasis,  serving  appealing  food  in  a 
setting  and  service  with  panache. 

Claude's— 205  East  81st  St.  (Tel:  472-0487)— contin- 
ues to  sparkle  like  a  blue  diamond,  both  in  dishes  and 
decor.  Everything  in  the  kitchen  is  either  done  by  Claude 
Baills  or  is  under  his  constant  scrutiny.  Because  the  results 
are  so  superior,  the  waits  and  weight  are  worth  it. 

One  Fifth— at  8th  St.  (Tel:  260-3434).  This  restau- 
rant was  indeed  at  the  bottom  of  Fifth  Avenue,  though  its 
bar  was  popular  with  those  who  populate  bars.  Now  well- 
known  chef  Leslie  Revsin  is  bringing  the  food  up  to  a 
standard  that  matches  its  attractive  '50s  Cunard-liner  Ca- 


ronia  decor.  A  starter  of  Roquefort  beignets  with  baked 
apples  is  great,  though  the  Wiener  schnitzel  lacks  schnit. 

•  Joe  and  Rose— 747  Third  Ave.  (Tel:  355-8874).  It's 
been  around  a  long  time,  but  if  you  chance  to  go  there,  you, 
too,  will  wonder  why. 

•  Moondance  Diner — 80  Sixth  Ave.,  at  Grand  St.  (Tel: 
226-1191).  Frumpy  in  appearance  and  locale,  this  hidden 
delight  has  been  discovered  by  everybody,  so  getting  in's 
the  problem.  You  haven't  tasted  a  grilled  cheese  sandwich 
in  a  league  with  theirs — on  thick-sliced  challah  toast. 
Imaginative  omelets,  fresh  fruit  pancakes  and  French  fries 
that  are  fine. 

Brazilian  Pavilion— 316  East  ,53rd  St.  (758-8129). 
Very  moderate  in  every  respect. 

Frank's— 431  West  14th  Street  (Tel:  243-1349).  Al- 
most unfindably  tucked  into  the  middle  of  the  wholesale 
meat  block  on  14th  Street,  Frank's  has  been  exuberantly 
serving  steaks  and  stuff  for  72  years.  Half  a  block  away, 
that  brightly  lighted  tourist  hustle,  the  Old  Homestead, 
can  only  keep  packing  'em  in  because  visitors  don't 
know  that  a  couple  of  hundred  yards  away  there's  far 
better  to  be  had. 

•  Positano— 250  Park  Ave.  South  (Tel:  777-621 1).  Up- 
town, downtown  and  all  around  the  town,  they're  pouring 
into  this  smart,  loft-y  new  restaurant.  With  its  pink-white 
Italian  chic  and  great  three-tier  layout,  Positano  is  the  first 
of  these  trendy,  huge-space  places  to  have  food  that's  as 
good  as  the  prices. 
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BAD  NEWS  FOR  HEIRS  AND  PROMOTION  AWAITERS 


Today's  medicine  men  now  bear  bad  news,  leavened  by  a 
wee  bit  of  good  news,  for  those  impatiently  waiting  around 
to  inherit  the  boss'  job  or  parental  dough. 

The  bad  news:  American  women  will  live  to  be  90,  men 
a  little  less.  Writes  the  New  York  Times'  extraordinarily 
able  health  expert  Jane  E.  Brody:  "Experts  are  predicting 
that  a  century  from  now  the  average  American  woman 
will  live  to  be  90,  the  average  man  something  less. 

"Moreover,  it  seems  possible  that  the  maximum  life 
span — that  is,  the  longest  that  a  human  being  can  live — 
will  be  extended,  too,  from  the  present  limit  of  about  115 
years  to  as  many  as  140  years." 

The  good  news:  It  will  take  another  100  years  to  reach 
the  higher  age  average.  And,  if  people  are  to  attain  their 
140-year  life  possibility,  they  will  have  to  be  "willing  to 
forego  the  excesses  of  modern  affluence  and  instead  adhere 


to  dietary  limitations  and  other  changes  in  living  habits." 
As  unlikely  tomorrow  as  today  and  yesterday. 
So  what  happened  to  the  son  of  a  cantankerous,  busi- 
ness-owning father  may  gradually  be  increasingly  happen- 
ing to  more  of  those  worthy  spark  plugs  eager  to  move  up 
the  corporate  ladder: 

The  father,  so  the  story  goes,  owned  several  newspapers  in 
the  Midwest  and  eventually  he  brought  his  son  into  the 
business.  After  a  number  of  years,  having  worked  his  way  up 
to  a  minor  executive  post,  the  son  suggested  that  the 
company  put  in  a  mandatory  retirement  age  of  65 .  The  father 
agreed  that  would  be  a  good  idea,  but,  he  said,  "We'll  have  it 
apply  to  everyone  except  me. "  Through  his  50s,  60s,  70s  and 
80s,  the  father  continued  daily  to  come  to  the  office.  One  day 
at  age  97  and  still  running  the  company,  he  entered  his  son's 
office  and  said:  "Son,  you're  65.  You've  got  to  retire." 


SPEAKING  OF  LIBEL  SUITS,  IN  THE  OLD  DAYS 


those  outraged  at  editors  used  to  stomp  into  their  offices  and 
pistol-whip  'em — when  they  didn't  shoot  'em.  The  more 
gentlemanly  issued  challenges  to  duels  with  deadly  weap- 


ons, and  there  was  no  way  of  ducking  such  encounters. 
Nowadays,  it's  only  money,  not  your  life. 
The  intention's  the  same,  though — intimidation. 


THOSE  WHO  ARE  TOO  NICE 

often  are  not. 


NO  ONE  CAN  BE  A  SAINT 

while  alive. 


BOOKS 


CHIEF 

A  Memoir  of 

fathers  and  Sons 

Lance  Morrmo 


•  The  Chief — by  Lance  Morrow  (Ran- 
dom House,  $16.95).  Only  a  painter 
combining  the  insightful  genius  of  El 
Greco  and  Rembrandt  could  equal 
Lance  Morrow's  masterly  brush-strok- 
ing with  words.  This  memoir  portrays 
Morrow's  extraordinary,  powerful,  oft- 
painful  relationship  with  his  father. 
Excerpts:  My  father  met  me  at  the 
|  airport.  He  saw  me  get  off  the  plane  with  my  beard  and 
\knapsack.  "Well,"  he  said.  "Didn't  miss  a  cliche,  did 
i  your'.  .  .  My  father  worked  for  Nelson  Rockefeller  for  21 
\  years.  He  had  started  as  a  journalist;  then  he  went  to 
'.  work  in  politics,  for  Senator  Kenneth  Keating.  My  father, 
[writing  speeches  for  him,  earned  him  a  reputation  as  the 
I  wittiest  man  in  Washington.  Bobby  Kennedy,  for  exam- 
]ple,  was  a  guided  missile  whose  engine  made  a  relentless 
i  hoffa-hoffa-hoffa  noise  as  it  arced  toward  its  tar- 
\get.  .  .  .  My  father  had  too  keen  an  eye  for  the  bogus — too 
;  keen,  because  it  robbed  him  of  some  subtlety  of  apprecia- 
tion. .  .  .  Writing  headlines  encourages  compression  and 
I  (maybe)  verbal  energy,  as  well  as  simplification.  It  is  a 
maddening,  trivial  and  curiously  interesting  exercise: 
fitting  words  (those  unruly,  flyaway,  chaotic  things)  into 
j  small  physical  spaces,  trying  to  negotiate  compromises 
between  meaning  and  the  tiny  niche  available  to  express 
it.  Writing  headlines  can  train  the  mind  to  get  at  es- 
sences, to  reach  into  a  bewildering  mess  of  words  and 
'isolate  the  basic  truth  of  an  event  and  seize  it  and 
proclaim  it  with  four  or  five  hard,  clear  words. 


JUDITH  MARTIN 


i  Rearing 
Perfect  Children 


•  Miss  Manners'  Guide  to  Rearing 
Perfect  Children — by  Judith  Martin 
(Atheneum,  $19.95)  is  a  commonsen- 
sical,  absolute  delight.  She  hones  in 
on  such  things  as  the  invaluableness 
of  hypocrisy  and  the  asininity  of  non- 
repressiveness.  Joyful  medicine  for 
swallowing  by  everyone  who  is  ex- 
posed to  those  growing  up! 

Excerpts:  The  possession  of  a  good  heart  does  not  count 
for  much,  in  any  society,  in  a  person  who  licks  his  dinner 
plate.  .  .  .  Our  society  is  unfortunately  set  up  so  that 
young  people  sometimes  get  the  general  fashion  news 
first.  You  do  not  want  to  ban  anything  you  might  be 
wearing  next  year.  The  best  thing  is  to  permit  nothing 
permanent  (such  as  tattooing)  or  that  cannot  be  well 
concealed  (such  as  a  shaved  head).  .  .  .  All  adults  need  a 
technique  for  curbing  the  destructive  behavior  of  children 
over  whom  they  have  no  actual  authority.  The  method 
Miss  Manners  recommends  is  to  feign  interest  in  the 
child's  safety,  and  say,  while  grabbing  the  child's  wrist,  "I 
wouldn't  do  that,  dear,  because  you  might  get  hurt."  It  is 
the  invisible  pressure  on  the  wrist  that  suggests  to  the 
child  the  source  of  that  hurt.  .  .  .  Miss  Manners  is  always 
so  puzzled  to  hear  well-meaning  people  rattling  on  about 
not  wanting  to  inhibit  the  naturalness  of  their  children. 
Why  not,  prayl  Repressing  the  dear  things,  an  activity  of 
bygone  days  that  was  known  as  child-rearing,  can  only 
improve  the  state  of  the  world. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Present  from  Tip? 

We  have  repeatedly  sought  passage 
of  enterprise  zones  to  help  those  in 
the  abandoned  corners  of  our  land  find 
jobs,  learn  skills  and  build  better 
lives.  This  legislation  is  supported  by 
a  majority  of  you.  And  Mr.  Speaker,  I 
know  we  agree  that  there  must  be  no 
forgotten  Americans.  Let  us  place 
new  dreams  in  a  million  hearts  and 
create  a  new  generation  of  entrepre- 
neurs by  passing  enterprise  zones  this 
year.  And  Tip,  you  could  make  that  a 
birthday  present. 

— President  Reagan, 
in  the  State  of  the  Union  address 

$1  instead  of  10  4 

One  bold  stroke  would  raise  close 
to  $100  billion  and  halve  our  annual 
deficit.  Briefly  put,  we  should  tax  gas- 
oline $1  a  gallon  at  the  pump.  Here 
are  some  arguments  for  such  a  tax:  It 
would  end  our  borrowing  binge  and 
give  the  economy  the  balance  it  needs 
to  sustain  the  current  pace  of  econom- 
ic expansion.  It  would  protect  mil- 
lions of  jobs  that  would  be  lost  if  the 
economy  faltered.  It  would  put  us 
back  on  a  path  of  living  within  our 
means,  and  help  reduce  our  mon- 
strous trade  deficit.  It  would  enable  us 
to  share  some  of  our  remaining  oil 
with  our  children.  It  would  safeguard 
our  national  security  by  placing  a  new 
curb  on  the  power  of  OPEC. 

Is  such  a  tax  fair?  Japan  and  our 
neighbors  in  Western  Europe  answered 
this  question  in  the  1970s,  when  all  of 


them  enacted  taxes  that  doubled  the 
price  of  gasoline .  In  Europe  today,  gaso- 
line prices  are  $2.50  to  $3  a  gallon. 
Consumers  bear  this  burden  because 
they  know  it  is  necessary  to  protect  the 
economies  of  their  countries. 

— Stewart  Udall,  former  Secretary 
of  the  Interior,  New  York  Times 

Love — Regardless 

Beatrice  Lillie  threw  open  her  arms 
and  embraced  me.  "Darling,"  she 
cried,  "how  are  you?"  Still  holding 
me,  she  leaned  back  and  examined  my 
face.  "And  who  are  you?"  I  loved  her 
anyway. 

— Clifton  Daniel,  A  Memoir 

Planningless  Policy 

Fifty-four  years  ago,  the  world  had  2 
billion  people.  Today  there  are  4.7 
billion  people.  The  next  billion  people 
will  be  added  in  15  years — 90%  of 
them  in  developing  countries  already 
struggling  with  crushing  social  and 
economic  problems. 

The  irony  of  the  proposed  U.S.  poli- 
cy reversal  [on  population  control  aid] 
is  that  it  would  come  at  a  time  when 
most  developing  countries  have  inten- 
sified their  commitment  to  family 
planning  programs.  Rafael  Salas,  ex- 
ecutive director  of  the  UN  Fund  for 
Population  Activities,  observes  that 
this  interest  now  transcends  religious, 
social  and  cultural  differences.  More- 
over, more  family  planning  aid  will 
reduce  current  reliance  on  abortion 


"I  want  three  one-cent  stamps,  two  twos,  one  three,  three  fours,  two  fives,  one  six,  one  seven, 
twoeights,  onenine,  one  ten,  two  elevens,  one  thirteen,  one  fifteen,  two  eighteens " 


throughout  the  developing  world. 
As  California  governor,  Ronald 
Reagan  urged  the  citizens  of  his  state 
to  recognize  the  misery  caused  by  rap- 
id population  growth  and  the  obliga- 
tion of  the  U.S.  "to  credibly  lead  other 
parts  of  the  world  toward  population 
stabilization."  Ten  years  later  neither 
the  misery,  nor  the  obligation,  has 
diminished. 

— Washington  Post  editorial 

Stubble  Feature 

I  blame  Jack  Nicholson  for  Not 
Shaving.  Soon  a  whole  raft  of  serious 
middle-aged  movie  actors  were  going 
around  Not  Shaved  for  their  posed 
confrontations  with  the  press. 

These  people  were  already  getting 
$1  million  a  picture.  They  didn't  Not 
Shave  for  their  first  mid-Sixties  au- 
ditions, when  they  lived  in  shared 
cold-water  walk-up  apartments  way 
downtown.  The  Not  Shaving  started 
only  after  they'd  bought  their  first 
five-bathroom  home. 

— Peter  York,  Vanity  Fair 


"Never  eat  more 
than  you  can  lift." 

—Miss  Piggy, 
quoted  in  American  Health 


Israel,  Syria,  Lebanon 

I  don't  want  to  be  the  policeman  of 
Lebanon.  It's  not  the  business  of  Isra- 
el. If  the  Syrians  want  to  stay  in  Leba- 
non, let  them  stay.  Militarily,  for  Isra- 
el, I  would  prefer  to  see  two  divisions 
in  Lebanon  than  the  whole  Syrian 
army  on  the  Golan  Heights.  I  know 
that  whoever  sets  his  foot  in  Lebanon 
has  sunk  into  the  Lebanese  [swamp]. 
They  want  it,  let  them  enjoy  it. 

— Israeli  Defense  Minister 
Yitzhak  Rabin,  Time 

Ben  Franklinisms 

Fish  and  visitors  stink  after  three 
days. 

Creditors  have  better  memories 
than  debtors. 

Three  may  keep  a  secret  if  two  of 
them  are  dead. 

Wealth  is  not  his  that  has  it,  but  his 
that  enjoys  it. 

He's  a  fool  that  makes  his  doctor 
his  heir. 

Keep  your  eyes  wide  open  before 
marriage,  half  shut  afterwards. 

— On  a  tile  from 
Franklin  Life  Insurance. 
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Ummmmmmmmm, 


Seeing  Europe  is  a  monumental  experience. 


Finding  the  right  vacation 

should  not  be. 


r 


i 
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Presenting  the  1985  American  Express  Pan  Am  Holiday  Book. 
Your  complete  guide  to  the  vacation  of  your  dreams. 

Finding  the  perfect  European  vacation  has  never  been  easier  or  i —  —  —  —  —  —  —  —  —  —  —  — l 

FREE!  FB311-85 1 

Get  our  1985  American  Express® 


more  fun.  The  brand-new  American  Express  Pan  Am  Holiday  Book 
lets  you  preview  22  hard-to-resist  vacations.  From  a  4-day  jaunt  to 
fe  g"V%|%T  /X]%/1       London  or  Rome.  To  a  luxurious, 
'  ^^  I^-AsS^  month-l°n8  European  tour  - 

jg^—-^^-r^!^^:a  leisurely  trip  through  ten  unfor- 
*c-=t — ^^^-^^^gettable  countries. 
Pan  Am  s  convenient  flights  leave  from  over  40  U.S.  cities  and 
whisk  you  to  the  heart  of  Europe  where  the  fun  begins. 

So  don't  wait.  Send  for  our  new  48-page  American  Express 
Pan  Am  Holiday  Book,  or  pick  one  up  from  your  travel  agent  or  any 
American  Express*  Vacation  Store. 

American  Express*  Vacations  come  in  a  wide 
range  of  prices  and  your  whole  trip  can  be 
charged  to  the  American 
Express*  Card.  Use  the  Card 
for  carefree  shopping,  dining 
and  entertainment  along  the  way. 


Pan  Am  Holiday  Book. 

American  Express  "  Vacations 

PO.  Box  8223  RW 
Stamford,  Connecticut  06905 


Name- 


Address. 


■V/.l'.tM.  1.1  _Ll>»,L_t>J 


.State. 


-Zip_ 


AMERItANl 

[Spress 


American  Express 
Vacations 


Don't  leave  home  without  us.8 

1985  American  Express  Travel  Related  Services  Co.,  Inc  All  Rights  Reserved     I 
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Manage 

•  Handle  or  direct  with  a  degree  of  skill;  e.g., 
apply  high  technology  to  global  markets. 

•  Achieve;  e.g.,  increased  productivity  through 
strategic  investments  supporting  the  work  of  106,000 
engineers,  scientists  and  skilled  employees. 

•  Succeed  in  accomplishing,  as  in  record  sales, 
record  earnings,  record  return  on  equity. 


We're  not  out  to  change  the  world.  Just 
to  supply  the  technology  it  takes  to  make  it  better. 

But  technology  alone  doesn't  bring  20.3%  Return 
on  Equity  or  nine  straight  years  of  increased  earnings. 

That  takes  management.  Ours  provides  a  culture  that 
stimulates  and  directs  the  growth  of  high  technology 
in  four  diverse  business  areas.  To  learn  more  about 
us,  write:  Rockwell  International, 
Department  815R-62,  600  Grant  Street, 
Pittsburgh,  PA  15219. 


* 


Rockwell  International 

. .  where  science  gets  down  to  business 


Aerospace/Electronics 
Automotive/General  Industries 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WRONG  RESPONSE 


Britain  and  Germany  recently  raised  interest  rates  to  try 
to  cushion  the  fall  of  their  currencies  against  the  dollar. 

Their  action  is  futile  and  self-defeating.  All  of  us  will 
be  hurt. 

The  higher  rates  will  only  weaken  their  anemic  econo- 
mies, hardly  the  environment  to  make  their  currencies 
more  attractive.  British  stocks,  for  instance,  plunged  on 
the  news.  People  prefer  to  invest  in  growth,  not  austerity. 
A  weak  Europe  means  fewer  export  opportunities  for  us, 
damaging  our  exporters  even  more. 

By  raising  interest  rates,  Europeans  figure  they  can  bribe 
their  citizens  to  keep  their  money  at  home  instead  of 
shipping  it  to  the  U.S. 

Victims  of  a  Myth 

These  countries  are  falling  victim  to  a  pervasive  myth — 
that  the  dollar's  rise  is  being  fueled  by  massive  inflows  of 
foreign  capital. 

True,  more  money  is  coming  to  the  U.S.  than  in  the 
bleak  Carter  days  of  the  late  1970s.  But  the  amount  hasn't 
increased  since  1981.  The  total  in  1984,  in  fact,  was  less 
than  it  was  in  1982. 

The  reason  we've  become  a  "debtor  nation"  (which 
means  more  money  is  coming  into  the  U.S.  than  leaving 
it)  is  principally  because  Americans  are  not  investing 
overseas.  In  1982,  for  example,  we  sent  $120  billion  to 
foreign  shores.  In  1983  that  fell  to  $50  billion,  and  last 
year  to  less  than  $7  billion.  Contrary  to  the  experts  our 
investment  boom,  as  well  as  Uncle  Sam's  budget  deficit, 

THOSE  *!%!*!#* 

Supermarkets  are  experimenting  with  plastic  bags,  hop- 
ing that  they'll  replace  the  proverbial  brown  paper  bag.  The 
reason,  of  course,  is  cost:  Plastics  are  10%  to  15%  cheaper. 

If  the  experiences  of  this  very  occasional  grocery  shop- 
per are  any  indication,  the  project  isn't  going  to  work.  The 
brown  bag  will  stay. 

Unless  you  go  to  the  supermarket  to  buy  only  an  item  or 
two  (which  may  be  your  intention  but  rarely  the  result), 
those  plastic  sacks  are  an  aggravation. 

First,  they  come  in  one  size  and  that's  too  small.  You're 


is  being  financed  primarily  by  American  investors. 

What  should  Britain,  Germany  and  other  European 
countries  do  in  response  to  the  galloping  greenback? 

Reagan's  Right  Rx 

They  should  take  a  cue  from  Ronald  Reagan  and  cut 
substantially  their  individual  income  tax  rates,  which  are 
still  confiscatory. 

These  codes  provide  little  incentive  for  people  to  be 
productive,  to  take  those  entrepreneurial  risks  that  create 
jobs  and  new  technologies — and  healthy  currencies. 

If  Europe  can  grow  vigorously  again,  it  will  again  be  a 
magnet  for  American  capital,  just  as  it  was  in  the  Fifties 
and  Sixties. 

In  addition,  instead  of  whining  about  Washington's  fi- 
nances— our  net  budget  deficit  is  proportionately  no  worse 
than  those  of  most  other  industrial  nations — Europeans 
should  sharply  criticize  the  Federal  Reserve  for  keeping 
the  worldwide  supply  of  dollars  so  tight. 

This  dollar  shortage  is  why  our  interest  rates  are  high  in 
real  terms  and  why  other  currencies  are  weakening.  The 
Fed  doesn't  sufficiently  recognize  that  the  dollar  is  a  global 
currency.  Still  worried  that  inflation  will  rise  from  the 
dead,  our  central  bank  is  bringing  a  growing  number  of 
countries  dangerously  close  to  a  destructive  deflation. 
Chairman  Volcker  has  let  interest  rates  come  down  some 
in  recent  months,  but  he  must  let  them  fall  much  further. 

Tax  cuts  and  a  more  sensible  dollar  policy  by  the  Fed  are 
the  answers  to  Europe's  economic  malaise. 

PLASTIC  BAGS 

lucky  to  fit  in  more  than  a  carton  of  milk.  Which  means 
you  need  a  dozen  or  more  bags  to  take  home  what's 
bought.  The  need  to  pack  so  many  also  makes  for  delays  at 
the  checkout  counter. 

Second,  because  they're  plastic,  their  sides  slither  down. 
They  don't  stay  up  like  those  of  a  paper  bag.  So  the  goods 
inside  them  don't  stay  inside.  They  fall  all  over  the  car  seat 
or  trunk. 

This  writer's  verdict:  What  the  grocery  chains  save  in 
costs  won't  compensate  for  customer  ire. 
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Why  your  competitors 
want  one  of  these. 

They  want  the  Merlin™  Communications  System  from  AT&T, 
because  it  can  give  the  competitive  edge  to  any  small  business. 

The  Merlin  System's  more  than  a  telephone.  It's  a  conference 
caller,  an  intercom,  a  speed-dialer.  It  lets  you  call  your  banker,  call  a 
meeting,  screen  a  call  or  recall  a  call,  with  just  one  touch.  In  short,  it 
helps  you  organize  all  your  office  communications. 

So  you  can  get  down  to  business. 

Plus  the  Merlin  System  is  modular.  Which  means  you  can 
program  any  of  its  phones  with  any  of  its  features.  And  you  can 
expand  the  system  as  your  small  business  grows. 

One  more  thing:  you  can  get  the  Merlin  System  from  AT&T's 
unique  Small  Business  Connection.  They'll  help  you  design  the 
system  that  best  suits  your  business. 

No  matter  what  calling  you're  in,  get  the  edge  by  calling  the  Small 
Business  Connection.  1 800  247-7000,  Ext.  12.  AT&T  Information 
Systems.  When  youVe  got  to  be  right. 


AT&T 


©1985  AT&T  Information  Systems 


Edited  by  Howard  Banks 


What's  Ahead  for  Business 


Watch  out 
for  a  U-turn 


PLACE  TOUR  BETS  ON  THE  ACRS  AND  ITC 

A  major  retreat  is  under  way  from  one  main  element  of  the 
Treasury  tax-reform  package  originally  proposed  by  Donald  Regan.  It 
now  seems  increasingly  likely  the  Administration  won't  push  to  lower 
such  investment  incentives  as  accelerated  depreciation. 
The  tipoff  is  in  the  emphasis  now  being  placed  on  "capital  formation." 
Credit  lobbying,  not  logic,  with  another  success.  Nobody  disputes  that 
today's  corporate  taxes  and  incentives  distort  how  much  investment 
goes  where.  But  cries  from  companies  alarmed  by  the  Regan  proposals, 
especially  from  high-tech  industries,  are  being  heard.  But  also  credit 
the  weight  of  two  reports,  from  DRI,  Inc.  and  from  Wharton  Economet- 
rics, both  predicting  a  savage  downturn  in  the  investment  boom  now 
under  way  if  the  ground  rules  change. 


Here's  the 
morning  line 


Nothing  is  certain  when  economic  policy  and  politics  meet,  but 
here  are  some  informed  guesses  as  to  what  could  emerge: 

•  A  compromise  on  accelerated  depreciation  for  such  high-tech  items 
as  computers.  It  won't  be  stretched  all  the  way  from  today's  five  years 
to  Regan's  proposed  eight  years.  Bet  on  six  years. 

•  Some  tightening,  but  not  so  much  as  originally  proposed,  on  acceler- 
ated cost  recovery  schedules  (ACRS)  for  older  industries. 

•  Investment  tax  credits  (ITC) — an  on-again,  off-again  pump  primer — 
could  be  off  again,  showing  that  the  Administration  doesn't  do  every- 
thing business  wants. 

•  The  fate  of  a  capital  gains  tax  is  a  harder  call,  but  Administration 
willingness  to  aid  high  tech  suggests  no  tightening. 

•  A  long  shot  to  watch:  Small  companies  may  get  a  lower  corporate  tax 
rate  than  big  companies. 


Tax  breaks 
are  only 
part  of  it 


Tax  breaks  aren't  the  only  element  in  capital  formation.  To  get 
the  net  cost  of  capital,  reminds  Stephen  Meyer  of  the  Federal  Reserve 
Bank  of  Philadelphia,  factor  in  real  interest  rates  and  inflation. 

Meyer  says  the  1981  tax  act  and  the  1982  amendments  (which  cut  back 
on  some  breaks)  combined  to  cut  the  average  net  cost  of  capital  by 
around  one-eighth.  Using  a  13.5%  coupon  interest  rate  and  5%  infla- 
tion, Meyer  reckons  the  Reagan  Administration  tax  changes  cut  the 
average  net  cost  of  capital  from  2.44%  in  1980  to  2.29%. 

But  wide  variations  resulted  for  different  types  of  investments.  The  top 
gainer  was  company  cars.  Others  include  buildings,  turbines,  machine 
tools  and  pipelines.  There  was  little  change  in  the  net  cost  of  capital  for 
telephones  and  power  stations  and  actual  increases  for  farm  machinery, 
aircraft  and  office  machines  and  computers. 

Yet  computers  are  where  much  new  investment  is  going.  Meyer's 
explanation  of  the  paradox:  Prices  have  fallen  dramatically  and  comput- 
ers offer  added  efficiency,  so  their  expected  rate  of  return  has  risen  even 
more  than  the  tax-adjusted  net  cost  of  financing.  Glory  be:  In  America's 
boardrooms  planning  for  profits  can  still  outweigh  beating  the  IRS. 
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The  Forbes  Index 


Forbes  Index 


1 2-month  close-up 


180 


New  high  ground.  The  Forbes  Index  nudged  to  a  record 
level  in  the  latest  reporting  period  when  it  registered  a 
0.3%  gain.  Consumer  installment  credit  shows  a  1.5% 
rise  over  the  previous  month.  The  latest  figure  also  stands 
some  20.6%  higher  than  it  was  one  year  ago.  Personal 
income  is  up  only  7.9%  over  the  same  time  period.  While 


there  is  always  a  danger  that  consumers  will  become 
overextended,  this  risk  is  tempered  by  the  comparatively 
mild  growth  shown  in  the  consumer  price  index. 

New  unemployment  claims  are  worth  watching.  They 
rose  only  0.1%  over  the  previous  month  but  stand  7.1% 
higher  than  they  were  the  same  time  last  year. 


The  Forbes  Index  Components 


The  FORBES  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  FORBES  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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[HE  ADVANTAGES  OF  AN  OLDSMOBILE  FLEET. 

torn  CEO  to  the  newest  sales  rep,  there's  an  Olds  that's  just  right  for  the  job. 


imety-Eight  Regency.  For  your  top  executives,  the  ultimate 
[Oldsmobile  luxury  and  high  technology. 
!  ronado.  A  one-of-a-kind  personal  luxury  car  that's  as 
ique  as  the  person  who  drives  it. 
?Ita  88.  The  big,  roomy  Delta  88s  are  perennial  fleet 
pontes  because  they  offer  so  much  car  for  the  money 
itlass  Supreme.  The  most  popular  cars  of  the  1980s, 
[ey  combine  classic  Olds  styling,  roomy  velour  interiors, 
mputer-selected  coil  spring  ride,  traditionally  high  resale. 


Cutlass  Ciera.  High  style.  High  technology.  2.5-liter  L4  with 
electronic  fuel  injection.  Solid  value  in  a  mid-size. 
Calais.  These  new  4-cylinder,  five-passenger  coupes  bring 
world-class  quality  to  the  American  fleet. 
Firenza.  Easy  on  the  eyes,  easy  on  the  road,  easy  to  park. 
And  the  most  affordable  Oldsmobiles  of  all. 

Get  the  facts  about  an  Oldsmobile  fleet  from  your  Olds 
dealer,  Olds  area  fleet  manager,  or  Director  of  Fleet  Sales, 
Oldsmobile  Division,  Lansing,  MI  48921. 


get  it  together. . .  buckle  up 


There  is  a  special  feel 
in  an 


THE  CALIFORNIAS  HAVE 
THE  BEST  EDUCATED  WORKFORCE 

IN  THE  COUNTRY 


That's  only  part  of  the  story. 

We  spend  more  money  on  education— 
all  levels— than  any  other  state.  We  have  a 
jgher  percentage  of  college,  high  school, 
d  technical  school  graduates  than  New 
rk  or  Texas  or  Florida  or  North  Carolina. 

That's  only  part  of  the  story. 

Our  graduate  schools  lead  the  nation  in 
ose  fields  most  critical  to  growth:  business 
inagement,  chemistry,  physics,  electrical 


&  civil  engineering,  geoscience,  cellular  & 
molecular  biology,  and  computer  science. 

Want  to  see  your  business  take  off?  Write 
the  California  Department  Of  Commerce. 

That's  only  part  of  the  story. 

THE  (^LIFORNIAS 

California  Department  of  Commerce 

Office  of  Business  Development,  P.O.  Box  9278,  Dept.  14 

Van  Nuys,  CA  91409 


Forbes 


Nippon  Tel  &  Tel,  following  the  lead  of  AT&T  and  British  Tel,  is 
about  to  shed  monopoly  status.  NTT's  gingerly  evolution  says 
more  about  the  political  angst  of  fapans  bureaucracy  than 
NTTs  competitive  zest.  The  fapanese  may  want  competition, 
some  suspect,  but  not  too  much  and  not  all  at  once. 


Letting  go 


By  Richard  Phalon 


Awakening  giants  don't  come 
much  bigger  than  Nippon 
k  Telegraph  &  Telephone  Public 
Corp.  With  revenues  of  about  $19.3 
billion,  NTT  is  one  of  the  biggest 
companies  in  Japan;  ranked  by  its 
$46.8  billion  in  assets,  it's  now  the 
biggest  phone  company  in  the  world. 

NTT  did  not  get  that  big  by  acci- 
dent. As  a  government  monopoly  op- 
erating under  the  umbrella  of  an  ex- 
tremely generous  rate  structure  in 
one  of  the  world's  expansive  econo- 
mies, the  company  had  it  made.  "Mo- 
nopoly makes  for  abundant  profits," 
says  one  fapanese  money  man'  who 
follows  NTT's  fortunes  closely. 

Yet  even  in  a  monopoly  there  are 
limits  to  growth.  NTT  is  still  so  pros- 
perous that  it  generates  almost  70% 
of  its  capital  needs  internally.  Its  tele- 
phone business,  though,  is  approach- 
ing saturation.  Solid,  traditional  mon- 
eymakers like  the  telegram  and  telex 
side  of  the  business  have  gone  into 
outright  decline  as  customers  shift 
into  facsimiles,  data  circuits  and  oth- 
er more  advanced  formats  of  the  com- 
munications art.  The  slowdown  in 
the  fapanese  economy  to  modest  sin- 
gle-digit growth  hasn't  helped,  either. 

The  strain  is  beginning  to  show. 
Forced  by  the  Japanese  custom  of  life- 
time employment  to  carry  many 
more  employees  than  its  productivity 
gains  would  warrant,  NTT  is  in  some- 


thing of  a  bind.  Its  profit  margins  have 
softened  over  the  last  several  years. 
More  ominous  still,  all  the  real 
growth  ahead  lies  in  the  complex 
mysteries  of  telecommunications — a 
highly  sophisticated  range  of  end-use 
machines  that  NTT  cannot  now  get 
into  without  government  approval. 


Public  telephones  in  Tokyo 
Doing  a  good  job,  day-to-day 

All  of  that,  at  least  in  theory,  will 
begin  to  change  Apr.  1,  when  NTT  is 
scheduled  to  lose  the  privileges  of 
government  ownership  and  monopoly 
for  more  hazardous — but  presumably 
more  profitable — prospects  in  a  more 
open  market.  The  move,  authorized 
by  the  Diet  last  December,  will  throw 
open  NTT's  basic  telephone  market 
to  competition.  A  heavyweight  group, 
headed  by  ceramics  maker  Kyocera 
and  including  Sony  and  Mitsubishi, 
has  already  signaled  its  intention  of 
taking  on  NTT  in  the  300-mile-long 
Tokyo-Osaka  corridor  that  contains 


much  of  Japan's  population  and  in- 
dustry. By  way  of  compensation, 
though,  NTT  will  be  free  to  push  into 
greener  high-tech  fields.  What  does  it 
all  mean  to  Suzuki-san,  the  man  in 
the  street?  In  the  long  run,  probably 
some  relief  from  a  long-distance  rate 
structure  that  is  no  bargain. 

Despite  the  continuing  miracle  of 
the  10-yen  pay  phone  (see  box,  p.  40), 
NTT  has  relied  heavily  on  stiff  up- 
front user  charges  and  tariffs  for  a 
large  portion  of  the  capital  it  has  been 
pumping  into  miles  of  optical  fiber 
cable  and  high-cost  digital  switching 
machines  needed  to  deal  with  the  new 
dispensation. 

"Privatization,"  says  Hisashi  Shin- 
to, 74,  the  outspoken  former  ship- 
builder who  was  brought  in  to  "ra- 
tionalize" a  bloated  NTT  four  years 
ago,  "is  not  an  end  in  itself  but  a  way 
of  accelerating  Japan's  emergence  as 
an  information  society." 

How  much  room  there  will  be  in 
that  society  for  U.S.  competitors  such 
as  IBM  or  AT&T  is  still  a  matter  of 
hot  debate.  Billions  of  dollars  are  at 
stake.  Hisashi  Shinto  points  out  that 
NTT  as  a  private  company  will  con- 
tinue to  buy  whatever  it  needs  from 
foreign  suppliers  but  emphasizes  that 
he  will  be  looking  for  "the  best  qual- 
ity at  the  lowest  price,"  wherever  it 
can  be  found. 

The  great  trade  wrangle  focuses  not 
so  much  on  how  hospitable  NTT  will 
be  to  foreign  suppliers  as  on  the  kind 
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Public  telephone  patron  in  Tokyo 

The  10-yen  miracle  will  probably  continue. 


jn  Laure/Woodfin  Camp 


of  penetration  overseas  competitors 
will  be  permitted  to  make  into  tele- 
communications, including  software. 
The  same  batch  of  lawmaking  that 
will  send  NTT  into  the  private  sector 
also  opened  major  segments  of  the 
business  to  outsiders,  but  nobody  got 
what  could  be  called  a  hunting  li- 
cense. Any  outfit  that  goes  up  against 
NTT  on  its  own  ground,  via  optical 
fiber  for  example,  cannot  be  more 
than  one-third  foreign-owned.  Out- 
siders were  granted  a  free  run  at  leased 
telecommunications — the  right  to  de- 
velop software  and  to  plug  computer 


systems  into  the  NTT  pipeline,  for 
example — but  those  providing  "large- 
scale,  nationwide  or  international 
communications  systems"  must  reg- 
ister with  the  Ministry  of  Posts  & 
Telecommunications.  In  short,  they 
must  cope  with  a  bureaucracy  that  is 
at  least  as  ponderous  as  the  Federal 
Communications  Commission. 

The  thrust  of  the  laws,  as  a  gloss  on 
them  by  NTT  puts  it,  was  "to  intro- 
duce the  principle  of  competition  in 
all  areas  of  the  telecommunications 
business;  and  to  introduce  the  vitality 
of  the  private  sector." 


Lobbyists  like  John  Stern  of  the 
American  Electronics  Association 
have  been  arguing  that  the  Japanese 
ought  to  put  their  risk-reward  ratios 
where  their  rhetoric  is.  The  technical 
standards  to  be  applied  to  imports,  he 
says,  are  being  developed  in  "alarm- 
ing" secrecy.  If  those  standards  are 
not  enunciated  in  a  "clear  and  nondis- 
criminatory way,"  Stern  contends, 
the  Diet's  open-door  policy  is  double- 
speak— lip  service  to  competitive 
forces  destined  to  be  niggled  at  every 
step  of  the  way.  The  Japanese  want 
competition,  the  argument  goes,  but 
not  too  much  and  not  all  at  once. 

Stern  and  other  eager  but  anxious 
trade  negotiators  are  on  difficult 
ground — the  shadowy  no-man's-land 
where  politics  and  economics  meet.  It 
should  be  clear,  even  to  the  most  foot- 
dragging  bureaucrat  in  the  Posts  & 
Telecommunications  Ministry,  that 
the  likes  of  NEC,  Fujitsu  and  Hitachi 
can  take  on  anything  in  the  world.  As 
members  of  the  "Den-Den"  family 
(after  "Den-Den  Kosha,"  an  abbrevia- 
tion of  the  phone  company's  name) 
and  prime  suppliers  to  NTT,  they, 
too,  were  nurtured  under  the  umbrel- 
la of  monopoly.  It  is  a  sheltered  role 
they  have  long  since  outgrown. 

How  about  NTT  itself?  Is  it  ready  to 
face  the  rigors  of  a  truly  competitive 
world?  The  feisty  Hisashi  Shinto  cer- 
tainly thinks  so.  Streamlining  NTT 
into  a  long-distance  and  higher-tech- 
nology telecommunications  combine 
is  a  way  of  dealing  with  one  of  its 
major  problems:  too  many  employees. 
Those  who  don't  opt  for  early  retire- 
ment should  be  less  of  a  drag  on  profit 
margins  once  they  are  spread  among 
the  new  subsidiaries  to  be  created  af- 
ter deregulation.  Today  this  expense 
is  carried  as  a  lump  on  the  income 
statement  of  NTT  alone. 

For  all  of  Shinto's  grumbling  about 
redundancies,  outsiders  give  NTT 
high  marks  for  efficiency.  "When  it 
comes  to  the  day-to-day  running  of 
the  phone  business,"  says  one  knowl- 
edgeable American  observer,  "they  do 
a  good  job." 

On  the  technical  side,  NTT  has  set 
up  the  nucleus  of  a  videotex  system, 
pushed  into  digital  switching  and 
done  everything  it  can  to  prepare  for 
the  world  beyond  Apr.  1.  An  Ameri- 
can telephone  executive  thinks  NTT 
is  still  "somewhat  behind"  in  some 
technical  areas.  But  he  underscores 
the  potential  of  a  relationship  be- 
tween the  company's  labs  and  those 
of  the  rest  of  the  Den-Den  family. 
"When  you're  linked  to  NEC,  Hitachi 
and  Fujitsu,"  the  executive  says,  "you 
have  a  lot  going  for  you." 
Neither    the    Diet   nor    the    MPT 


mtmmmM 


39 


seems  to  have  the  same  confidence  in 
the  company's  ability  to  hack  it  dur- 
ing the  early  stages  of  transition. 
Thus,  the  government  has  been  given 
up  to  five  years  in  which  to  sell  up  to 
half  of  the  NTT  stock  it  controls.  (It  is 
required  by  law  to  retain  a  one-third 
ownership.)  Some  of  Japan's  interna- 
tional businessmen  are  impatient 
with  the  politics  of  gradualism.  "It's 
much  too  tame,"  says  one  money 
man.  "NTT  is  ready  to  go." 

At  the  moment  the  company  is 
caught  in  the  middle  of  a  bureaucratic 
battle  between  the  Ministry  of  Fi- 
nance and  MPT  over  when  the  first 
stock  sale  will  be  made,  at  what  price, 
how  it  should  be  distributed  between 
individuals  and  institutions  (no  for- 
eigners need  apply)  and,  especially, 
how  the  proceeds  should  be  applied. 

It's  hard  not  to  think  of  AT&T  and 
NTT  as  the  Colonel's  Lady  and  Judy 
O'Grady.  NTT,  about  one-third  the 
size  of  the  old  AT&T,  was  shaped 
pretty  much  in  the  AT&T  image 
when  it  was  put  together  33  years  ago, 
and  it  is  likely  in  its  new  form  to  look 
very  much  the  way  AT&T  does  today. 
But  NTT  will  now  have  to  begin  wor- 
rying about  details  that  AT&T  has 
been  grappling  with  for  years.  Among 
them  are  dividend  payout  policy, 
bond  ratings  and  that  great  equalizer, 
the  income  tax.  As  a  government 
agency,  NTT  had  to  tithe  part  of  its 
earnings  to  Japan's  budget  deficit.  As  a 
private  company  it  may  be  liable  to 
the  full  50%  corporate  tax. 

MOF  wants  to  use  the  profit  on  the 
public  offering  to  pare  down  the  na- 
tional debt.  MPT  wants  to  earmark 
part  of  the  cash  for  telecommunica- 
tions research  and  part  for  "narrow- 
ing regional  economic  differences" 
within  Japan — a  shrewdly  conceived 
bit  of  political  city-versus-country- 
side  bait.  The  Ministry  of  Interna- 
tional Trade  &  Industry,  fearful  that 
the  MPT's  telecommunications  pro- 
posal might  be  a  preemptive  strike 
against  its  oversight  of  the  computer 
industry,  has  elbowed  its  way  into 
the  act. 

How  much  is  NTT  worth?  Since  its 
operating  results  are  now  construed 
under  government  accounting  meth- 
ods rather  than  the  standard  form  that 
will  be  adopted  Apr.  1,  getting  a  true 
fix  on  NTT's  earning  power  is  diffi- 
cult. Novelty  appeal  alone  should 
make  the  stock  a  sellout.  That  as- 
sumes, of  course,  that  bureaucratic 
wrangling  over  the  offering  will  soon 
settle  into  a  consensus.  There  are 
times,  it  would  seem,  that  NTT  has  a 
lot  more  to  fear  from  its  friends  in  the 
ministries  than  it  does  from  its  com- 
petitors in  the  field.    ■ 


Pay  as  you  go 


In  a  metropolis  where  newspa- 
pers like  the.  Japan  Times  go  for 
almost  50  cents  a  copy  and  a  cup  of 
coffee  for  $1  and  up,  NTT's  10-yen 
pay  phones  are  certainly  one  of  To- 
kyo's best  buys.  The  equivalent  of 
a  little  under  4  cents  purchases 
three  minutes  of  local  conversa- 
tion. The  yellow,  red  and  blue 
phones  are  everywhere  and  almost 
invariably  in  good  repair.  They  pop 
up  in  quiet  residential  neighbor- 
hoods and  in  profusion  in  densely 
trafficked  railheads  like  Shinjuku 
station.  At  almost  any  hour  you 
can  see  callers  bowing  in  automa- 
tized courtesy  over  the  phone  ("ari- 
gatoo gozaimasu  . . .  sayonara")  as  if 
in  face-to-face  conversation  with 
the  unseen  person  at  the  other  end 
of  the  NTT  line. 

Pay  phones  last  year  generated 
about  3.5%  of  NTT's  revenues — a 
ratio  twice  as  large  as  the  one  piled 
up  by  the  quarters  and  dimes  that 
went  tumbling  into  AT&T  coin 
boxes  predivestiture.  How  has 
NTT  managed  to  hold  a  price  line 


that  is  certainly  among  the  lowest 
in  the  world?  With  the  help  of  wide 
margins  it  squeezed  out  of  long- 
distance calls  and  stiff  upfront  user 
charges.  Getting  a  new  phone  in- 
stalled in  Tokyo  these  days  costs 
80,800  yen,  about  $310,  a  jolt  in 
terms  of  the  average  salaryman's 
take-home  pay. 

As  was  once  the  case  with 
AT&T,  NTT  has  traditionally  re- 
lied on  comparatively  high  long- 
distance rates  to  subsidize  low  lo- 
cal rates.  That  tradition  will  al- 
most certainly  begin  to  fade  as 
competitors  zero  in  on  NTT's 
long-distance  service  in  the  same 
way  that  MCI  and  others  swarmed 
all  over  AT&T.  NTT  has  already 
begun  to  cut  long-distance  rates. 

Does  that  mean  the  10-yen  pay 
phone  call  is  doomed  to  go  the  way 
of  the  5-cent  cigar?  "Not  likely 
over  the  short  term,"  says  one  ana- 
lyst respectful  of  the  political 
weight  that  a  bargain  basement 
price  carries.  "It's  a  service  to  the 
people."— R.P. 


What  do  you  do  with  a  102-year-old  com- 
pany whose  slow-growing  businesses  are 
tied  to  cyclical  markets?  Turn  it  into  a 
growth  company,  says  Vincent  Sarni. 

Patience  money 
in  Pittsburgh 


By  Carol  E.  Curtis 


IN  HIS  GLASS-WALLED  office  atop 
PPG  Industries'  soaring  new  cor- 
porate headquarters  at  the  corner 
of  Stanwix  Street  and  Fourth  Avenue 
in  Pittsburgh's  Golden  Triangle,  new 
Chairman  and  CEO  Vincent  Sarni  is 
positively  ebullient  as  he  talks  about 
his  goal:  to  make  $4.2  billion  PPG,  the 
world's  largest  producer  of  flat  glass, 
into  a  $7  billion  company  by  1990  and 
to  place  it  in  the  top  ranks  of  profit- 
ability and  growth.  "We  are  going  to 


improve  profitability,  even  in  the 
downturns,"  says  Sarni.  "There  is  al- 
ways the  opportunity  to  grow  faster 
than  the  market." 

Good  cheer  and  bright  prospects 
aren't  all  that  common  in  downtown 
Pittsburgh  these  days,  but  last  year 
was  a  record  year  for  PPG:  sales  up 
15%;  earnings  per  share  at  $4.33,  up 
30%.  The  company's  7.1%  net  mar- 
gin was  one  of  the  best  in  its  102-year 
history.  But  Sarni's  goals  still  will 
take  some  doing  to  reach.  Among  the 
Forbes  500s,  PPG  ranks  183rd  in  sales 
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and  129th  in  net  profits — not  bad,  but 
hardly  where  Sami  would  like  to  be. 
This  is  still  an  old-line  industrial 
company  whose  basic  businesses, 
glass  and  chemicals,  are  slow-growing 
and  tied  to  the  cyclical  housing  and 
auto  markets. 

So  what  makes  Sami  so  optimistic? 
To  answer  that  question,  take  a  look 
at  a  bit  of  history.  Back  in  the  1960s, 
PPG  was  stuck  with  a  coatings  and 
resins  division  that  was  stumbling 
along  with  little  growth  and  a  6% 
return  on  investment — an  orphan  to 
glass  and  chemicals,  which  absorbed 
virtually  all  of  the  company's  capital. 
"Today  you  would  only  stick  with  a 
business  like  that  if  it  had  fantastic 
growth  promise,"  says  Dr.  Marco 
Wismer,  who  headed  the  division's 
research  for  over  a  decade. 

Luckily,  Wismer  was  a  scientist, 
not  an  M.B.A.  So  he  instigated  a  fate- 
ful decision.  Instead  of  selling  off  the 
coatings  and  resins  division,  he 
helped  convince  management  to 
make  it  work. 

Only  a  daring  strategy  would  do  for 
a  division  so  long  in  the  pits,  and 
Wismer  devised  one:  invest  only  in 
products  where  PPG  could  leapfrog 
over  the  competition  technologically. 
And   invest   heavily.   Wismer   spent 


millions  over  the  next  15  years  to 
bring  along  products  that  nobody  else 
in  the  industry  was  spending  money 
on — an  acrylic  coating  that  made  alu- 
minum siding  for  houses  far  stronger; 
an  auto  primer  that  protected  metal 
from  rust  years  longer;  an  auto  "top- 
coat" that  would  go  over  metal  and 
rubber  in  one  application;  and  a  coat- 
ing for  steel  beams  that  kept  them 
from  buckling  in  a  fire. 

At  the  same  time,  the  company  re- 
organized coatings  and  resins  into  in- 
dividual profit  centers  whose  manag- 
ers would  have  near-autonomy  over 
staff  and  budget.  The  centers  have 
thrived  since  then  under  Group  Vice 
President  Malcolm  Slaney.  All  this 
was  years  before  the  Japanese  concept 
of  "quality  circles"  came  into  fashion, 
but  it  had  the  same  effect  in  building 
motivation. 

Wismer's  leapfrog  products  took 
years  to  develop.  But  now  PPG  is  reap- 
ing the  benefits.  Its  acrylic  siding  has 
a  big  chunk  of  the  market.  Its  primer 
is  used  on  two  out  of  every  three  cars 
in  the  world.  The  steel  beam  coating 
is  relatively  new  but  already  has 
found  a  fast-growing  market  in  steel- 
supported  tanks  for  flammable  mate- 
rials such  as  oil. 

Result:    In    1984   the   $1.4  billion 


coatings  and  resins  group  earned  $242 
million,  or  42%  of  PPG's  total  operat- 
ing income.  Its  17%  operating  mar- 
gin, superior  to  glass,  makes  it  easily 
the  most  profitable  PPG  group.  While 
the  rest  of  the  company  was  taking  a 
big  hit  from  the  recession — glass  and 
chemicals  operating  earnings  fell  a  to- 
tal of  $177  million  from  1980  to 
1982 — coatings  and  resins  earnings 
increased  10%,  to  $100  million. 

But  how  will  Sarni  get  growth  out 
of  PPG's  basic  businesses?  Flat  glass, 
which  still  accounts  for  35%  of  sales, 
is  growing  at  only  some  3%  a  year, 
and  almost  all  of  it  goes  to  autos  and 
construction.  Worse,  some  competi- 
tors have  been  getting  extremely  ag- 
gressive. For  example,  Guardian  In- 
dustries, the  fourth-biggest  glassmak- 
er,  with  its  bare-bones,  nonunion 
facilities,  can  undercut  PPG  on  price. 
"They  operate  in  a  way  we  don't  in- 
tend to,"  says  Sarni.  "Our  priorities — 
the  need  to  keep  up  product  quality 
and  spend  heavily  on  research  and 
development — are  different." 

Sarni  is  pinning  his  hopes  on  fiber- 
glass, now  a  $322  million  division  of 
PPG  that  produces  14%  of  earnings  on 
just  8%  of  sales.  It  is  the  second-larg- 
est U.S.  manufacturer  in  continuous- 
strand  fiber   (after   Owens-Corning). 


Vincent  Sarni,  chairman  and  chief  executive  of  PPG  Industries 

"There  is  always  the  opportunity  to  grow/aster  than  the  market." 
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PPG's  new  headquarters,  designed  by  Philip  Johnson  and  John  Burgee 
Good  management  isn't  the  same  thing  as  fast  results. 


Operating  margins  in  fiberglass  are 
25%,  more  than  double  the  average 
for  PPG's  other  businesses.  Sarni  is 
looking  to  double  the  size  of  the  group 
over  the  next  five  years. 

The  chemicals  business,  which  ac- 
counts for  a  quarter  of  sales,  is  as 
cyclical  as  glass  and  growing  no  faster. 
PPG  is  the  country's  second-largest 
producer  of  chlorine  and  caustic  soda, 
energy-intensive  chemicals  whose 
fortunes  are  closely  tied  to  the  GNP. 
Fortunately,  the  company  has  one  of 
the  last  cheap  natural  gas  contracts — 
just  30  cents  per  thousand  cubic  feet, 
or  less  than  one-tenth  the  current  av- 
erage price  of  gas.  But  that  contract 
expires  two  years  from  now. 

So  Sarni  has  moved  heavily  into  the 
production  of  chemical  herbicides, 
where  better  products  can  rapidly 
gain  market  share.  He  recently 
launched  a  $120  million  research  pro- 
gram, in  cooperation  with  Scripps 
Clinic  in  La  Tolla,  Calif.,  to  produce  a 
new  generation  of  hazard-free  weed 
and  bug  killers.  Like  coatings  and  res- 
ins, the  payoff  won't  come  overnight. 
But  when  it  does,  it  could  be  huge. 

All  this  will  take  plenty  of  what 
Wismer  calls  "patience  money" — 
heavy  investment  that  won't  pay  off 


for  a  long  time.  Sarni  is  prepared  to 
make  that  investment.  This  year  PPG 
will  spend  $400  million  to  maintain 
and  upgrade  its  physical  plant.  The 
research  and  development  budget: 
around  $180  million,  up  from  $161 
million  last  year  and  30%  of  the  com- 
pany's total  capital  budget. 

Sarni  is  also  expanding  PPG's  pres- 
ence outside  the  U.S.,  notably  in 
mainland  China,  where  growth  is 
faster  than  in  the  U.S.,  and  in  Europe. 
Now  PPG  gets  25%  of  glass  sales 
overseas,  and  that  has  paid  off:  Al- 
though glass  earnings  fell  in  the  reces- 
sion from  $143  million  in  1980  to  $71 
million  in  1982,  the  division  re- 
mained profitable  while  many  compa- 
nies posted  heavy  losses. 

If  Sarni  can  come  close  to  his  goals 
in  glass  and  chemicals,  and  if  coatings 
and  resins  continue  to  do  well,  his 
overall  goal  seems  well  within  reach. 
Not  surprisingly  then,  the  stock,  long 
in  the  doldrums,  has  taken  off.  It  re- 
cently traded  at  40,  a  record  high.  A 
takeover  in  the  wind?  Analyst  Rich- 
ard Derbes  of  Morgan  Stanley  &  Co. 
doesn't  think  so.  At  a  25%  premium 
over  market,  the  cost  of  PPG — $3.5 
billion — is  so  high  it  would  likely  at- 
tract few  buyers.  Nor  is  Sarni  ready  to 


be  fitted  with  a  golden  parachute.  Al- 
though his  compensation  last  year  to- 
taled $450,000,  he  doesn't  even  have 
an  employment  contract.  "I've  never 
had  one,  and  I  don't  need  one  now," 
he  says. 

That's  an  unusual  view  these  days. 
But  PPG  has  been  running  against  the 
grain  for  a  long  time.  It  must  have 
seemed  strange  to  many  financial 
wizards  that  the  company  didn't  go 
for  the  quick  dollar  20  years  ago, 
when  it  allowed  Wismer  and  asso- 
ciates to  invest  so  heavily  in  its'little 
coatings  and  resins  group.  Or  that 
Wismer  himself,  now  63,  hasn't  been 
shunted  aside  with  a  generous  retire- 
ment package  to  make  way  for  a  hot- 
shot young  M.B.A.  Instead  he  has 
been  given  a  new  office  and  broader 
responsibility  as  vice  president  of  sci- 
ence and  technology.  His  mission:  to 
apply  the  lessons  of  the  coatings  and 
resins  group  to  the  other  sections  of 
the  company. 

"The  top-performing  company," 
Vincent  Sarni  says,  "is  one  that  an- 
ticipates change  and  deals  with  that. 
You've  got  to  spend  on  research,  and 
you've  got  to  have  the  patience  to  let 
it  pay  off."  Good  advice  20  years  ago. 
Even  better  now.  ■ 
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At  Ocean  Drilling  &  Exploration  they  joke 
that  when  the  day  of  Armageddon  comes 
in  the  oil  business,  two  companies  will  be 
left.  One  will  be  Exxon,  and  one  wont. 

Once  in  a  lifetime 

edge 


By  Alan  M.  Field 


T|hey  laughed  at  Hugh  Kelly 
when  energy  prices  climbed  and 
most  contract  drilling  compa- 
nies, like  Global  Marine,  leveraged 
themselves  to  the  hilt  to  buy  new  rigs. 
Not  Kelly,  the  chief  executive  of  New 
Orleans-based  Ocean  Drilling  &  Ex- 
ploration Co.  (Odeco).  In  the  ear- 
ly 1980s  he  sat  on  his  aging  fleet 
of  rigs,  retired  much  of  Odeco's 
debt  and  talked  gloomily  about 
the  coming  decline  in  drilling. 

Now  this  craggy-faced,  gray- 
haired,  59-year-old  LSU  law  grad- 
uate, in  his  28  th  year  with  Odeco, 
is  just  as  contrarian.  Despite  de- 
clining energy  prices  and  talk  of 
punishing  tax  changes,  Kelly 
plans  to  expand,  even  as  his  com- 
pany's bottom  seems  to  be  wear- 
ing thin.  He  wants  to  take  his 
fleet  from  39  rigs  to  maybe  50  by 
year-end.  "Contract  drilling  is  a 
minefield  you  have  to  pick  your 
way  through,"  he  says.  "You  ei- 
ther grow  to  become  one  of  the 
biggest  or  you  get  out." 

But  why  now?  "Because  the 
only  way  to  beat  the  system  is  to 
carefully  watch  your  capital 
cost,"  Kelly  answers.  "In  a  down- 
turn you  can  buy  existing  equip- 
ment  for  50%  of  replacement  cost  and 
build  new  equipment  at  prices  you 
will  never  see  in  a  boom  period."  Kel- 
ly ordered  four  deepwater  semisub- 
mersible  rigs  in  December  from  South 
Korea's  Hyundai  Heavy  Industries  at 
$61  million  each.  Two  years  ago 
Odeco  paid  $110  million  for  a  similar 
rig,  the  Ocean  Odyssey — not  his 
smartest  move,  Kelly  admits.  But  he 
expects  deepwater  drilling  off  Louisi- 
ana to  rise,  pushing  such  rig  prices  up 
past  $100  million  when  the  first  of  his 


Korean  rigs  becomes  operational  in 
1986.  "It's  a  once-in-a-lifetime  price, 
so  you'll  always  have  an  edge." 

Kelly  also  expects  to  raise  drilling 
margins  by  snapping  up  used  jackup 
and  semisubmersible  rig  fleets  owned 
by  drillers  such  as  Kaneb  Services 
with  its  Diamond  M  fleet,  that  are 
bailing     out.     Odeco's     competitors 


Chairman  Hugh  Kelly 
and  the  Ocean  Odyssey 
"You  either  grow 
to  become  one  of 
the  biggest  or  you 
get  out,"  he  says. 


would  take  advantage  of  such  fire 
sales,  but  few  have  the  money. 

Odeco's  restraint  during  the  boom 
is  the  difference.  Although  profits  are 
sagging,  its  debt/equity  ratio  is  a 
healthy  23%,  up  only  2  percentage 
points  since  1983,  despite  a  24%  drop 
in  cash  flow  to  $270  million  last  year. 

Certainly,  the  short  term  looks 
bleak.  Net  profits  at  the  world's  sec- 
ond-largest drilling  contractor  sagged 
26%,  to  $82.5  million,  last  year  as 
overall  sales  dropped  6%,  to  $785  mil- 


lion. Net  margins  on  drilling  oper- 
ations slipped  to  17.6%  from  30%  in 
1983.  But  that's  just  part  of  the  story. 
Contract  drilling  revenues  were  down 
36%,  to  $205  million,  56%  below 
1982's  record  of  $461  million.  With  a 
worldwide  oversupply  of  rigs,  only 
day  rates  on  deepwater  drilling  are 
more  than  marginally  profitable. 

To  lessen  dependence  on  contract 
drilling,  Kelly  is  bidding  to  increase 
oil  and  gas  production  in  the  Gulf  of 
Mexico,  offshore  Gabon  and  the 
North  Sea.  Such  sales  dropped  less 
than  1%  last  year  and  accounted  for 
68%  of  the  cash  flow,  up  from  50%  in 
1982.  Kelly  put  64%  of  last  year's 
capital  budget  into  exploration,  focus- 
ing on  the  deepwater  edge  of  the  Gulf, 
which  he  calls  the  most  important 
geological  development  in  the  world. 
Since  those  Department  of  Interior 
area  wide  sales  began  in  1983,  Odeco 
bought  interests  in  79  gulf  leases, 
more  than  some  much  larger  oil  pro- 
ducers, and  is  operating  64  of  them. 
This  leasing  program  drove  down  av- 
erage acreage  prices  by  nearly  50% 
since  1983,  allowing  relatively  small 
companies  like  Odeco  to  acquire  big 
chunks,  or  even  all,  of  new  prop- 
erties. In  the  past  they  were  able 
to  afford  about  10%. 

"Lightning  can  strike.  Odeco  is 
big  enough  to  play  the  deep  wa- 
ters of  the  Gulf  of  Mexico  but 
small  enough  where  the  discover- 
ies can  have  substantial  impact," 
says  John  H.  Hayward  Jr.,  vice 
president  of  Merrill  Lynch  Cap- 
ital Markets.  A  1983  gas  discov- 
ery in  a  wholly  owned  property  in 
the  Ship  Shoai  area  of  the  gulf  has 
already  increased  Odeco's  natural 
gas  reserves  by  one-third,  and  its 
overall  gas  production  could  dou- 
ble this  year,  despite  the  glut. 

Odeco  is  not  ready  to  give  up 
on  contract  drilling.  Already,  the 
world  utilization  rate  on  offshore 
rigs  has  climbed  to  88%,  from 
79%  a  year  ago,  while  the  number 
of  rigs  still  idle  has  dropped  from 
149  a  year  ago  to  only  72  in  Janu- 
ary. Profitable  long-term  con- 
tracts come  when  utilization  rates 
climb  above  90%.  If  they  get  there, 
Kelly  will  have  his  larger  low-cost 
fleet  in  position  then. 

But  even  if  that  upswing  never 
quite  happens,  even  if  declining  ener- 
gy prices  force  a  shakeout,  which  de- 
stroys many  drilling  companies,  Kelly 
says  Odeco  will  survive  the  convul- 
sion. Low  capital  costs  and  low  debt 
will  do  it,  he  vows.  "We  have  our 
little  joke  here.  There  will  be  Exxon, 
and  there  will  be  Odeco."  ■ 
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Martin  Marietta  Chairman  Thomas  Powriall 

An  expert  witness  to  the  "usefulness"  of  near  destruction. 


fl  \UMill.in/IB  Picture 


Martin  Marietta,  two  years  after  the  life-or- 
death  battle  with  Bendix,  is  stronger  than 
ever.  For  which  Chairman  Tom  Pownall 
reluctantly  gives  the  devil  his  due. 

Thank  you, 
Bill  Agee 


By  Siibrata  N.  Chakravarty 

Iike  the  fellow  who  says  that  six 
-months  in  the  hospital  helped 
■  him  catch  up  on  his  reading, 
Martm  Marietta  Chairman  Thomas 
Pownall  calls  his  company's  near  de- 
struction in  the  celebrated  takeover 
battle  with  Bendix  two  years  ago 
"useful." 

Pownall,  a  former  Navy  officer,  is 
no  Pollyanna.  Time  has  not  softened 


his  resentment  of  Bendix  Chairman 
William  Agee's  attempt  to  grab  his 
company.  "They  didn't  know  diddley- 
squat  about  our  business,"  says  Pow- 
nall today.  But  he  admits  that  Bendix' 
assault  forced  Marietta  to  make  some 
hard  decisions  quickly  in  order  to  get 
its  debt  down.  As  a  consequence,  the 
Bethesda,  Md. -based  aerospace  com- 
pany has  emerged  from  a  radical  re- 
structuring stronger,  faster  growing 
and  more  profitable  than  it  ever  was. 


"What  Bendix  did  was  expedite  us 
in  that  direction,"  says  Pownall.  To 
raise  cash  to  reduce  the  $1.3  billion 
debt  (vs.  $430  million  equity)  that  its 
balance  sheet  was  saddled  with  after 
the  1982  merger  battle,  Marietta 
quickly  sold  its  cement  and  industrial 
sand  businesses,  a  specialty  chemical 
division  and  a  laser  company. 

Then,  having  begun  to  clean  house, 
Pownall  looked  further.  "It  became 
apparent  to  us  that  we  really  did  need 
to  shed  some  less  productive  oper- 
ations," he  says.  Late  last  year  Mar- 
ietta withdrew  from  the  aluminum 
business  that  it  had  bought  in  1972. 
The  withdrawal  cost  $365  million  in 
writeoffs  but  raised  over  $500  million 
in  cash  and  notes.  Last  month  Mariet- 
ta agreed  to  sell  off  Master  Builders,  a 
profitable  leader  in  chemical  admix- 
tures for  construction. 

In  all,  through  the  sale  of  unwanted 
businesses,  stock  sales  and  the  contri- 
bution of  stock  instead  of  cash  to  the 
company's  pension  fund,  Marietta  so 
far  has  raised  over  $1.5  billion.  Debt 
has  been  slashed  to  below  $350  mil- 
lion; equity,  despite  the  writeoff,  has 
climbed  to  $630  million. 

The  divestitures  reduced  sales  by 
around  $1.2  billion,  and  that  was  a 
blessing,  too.  Unhindered  by  the  los- 
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"A  delightful  dilemma: 

Does  the  Excelsior  revolve  around  the  Via  Veneto, 

or  the  Via  Veneto  around  the  Excelsior?" 
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ROAE 


Illustration  from  Cigahotels  archives. 
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ers  that  were  sold  off,  earnings  from 
ongoing  operations  rose  almost  25% 
in  1984,  to  $286  million,  on  a  21% 
gain  in  revenues,  to  $3.9  billion. 

Along  the  way,  Pownall  didn't  ne- 
glect to  ransom  hostages.  In  1983  he 
bought  back  and  resold  the  39%  of 
Marietta's  stock  that  wound  up  in  the 
hands  of  Allied  Corp.  at  the  end  of  the 
comic-opera  takeover  battle  of  1982. 
Allied,  of  course,  acquired  and 
stripped  Bendix  (see  p.  138),  meting 
out  to  Agee's  company  the  fate  he 
undoubtedly  had  intended  for  Mariet- 
ta. The  stock  market,  once  eager  for 
Pownall  to  sell  out,  is  happy  now  that 
he  didn't.  The  stock,  adjusted  for  a 
subsequent  split,  sold  at  16  before  the 
battle  but  sells  currently  around  53. 

Pownall,  though,  has  changed  more 
than  Marietta's  finances.  After  strug- 
gling for  two  decades  to  develop  a 
commercial  offset  to  government  busi- 
ness, Martin  Marietta  has  gone  back  to 
being  a  devoted  supplier  to  the  Big 
Customer.  All  that  remains  of  the 
American-Marietta  Co.,  which 
merged  with  the  Martin  Co.  in  1 96 1 ,  is 
a  large  and  profitable  aggregates  busi- 
ness requiring  little  management  at- 
tention from  headquarters.  Govern- 
ment business  accounts  for  almost  all 
of  its  $6.2  billion  order  backlog,  up 
from  well  under  $  1  billion  in  1978.  It  is 
the  kind  of  company  Pownall  probably 
feels  most  comfortable  running. 

"I'd  like  to  see  us  become  the  best 
contractor  the  Defense  Department 
has,"  says  Pownall,  63.  An  Annapolis 
graduate,  he  never  lost  his  stoic  mili- 
tary bearing  as  he  rose  to  become  CEO 
of  the  U.S.'  169th-largest  company 
(sales),  earning  $800,000  a  year.  In  the 
course  of  a  two-hour  interview,  giving 
no  sign  of  discomfort  from  root  canal 
work  done  only  hours  before,  he  re- 
marked that  resigning  his  commis- 
sion in  the  Navy  in  1949  was  the 
"greatest  mistake  I  ever  made."  (It 
was  after  World  War  II,  he  explains, 
when  the  newly  formed  Air  Force,  not 
the  Navy,  seemed  the  place  for  ca- 
reers.) When  it  comes  to  supplying  the 
Defense  Department,  Pownall,  who 
joined  Marietta  in  1963,  talks  more  of 
mission  than  fat  military  budgets. 

But  he's  been  shrewd  enough  to 
spread  the  company's  risk.  To  Mariet- 
ta's longtime  leadership  in  missiles, 
Pownall  added  an  emphasis  on  space 
and  electronics  and  gave  the  company 
one  of  the  broadest  ranges  of  programs 
in  the  defense  industry. 

As  a  result,  no  single  program  can- 
celation can  hurt  Marietta  very  much. 
That  means  specifically  the  contro- 
versial MX  missile  program,  for 
which  the  company  is  the  integrating 
contractor.  "Some  people  have  the  il- 


lusion that  Martin  Marietta  would 
live  or  die  by  the  MX  program,"  says 
Wolfgang  Demisch,  First  Boston's 
aerospace  analyst.  "It's  just  not  that 
critical  to  the  company."  Demisch  es- 
timates the  MX  accounts  for  no  more 
than  4%  of  Marietta's  revenues  and 
less  than  that  of  earnings. 

More  significant  for  its  future  is 
specialization  in  high-technology 
guidance  systems.  Marietta  produces 
the  Copperhead  laser-guided  artillery 
shell,  the  so-called  smart  shell,  in 
which  delicate  guidance  systems 
must  be  protected  from  the  cannon's 
enormous  thrust.  It  is  a  problem  only 
Marietta  has  solved  so  far. 

The  company's  largest  single  pro- 
gram is  building  the  external  fuel  tank 
for  the  space  shuttle.  But  for  all  its 
rapid  growth  in  aerospace,  its  fastest- 
growing  businesses  are  in  data  sys- 
tems and  communications,  where  in 
1984  it  won  large  contracts  from  the 
Navy,  the  Labor  Department  and  the 
Department  of  Transportation. 

The  beauty  part  is  that  eight  of  the 
top  ten  programs  in  its  enormous 
backlog  are  expected  to  run  for  five 
years  or  more,  and  four  will  continue 
for  at  least  a  decade. 

Yet  Pownall  is  pressing  for  more. 
Marietta  is  one  of  two  finalists  for  the 
mobile  launch  system  for  the  Midget- 


man  ballistic  missile  program.  It  is 
bidding  on  parts  of  the  orbital  space 
station  and  intends  to  bid  for  parts  of 
the  Star  Wars  space  defense  system. 

All  that  aggressiveness  concerns 
First  Boston's  Demisch  a  little.  "If  I 
have  a  worry,  it's  about  the  hubris 
factor — 'We've  taken  the  worst  they 
can  throw  at  us,  so  let's  go  out  and  get 
'em,'  "  he  says.  "There's  no  need  to 
step  on  the  accelerator.  The  company 
might  spread  itself  too  thin  by  chasing 
new  business." 

Pownall  doesn't  agree.  The  way  he 
sees  it,  "We  are  entering  a  period  that 
is  especially  rich  in  excellent  opportu- 
nities" to  sell  information  and  data 
systems  as  well  as  aerospace  technol- 
ogy to  the  government.  He  has  told 
shareholders  that  the  trend  of  the 
company's  earnings  from  its  continu- 
ing businesses,  averaging  15%  a  year, 
"will  no  longer  be  hidden  by  the  earn- 
ings volatility  of  the  operations  we 
have  disposed  of" — meaning  particu- 
larly cement  and  aluminum. 

Pownall  says  that  he  intended  all 
along  to  get  rid  of  the  cash  drainers 
and  concentrate  Marietta  on  aero- 
space and  data  systems.  Why  didn't  he 
act  sooner?  Because  he  needed  a  kick 
in  the  pants.  In  that  respect  he's  not 
unique  in  American  business,  but  he 
is  unusual  in  admitting  it.  ■ 


Most  of  Hollywood's  movies  today  don't 
make  money  at  the  box  office.  But  the 
videocassette  business  helps  the  studios 
make  up  some  of  their  losses. 

Million-dollar 
Band-Aids 


By  Jeffrey  A.  Trachtenberg 

Never  mind  the  box-office 
blockbusters.  The  fact  is  that 
most  movies — 412  were  re- 
leased in  the  U.S.  last  year — don't 
even  cover  their  production  costs. 
Walt  Disney's  Something  Wicked  This 
Way  Comes  cost  $23  million  and  re- 
turned $3  million  in  theater  rentals. 
MGM/UA's  Brainstorm  cost  more 
than  $16  million  to  complete — star 
Natalie     Wood     drowned — and     it 


brought  the  studio  only  $4.7  million 
in  U.S.  and  Canadian  rentals. 

Some  of  those  losses  are  being  re- 
captured in  the  videocassette  market. 
These  aren't  junk  films,  like  Attack  of 
the  Killer  Tomatoes,  bought  or  rented 
for  laughs,  or  golden  oldies  like  The 
Fountainbead,  for  the  nostalgia  mar- 
ket. These  are  the  big  A  movies,  like 
Frances,  made  every  year  and  disap- 
pointing in  theatrical  release. 

"We  did  over  $1  million  wholesale 
with  Something  Wicked,  and  a  million 
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SOME  PEOPLE  SEE  YOUR  LIMITS. 

Nl  SEE  YOUR  POSSIBILITIES.  Narrow  thinking  has 
jio  place  at  First  Chicago.  We  prefer  to  go  beyond  the  obvious  to 
ijina  solutions  for  your  specific  needs.  What  this  takes,  of  course, 
is  people  with  a  bold  approach  to  solving  problems.  People  un- 
burdened by  the  fear  or  exploring  new  paths.  With  people  like 
hat  on  your  side,     ^aa^  _1v%4__l  ^lji^a^/% 
here's  no  limit  to     |TO  FIRST  CHICAGO 
our  possibilities,    \ljjgp  The  First  National  Bankof  Chicago 


THE  FIRST  TEAM 

CREATIVE  SOLUTIONS  FOR  YOUR  COMPLEX  NEEDS. 


©1985  The  First  National  Bank  of  Chicago,  Member  FDIC 
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LOCATION! 
LOCATION! 
LOCATION! 


PALM  BEACH  f  20  MILES 


/ 


GLADES  ROAD 


FT  LAUDERDALE 


BOCA  RATON [    < 

10  MILES  ■  "* 


The  prime  location  in 
Boca  Raton,  Florida. 
1-95  and  Glades  Road. 

REQUEST  FOR  PROPOSAL:  The 

Boca  Raton  Airport  Authority  is 
accepting  proposals  for  the 
commercial  development  of  17  acres 
of  airport  land.  Uses  include  restaur- 
ants, low  intensity  hotel/motel,  office 
buildings,  adult  education  center, 
research  facilities  or  aviation  related 
facilities. 

Proposals  must  be  in  by  1 :30  PM,  May 
1 ,  1 985  at  the  office  of  the  manager. 
Inquiries  should  be  directed  to  Alan 
Brunstrom,  Manager,  Boca  Raton 
Airport,  3200  Perimeter  Rd.,  Boca 
Raton,  FL  33431 ,  or  call  305  391  -2202. 
Principals  only  No  broker  commissions. 


Is  your 
IRA  Strong? 


$1.00  invested  on  1/1/82  is  now 
worth  $2.05 — more  than  double  in 
three  years 

This  record  places  us  in  the  top 
ten  of  all  mutual  funds  during  this 
three-year  period.* 

The  Strong  Total  Return  Fund 
offers  .\n  ideal  investment  concept 
ur  IRA.  By  utilizing  a  flexible 
combination  of  stocks,  bonds,  and 
mone;  unties,  empha- 

sis can  be  shifted  between  capital 
growth,  income,  and  safety  as 
market  conditions  dictate. 

Our  record  speaks  tor  itself! 
Call  this  toll-free  number  anytime 
night  or  day 
•As  rated  b)  Lippei  Analytical  Services 

1  800  368-3863 

STRONG  TOTAL  RETURN  FUND 

815  I  ast  Mason  Street 
Milwaukee,  WI  53202        CRc„ 


Jessica  Lange  (center)  in  Frances 
Reaching  for  the  over-30  set. 


Universal  Pictures 


dollars  is  a  million  dollars  to  any- 
body's company,"  says  Ben  Tenn,  vice 
president  of  Walt  Disney  Home  Vid- 
eo. "And  we  did  the  same  with  Run- 
ning Brave  and  Tex.  A  dog  is  a  dog,  but 
if  the  picture  is  entertaining,  we  can 
generate  significant  revenue.  Country 
has  been  a  box-office  disappointment 
for  us.  But  we  will  do  in  excess  of  $1 
million  wholesale  when  we  distribute 
it  for  home  video  this  spring." 

Videocassette  sales  can't  turn  a  ma- 
jor loss  into  a  profit — sales  of  blank 
videotape  are  growing  faster  (see  p. 
90) — but  they  may  trim  the  loss. 
Think  of  them  as  million-dollar  Band- 
Aids.  Last  year  about  22  million  vid- 
eocassettes  were  sold  at  the  wholesale 
level,  for  $660  million.  This  year  33 
million  may  be  sold  as  the  number  of 
VCR  owners  increases. 

Why  would  people  buy  or  rent  a 
cassette  of  a  movie  they  didn't  pay  $5 
for  at  the  box  office?  First,  Hollywood 
distributes  hundreds  of  pictures  a  year 
and  nobody  can  see  them  all.  Second, 
because  exhibitors  are  quick  to  give 
up  on  laggards,  some  pictures  disap- 
pear quickly  from  theaters.  Third, 
some  people  simply  like  to  stay  home 
and  use  their  VCRs. 

"We  specialize  in  turning  theatrical 
losers  into  video  winners,"  says  Nich- 
olas Santrizos,  president  and  COO  offi- 
cer of  Thorn  EMI/HBO  Video,  which 
acts  as  a  middleman  between  indepen- 
dent producers  and  wholesalers.  "Con- 
sider The  Osterman  Weekend  It  generat- 
ed less  than  $5  million  at  the  box  office, 
but  we  sent  1 1,000  copies  of  the  book  to 
video  stores  to  build  interest.  Then  we 
did  lots  of  screenings  of  the  movie  for 
our  customers,  wholesalers  and  video 
distributors.  The  net  result :  We've  sold 
50,000  units  at  $48,  worth  $2.4  million 
at  wholesale." 

It's  a  profitable  business  when  the 
price  and  volume  are  high  enough. 
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Here's  the  math  on  videotapes  retail- 
ing at  $79.95.  Putting  the  movie  on 
videotape,  plus  the  package,  works 
out  to  $12  a  copy.  Marketing — store 
displays,  the  push  from  salesmen — 
plus  administrative  expenses  cost  an- 
other $12.  (We  all  know  about  admin- 
istrative expenses  in  the  entertain- 
ment business.)  The  royalty  to  the 
producer  adds  still  another  $12.  The 
tape  wholesales,  mostly  to  distribu- 
tors, for  $48,  which  leaves  $12  for 
pretax  profit.  On  50,000  unit  sales, 
the  middleman/marketer  gets  about 
$600,000  and  the  studio  gets 
$600,000.  If  sales  lag  and  prices  drop — 
and  that  happens  often — the  profit 
gets  squeezed. 

MGM/UA's  Brainstorm  flop  has  al- 
ready sold  over  50,000  units  at  $42 
wholesale,  or  $2  million,  says  Cy  Les- 
lie, chairman  of  MGM/UA  Home  En- 
tertainment Group,  an  independent 
company  85%  owned  by  MGM/UA. 
Leslie  says  overseas  cassette  sales  will 
add  another  $1  million.  "We  are 
reaching  the  over-30  people  who  don't 
see  as  many  movies  as  the  12-to-20 
set,"  he  adds.  "And  for  the  studio,  we 
can  take  a  marginally  losing  film  and 
make  it  a  winner." 

Video  store  owners  want  anything 
that  brings  in  business.  "My  idea  of  a 
big  smash  is  a  movie  like  Against  All 
Odds,"  says  Carol  Berger,  who  owns 
three  National  Video  stores  in  Or- 
egon. "It's  got  stars  like  Rachel  Ward 
and  Jeff  Bridges.  Not  every  picture  has 
to  be  in  the  Chariots  of  Fire  category. 
We  rent  to  a  lot  of  blue-collar  work- 
ers, and  they  want  action,  comedy  or 
drama.  They  don't  need  the  esoteric." 
Of  course,  there  are  dogs  that  prob- 
ably won't  bark  even  in  the  rental 
market,  like  Dune.  "I  heard  it  was 
awful,  and  it  was,"  says  Berger.  "I 
don't  know  how  I  can  recommend  it 
to  my  customers."  ■ 
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introduces  the 
class  seat  that  makes 


all  the  others  obsolete. 


■H — 


TWA  has  a  whole  new  angle.  1 

Our  revolutionary  747  Business  LoungeF  reclines 
like  no  seat  ever  before.  It  tilts  back  to  a  completely 
different  position.  To  cradle  you  in  comfort. 


And  by  the  way, 
it's  the  widest  <f 
seat  in  the  sky. 


1 
A  leg  up  on  the  competition. 

For  comfort  down  to  your  toes,  TWA  presents  something 
practically  unheard  of- a  business  class  footrest/"" 
And  it  automatically  adjusts  to  your  height.      AOl 
Whether  you're  5'2"  or  6'3'/ 


. 
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If  your  business 
is  taking  off,  go  Ford. 


Tough  Ford  Vans  have  the 
room,  payload  and  power 
to  keep  ahead  of  your  growing 
needs.  No  minivan  comes 
close  to  their  capacity 
Or  their  popularity* 


However  you  mea- 

Vans, even  short  ones, 

sure  van  value,  youll 

can  do  the  hauling  work 

find  Ford's  Econoline 

of  four  minis. 

out  front. 

Biggest  capacity. 

Consider  this:  Ford's 

And  there's  more. 

short- wheelbase  E-150 

More  payload  capacity- 

Econoline  is  less  than  a 

up  to  4,835  lbs.  in  big- 

foot  longer      nm^^^^^^ 

c,   ger  models.  (Ford 

outside            ^^j^ff*,** 

J        gives  you  a  choice 

than  the         /  (^^W^^B 

P%\     of  3  van  lengths. ) 

new             \\^rap|^^"K 

gjM     More  towing  ability 

minis.      (^^^%^^^^^ 

jfHT    -a  max  of  10,000 

But  it     fflf^yiil5E 

ip?      lbs.,  when  properly 

encloses    r^feS^^^^^S 

v      equipped,  twice  as 

over  1/3     ^-^l/^/j^ 

much  as  any  minivan. 

more  cargo            \/ 

Ford  Vans  are  designed 

space.  So  three  Ford 

and  built  to  do  a  real  job. 

More  Power  Choices. 

There's  more 
power,  too.  A  lot  more. 
Only  Ford  Vans  give  you 
a  choice  of  five  engines. 
They  start  with  a  big  4.9L 
Six,  standard.  They 
continue  with  a  choice  of 
powerful  V-8's-topped 
bya7.5LV-8thatnow 
turns  out  245  horse- 
power.* And  include  a 
husky  6.9L  diesel,  the 
most  powerful  in  its 
class. 


COMPARE 


CHEVY 
ASTRO 


FORD 
E-150 


STANDARD 
ENGINE 
VAN  LENGTH 
CARGO  CU  FT. 
CARGO  HEIGHT 
CARGO  WIDTH 
CARGO  FLOOR 
FLOOR  TO 
GROUND  HT. 
SIDE  CARGO 
DOOR  CHOICE 


2  5L 

Four 

176.8" 

152 

48.5" 

69.0" 

88.9" 

24.8" 

Slide 


4.9L 

Six 

1868" 

204 

53.9" 

70.3" 

103.1" 

25.4" 

Slide 
Hinge 


"My  Ford  Van  &  Me." 


Strong  body-on-frame. 

What's  more,  no 
other  van,  big  or  small, 
has  Ford's  strong  body- 
on-frame  construction. 
It's  the  underlying  reason 
why  Ford  vans  are  built  I 
so  tough.  And  why 
they're  America's  best- 
selling  vans  by  far* 

Whether  you  want 
business  vans  that  can 
take  a  beating-or  a  van 
conversion  that  can  take 
you  in  luxurious  comfor 
—go  all  the  way  Go  Ford 

Best-Built 
American  Trucks. 

At  Ford,  Quality  is 
Job  1.  A 1984  survey 
established  that  Ford 
makes  the  best-built 
American  trucks.  This  is ! 
based  on  an  average  of  f 
problems  reported  by 
owners  in  the  prior  six 
months  on  1981-1983 
models  designed  and 
built  in  the  U.S. 

Lifetime  Service 
Guarantee. 

As  part  of  Ford  Mo 
Company's  commitmer 
to  your  total  satisfaction,! 
participating  Ford  Deale 
stand  behind  their  work, 
in  writing,  with  a  Lifetim 
Service  Guarantee.  No  c 
car  companies'  dealers, 
eign  or  domestic,  offer  t) 
kind  of  security  Nobody 
See  your  participating 
Ford  Dealer  for  details. 

"Based  on  1984  calendar  year 
manufacturers'  reported  retail  delivei 
♦Horsepower  based  on  SAE  Standard 
J1349. 
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et  it  together-Buckle  up! 


Why  do  booms  peter  out  before  the  econo- 
my provides  full  employment? 

High  wages  versus 

unemployment — 

a  way  to  break 

the  impasse 


MIT  professor  Martin  Weitztnan 

"Revenue  sharing  is  a  variant  of  capitalism — a  superior  variant. 


Rjclur  J  \X  ood 


By  Susan  Lee 


Ffe  EOPLE  ARE  MOANING  about  the 
™  need  for  new  ideas  in  econom- 
ics, because  the  old  ideas  don't 
seem  to  work.  So  meet  Martin  Weitz- 
man,  professor  of  economics  at  MIT. 
The  real  roadblock  to  economic 
growth,  he  says,  is  political  and  psy- 
chological. As  he  puts  it  in  his  new 
book,  The  Share  Economy,  the  solu- 
tions lie  not  on  the  "lofty,  antiseptic 
plane  of  pure  macroeconomic  man- 
agement" but  in  the  "muddy  trenches 
of  micropolitical  reform." 

Muddy  indeed.  Weitzman  dares  to 
suggest  that  some  American  workers 
should  be  willing  to  accept  wage  cuts. 
And  if  they  would,  individual  living 
standards  might  suffer  in  some  cases, 
but  national  income  would  grow  fast- 
er and  there  would  be  jobs  for  all  who 


want  them.  Impossible,  you  say? 
Maybe  so,  but  don't  blame  econo- 
mists. This  battle  will  be  fought  in 
trenches  other  than  academic  ones. 

Weitzman  (see  box,  p.  58)  points  out 
that  wages  in  the  current  system  are 
inflexible  in  the  short  term  and  climb 
over  the  long  term — regardless  of  rev- 
enues. Thus,  steelworkers  demanded 
regular  raises,  even  though  the  indus- 
try that  employs  them  is  devastated 
by  shrinking  demand  and  growing  for- 
eign competition.  They  grouse  about 
the  plutocrats  when  their  employers 
lay  them  off,  yet  their  own  wage  poli- 
cies have  created  perverse  employ- 
ment incentives  for  employers. 

Weitzman's  is  no  mere  antiunion 
diatribe.  He  points  out — with  power- 
ful logic — that  employment,  output 
and  pricing  decisions  all  hang  togeth- 
er. Most  U.S.  companies  have  some 


control  over  prices.  If  they  lower 
prices,  they  can  sell  more  stuff;  if  they 
raise  prices,  they  will  sell  less.  These 
firms  figure  out  which  price  will  yield 
the  greatest  profit  and  then  produce 
just  enough  to  maintain  profit  mar- 
gins. A  company  that  failed  to  do  this 
over  any  long  period  of  time  would  go 
out  of  business. 

Is  unemployment,  thus,  an  inevita- 
ble product  of  the  profit  system?  Not 
at  all,  according  to  Weitzman.  Profits 
depend  on  what's  happening  on  the 
cost  side  of  the  business  as  well  as  the 
demand  side.  On  the  cost  side  the 
largest  component,  labor,  is  set  by 
how  many  workers  firms  employ. 
Firms  hire  just  enough  workers  to  pro- 
duce the  output  that  will  land  them  at 
their  profit-maximizing  price. 

But — and  here's  the  crucial  part — 
all  these  decisions  are  made  on  the 
margin.  Say  the  Framistan  Co.  pays  an 
average  wage  of  $24  an  hour.  Framis- 
tan hires  workers  until  the  $24  cost  of 
the  last  worker  equals  the  $24  of  extra 
revenue  that  worker's  output  brings 
in.  If  Framistan  hired  fewer  than  that 
magic  point,  it  would  forego  potential 
profits.  If  the  firm  hired  more,  it 
would  have  to  cut  prices  to  move  the 
extra  output,  so  higher  output  would, 
in  turn,  yield  lower  profits. 

Weitzman's  prescription  is  adop- 
tion of  a  sharing  system.  Assume  that 
Framistan  employs  500,000  workers, 
which  costs  the  company  $12  million 
an  hour.  And  assume  that  Framistan 
takes  in  $18  million  an  hour  in  rev- 
enues. If  Framistan  promises  workers 
a  two-thirds  share  of  revenues,  in- 
stead of  a  fixed  wage,  it  still  pays  out 
$12  million  per  hour  in  labor  costs. 
Workers  still  receive  $24  an  hour. 

But  something  very  important  has 
changed — Framistan's  incentive  to 
hire  more  workers.  Under  a  share  sys- 
tem, it  makes  sense  for  the  company 
to  hire  another  worker  because  he  or 
she  costs  only  two-thirds  of  the  extra 
revenues  created.  That  extra  worker 
increases  total  revenue  by  $24,  but 
total  labor  cost  goes  up  only  $16 — 
Framistan  clears  $8.  (Of  course,  the 
last  worker  is  not  paid  $16 — all  work- 
ers share  the  burden  of  the  lower 
wage.  The  500,001st  worker  brings 
everybody's  wage  down  to 
$23.99998.) 

Under  a  share  system,  Framistan 
has  a  strong  incentive  to  hire  more 
workers  until  the  extra  cost  from  the 
last  worker  equals  extra  revenue.  As 
long  as  the  firm  makes  more  profit  by 
hiring  more,  it  will. 

The  difference  between  wage  and 
share  systems  can  be  seen  most  clear- 
ly in  a  slowing  market.  Consider  what 
happens  now  when  demand  for  fra- 
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OUR 

WORK  STATION 

FAMILY  IS 

PART  OF  A 
v    PROFITABLE 
DECISION 

Decision  Data  products  I  ike  these  work  stations  helped 
increase  revenues  42%  in  1 984.  With  total  sales  of 
$  147  million.  And  net  income  rose  to  $7.9  million 
or  $  1 .02  per  common  share.  This  kind  of  perform- 


ance shows  why  Decision  Data  has  been  ranked  by  several 
authorities  as  one  of  the  best  growth  companies  in  America. 

Decision  Data  has  developed  a  whole  family  of 
work  stations  with  improvements  that  increase  productivity 
and  add  operator  comfort.  With  features  like  glare-free 
screens.  Monitors  with  ergonomically  sound  designs,  high- 
resolution  copy,  choice  of  amber  or  green  screens,  tilt  an- 
gles. For  easier  viewing,  less  fatigue. 

A  palm  rest  on  the  keyboard  to  keep  hands  from 
getting  tired.  Status  indicators  and  even  simple  things  are 
thought-through  for  convenience  —  such  as  an  on/off 
switch  located  where  the  operator  can  reach  it  easily. 

These  work  stations  serve  another  purpose  too. 
They  help  you  understand  how  Decision  Data  has  main- 
tained a  high  level  of  growth  for  so  long.  We've  grown 
because  we  sell  more  work  stations,  printers,  and 
other  peripherals  compatible  with  the  most  popular 
business  computer  systems  than  any  other  company  We  also 
have  International  Computerized  Telemarketing,  Inc.,  a  direct- 
marketing  affiliate.  And  because  we  also  have  a  very  successful 
service  organization,  Decision  Data  Service  Inc.,  for  servicing 
our  equipment  and  other  companies'  as  well.  Growing  so 
fast  in  the  maintenance  business  that  we've  just  made  it 
a  subsidiary. 

By  now  you've  decided  you  should  know 

more.  For  information  on  our  products  or  a  copy  of 

our  most  recent  financial  statement,  write 

Decision  Data  Computer  Corporation,  Dept.CE, 

400  Horsham  Road,  Horsham,  Pennsylvania 

19044- 0996  or  call  us  at  (21 5)  674-3300 


Decision 
Data 

Computer 
Corporation 
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SUDDENLY  THE  ENT 
PRESENTATIONS  IS  REDUI 

SONY  CONDENSES  A  ROOMFUL  OF  AUDIO/VISUAL 
EQUIPMENT  INTO  ONE  INGENIOUS  MACHINE. 

As  impressive  as  multi-media  presentations  can  be,  what's  often  even  mo 
impressive  is  the  vast  array  of  equipment  it  takes  to  put  one  on. 

Equipment  thafs  difficult  to  set  up.  Complicated  to  operate.  And  a  real 
burden  to  travel  with. 

But  now  Sony  has  taken  this  big  problem  and  knocked  it  down  to  size.  T\ 
result:  the  new  Sony  Vidimagic  video  projection  system. 

The  Vidimagic  is  a  video  projector,  a  videocassette  recorder,  a  video- 
cassette  player,  a  181-channel  cable-ready  TV  tuner,  a  loudspeaker  and  a  publi 
address  system— all  tucked  into  one  neat  little  30-pound  package. 

And  it's  as  easy  to  set  up  as  it  is  to  carry.  There  are  no  banks  of  projectors 
to  synchronize,  no  reels  of  film  to  thread,  no  wires  or  cables  to  patch  in. 

All  you  have  to  do  is  focus.  It  will  project  a  high-quality  image 
from  30"to200"(measured  diagonally)  on  any  white  wall.  A  portable  55' 
high- gain  screen  is  also  available  as  an  accessory. 

There's  even  a  remote  control  with  a  built-in  microphone  for  live 
narration  during  presentations.  And  there's  a  jack  that  allows  you  to  hook 
up  any  VCR  if  you  choose  to  buy  Vidimagic  without  the  one  built  in. 

So  you  no  longer  have  to  be  a  logistics  expert  to  put  on  an  impressive 
show,  or  a  weightlifter  to  take  it  on  the  road.  All  you  have  to  do  is  write  to 
Sony  Information  Center,  Box  524,  Dept.  FP-F,  Bernardsville,  N.J.  07924. 
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"A  page  out  of  Adam  Smith" 


artin  Weitzman's  insight  that 
i  revenue  sharing,  rather  than 
rising  wages,  helps  create  full  em- 
ployment— a  fundamental  reform 
of  current  U.S.  industrial  prac- 
tice— evolved  out  of  a  series  of 
highly  mathematical  papers  and 
his  belief  that  Keynesian  policies 
were  a  dead-end.  But  ideas  are  one 
thing;  convincing  unions  and  Trea- 
sury officials  of  their  wisdom  is 
another. 

Here,  Weitzman  talks  of  the 
benefits,  and  the  problems,  in 
moving  to  a  share  economy. 
Weitzman:  The  beauty  of  profit 
sharing  is  that  the  economy  acts  as 
if  it  has  a  spring  in  it.  It  always 
pushes  back  to  full  employment. 

I  don't  even  envision  this  as  pure 
profit  sharing.  If  only  20%  or  25% 
of  wages  were  paid  out  of  profits, 
the  rest  could  be  a  base  wage.  And 
it  wouldn't  require  every  single  in- 
dustry and  firm  to  profit-share.  If 
enough  firms  switch,  they'll  cause 
scarcity  of  labor. 

More  inner-city  people  will  find 
jobs.  The  economy  will  expand 
like  a  mushroom.  We'll  move  to 
2%  or  3%  unemployment. 

If  the  benefits  are  so  great,  why 
hasn't  a  share  economy  evolved? 
Weitzman:  A  market  economy 
won't  naturally  gravitate  to  this. 
When  a  company  and  its  employ- 
ees negotiate  a  contract,  they  don't 
care  how  they  affect  inflation  and 
unemployment.  They  don't  bear 


the  burden  directly,  so  they  don't 
worry  about  boosting  jobs. 

We'll  need  tax  incentives  to  get 
this  going.  We  could  treat  profit 
sharing  income  like  capital  gains, 
for  example,  or  give  employers 
preferential  tax  treatment. 

But  the  Treasury  Department  is 
busy  trying  to  simplify  the  tax  code, 
not  add  expensive  new  schemes. 
Weitzman:  The  point  is  thinking 
about  what  makes  sense,  not  wor- 
rying about  going  to  Congress  this 
year  or  next.  Remember,  1%  of  un- 
employment costs  $80  billion  in 
lost  GNP  and  adds  $25  billion  to 
the  deficit.  So  if  this  works,  we  cut 
government  expenditures  for  jobs 
and  pay  the  private  sector  to  be  the 
employer  of  last  resort. 

That's  a  pretty  big  if.  Has  this  been 
tried  anywhere? 

Weitzman:  Japanese  workers  re- 
ceive 25%  of  their  pay  as  a  bonus. 
In  Korea  and  Taiwan  about  15%  of 
pay  comes  from  a  bonus.  Even  gov- 
ernment workers  in  Korea  have 
their  pay  tied  to  profitability. 

Now  a  lot  of  things  work  differ- 
ently in  those  economies.  But  their 
performance  is  certainly  consis- 
tent with  what  I'm  saying. 

What  about  ESOPs?  Are  they  like  a 
sfjare  system? 

Weitzman.  No.  Typically  ESOPs 
don't  add  more  workers,  since  rev- 


enues aren't  shared.  The  company 
usually  offers  stock  in  lieu  of  pay. 
That  doesn't  help  soak  up  the  un- 
employed. 

You  describe  an  economic  nirva- 
na— low  inflation,  low  unemploy- 
ment and  stable,  high  production.  It's 
too  good  to  be  true.  WIjo  gets  hurt? 
Weitzman:  Anyone  who  doesn't 
have  to  worry  about  being  laid  off. 
The  share  system  asks  tenured 
workers  to  take  some  variability  in 
pay  in  order  to  increase  the  total 
number  of  people  working. 

You're  talking  about  the  most  se- 
nior workers — the  ones  with  the  most 
power  in  organized  labor.  Why 
should  they  take  on  risk? 
Weitzman:  Big  unions  will  be  the 
most  vocal  opponents  of  the  idea. 
Union  labor  makes  about  a  10% 
premium  over  competitive  wages. 
A  share  system  would  drive  their 
wages  down.  So  they  won't  be  in- 
terested in  this. 

Instead,  the  interest  will  come 
from  their  younger  relatives  who 
have  been  laid  off. 

The  question  is,  if  we  want  to  do 
something  about  unemployment, 
what  does  the  least  damage?  A 
share  system  deals  directly  with 
labor  market  malfunctions.  It  has 
more  finesse  than  macro  policy — 
it's  a  page  out  of  Adam  Smith,  a 
variant  of  capitalism.  But  I  think  a 
superior  variant. — Jane  Sasseen 


mistans  drops — say  200,000  framis- 
tans  are  produced  but  the  market  will 
buy  only  180,000.  If  Framistan  lowers 
the  price  to  sell  more,  revenues  would 
fall,  and  labor  costs,  which  stay  con- 
stant, would  eat  into  profits.  On  the 
other  hand,  if  Framistan  cuts  output 
by  10%,  it  can  maintain  its  price  and 
keep  its  profit  margin  steady.  Clearly, 
the  firm's  incentives  favor  cutting 
output,  but  that  means  cutting  its  la- 
bor force  by  10%  as  well.  Under  the 
current  wage  system,  then,  compa- 
nies respond  to  unfavorable  market 
conditions  by  unemploying  workers. 
Under  a  share  system,  however, 
these  incentives  change  dramatically. 
Framistan  has  the  flexibility  to  re- 
spond by  lowering  prices  and  keeping 
output  and  employment  steady.  Why? 
It's  simple:  As  prices  fall,  workers 
share  the  revenue  loss  with  manage- 
ment, thus  cushioning  the  erosion  of 
profit  margins.  Maybe  workers  won't 
be  able  to  buy  new  cars  this  year,  but 


at  least  they  won't  lose  their  current 
ones  to  the  finance  company. 

If  the  micro  side  of  "sharing"  is  a 
sometimes  slimmer  paycheck,  the 
macro  side  is  a  healthier  economy. 
Although  revenue  falls  when  demand 
falters,  it  won't  fall  as  far  as  it  would 
under  the  wage  system.  Let's  go  back 
to  Framistan  to  see  why.  Under  the 
wage  system,  if  revenues  sink  by 
10%,  Framistan  will  take  in  only 
$16.2  million  an  hour.  Under  a  share 
system,  Framistan  maintains  output 
at  its  current  level  by  cutting  prices 
according  to  the  demand  elasticity  for 
its  product,  or  3lA%.  Revenues  de- 
cline to  $17.4  million  per  hour,  less 
than  the  drop  under  the  wage  system. 

As  for  the  workers,  if  lower  rev- 
enues result  in  punishingly  lower 
wage  shares,  they  can  leave  the  firm. 
Presumably  they  will  be  grabbed  up 
by  firms  that — given  the  employment 
incentive  effect — are  looking  to  hire. 
Of  course,  as  workers  leave  Framis- 


tan, share  wages  for  the  remaining 
workers  go  back  up. 

Changing  incentives  to  favor  full 
employment  is  a  neat  thing.  But 
won't  more  people  working  exacer- 
bate inflation?  After  all,  higher  em- 
ployment seems  to  cause  higher  infla- 
tion. There  are  lots  of  reasons  for  this, 
but  the  major  one  is  the  cost-push, 
wage-price  spiral.  That's  shorthand 
for  a  nasty  cycle  of  events  that  begins 
with  a  cost  increase  (say,  a  bump  up  in 
the  price  of  raw  materials).  Firms  re- 
spond by  increasing  prices,  which,  un- 
der the  wage  system,  can  be  done  only 
by  cutting  back  on  output,  hence  on 
employment.  The  remaining  workers, 
in  turn,  demand  higher  wages  to  keep 
up  with  higher  prices. 

A  share  system,  however,  could  put 
the  kibosh  on  that  type  of  inflation. 
Under  "sharing,"  a  firm  would  re- 
spond differently  to  an  increase  in< 
costs.  It  would  pass  part  of  the  cost 
increase  back  to  its  workers,  lowering 
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wages  eventually  but  holding  prices 
and  employment  steady.  In  short,  a 
share  system  fights  inflation.  More 
workers  also  will  produce  more  stuff, 
and,  obviously,  more  stuff  means 
firms  must  take  lower  prices. 

The  net  of  all  this  is  that  a  share 
system  allows  the  economy  to  adjust 
to  inflationary  shocks  more  smoothly 
than  a  wage  system.  Sure,  the  long- 
term  consequences  are  the  same: 
Firms  will  cut  back  on  the  pricey  stuff 
and  buy  cheaper  stuff,  living  stan- 
dards will  take  a  hit  and  other  rear- 
rangements will  follow.  But  a  quicker 
adjustment  in  the  short  term  means 
less  loss  in  output  and  fewer  disloca- 
tions from  unemployment. 

None  of  this  is  really  new  or  radical. 
In  earlier  stages  of  capitalism  some- 
thing roughly  like  sharing  did  take 
place.  If  business  was  bad,  the  bosses 
cut  wages  and  prices,  and  demand  re- 
covered. But  this  led  to  lots  of  human 
suffering — and  to  the  power  of  trade 
unions.  Is  Weitzman,  then,  a  nasty  old 
union-busting  reactionary?  No.  As 
the  accompanying  box  shows,  he  rec- 
ommends only  partial  sharing;  no- 
body will  face  starvation  wages. 

Acceptance  of  Weitzman's  ideas 
would  help  the  capitalist  world  get 
out  of  the  box  that  John  Maynard 
Keynes  helped  put  it  in.  Keynes  com- 
plained that  troubled  economies 
shouldn't  sit  around  waiting  for 
wages  to  come  down  or  for  the  down- 
turns to  correct  themselves.  Instead, 
the  government  should  intervene  and 
spend  the  economy  out  of  trouble. 
Well,  since  government  intervention 
is  heavily  discredited  these  days, 
Weitzman  is  worth  hearing. 

So  far,  Weitzman's  ideas  have  gen- 
erated enthusiasm  among  his  col- 
leagues and  some  attention  from  the 
press.  But  what  about  the  real  world 
of  employers  and  employees?  The 
trouble  is  that  theory,  no  matter  if  it 
is  formed  in  muddy  trenches  or  on 
lofty  planes,  is  still  theory.  Much  of 
the  real  world  has  yet  to  be  heard 
from.  But  many  people  in  the  real 
world  already  operate  under  the  same 
incentives  as  Weitzman's  share  sys- 
tem, such  as  the  self-employed  and 
those  who  depend  on  commissions  or 
year-end  bonuses  for  a  substantial 
part  of  their  pay.  Converting  the  rest 
of  the  economy  to  a  similar  compen- 
sation system  has  much  in  its  favor. 

We  only  wish  that  the  good  minis- 
ter in  Clairton,  Pa.  would  read  Weitz- 
man's book.  He  might  better  serve  the 
unemployed  steelworkers  by  urging 
them  to  take  a  mild  hit  in  their  pay- 
checks than  by  bringing  heaven's 
curses  down  on  U.S.  Steel  and  the 
Mellon  Bank.  ■ 
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a  group  whose  finances  and  credit 
rating  are  among  the  top  five  percent 
of  the  nation. 

Those  who  control  their  finances, 
rather  than  the  other  way  around. 


In  addition  to  worldwide  charge,  travel,  and 
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application,  see  your  participating  financial 
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Youve  never  heard  of  the  Sprout  Theory? 
Neither  had  Arvin  Industries  until  Jim  Ba- 
ker took  over  and  decided  to  stop  living 
and  dying  by  the  auto  business. 

Mao  and 
management? 


By  James  Cook 


T|  hree  years  ago,  when  James  K. 
Baker  took  over  as  head  of  Co- 
lumbus, Ind.'s  Arvin  Industries, 
Inc.,  the  company  was  just  emerging 
from  one  of  the  worst  auto  slumps  in 
a  half-century.  As  the  U.S.'  number 
one  maker  of  exhaust  systems,  Arvin 
depended  on  the  auto  industry  for 
60%  of  its  sales  and  as  much  as  70% 
of  its  operating  profits.  And  as  the 
slump  deepened,  its  earnings  fell  from 
1977's  record  $2.95  a  share  to 
61  cents  in  1980.  Arvin  is 
much  changed  today — for 
the  better.  Here's  how  Jim 
Baker  did  it. 

Baker  made  up  his  mind  in 
that  ghastly  Seventies  slump 
that  Arvin  had  to  beef  up  its 
nonauto  business,  not  by 
taking  off  on  an  acquisition 
spree — though  he  did  make 
two  smallish  acquisitions — 
but  by  practicing  what  he 
calls  the  Sprout  Theory.  "We 
wanted  to  get  a  lot  of  new 
sprouts  coming  up  all  over 
the  company,"  Baker  says 
with  a  quick  smile,  "hun- 
dreds of  sprouts.  That's  the 
real  way  to  grow  a  company. 
It's  the  cheapest  and  lowest 
risk — because  new  products 
are  made  in  the  same  fac- 
tories, using  existing  skills 
and  energies  and  going  to 
markets  you  already  know." 
Baker  laughs  at  the  sugges- 
tion, but  Sprout  Theory 
sounds  very  much  like  the 
managerial  equivalent  of  the 
Maoist  prescription  for  dy- 
namic growth:  Let  a  hundred 
flowers  blossom,  let  a  hun- 
dred thoughts  contend. 
Arvin  has  been  coming  up 


with  such  sprouts  ever  since  its 
founders  sprouted  a  low-cost  auto- 
mobile tire  pump  back  in  1919.  De- 
pending on  how  you  count  them,  Ar- 
vin went  on  to  introduce  as  many  as 
500  different  new  products  over  the 
years,  sometimes  as  an  outgrowth  of 
its  core  auto  business,  sometimes  as  a 
result  of  some  judicious  acquisitions. 
Auto  heaters,  for  example,  led  Arvin 
to  become  the  largest  producer  of  por- 
table electric  space  heaters.  Car  radios 
led  it  into  home  radios,  electronics, 


Arvirisjitn  Baker  and  its  new  exhaust  manifold 
Those  sprouts  are  busting  out  all  over. 


stereos  and  recorders.  Most  adventur- 
ously of  all,  its  high-technology  com- 
mitment led  it  to  acquire  Calspan, 
originally  Curtiss-Wright's  aeronauti- 
cal laboratory,  as  a  means  of  establish- 
ing itself  as  a  research  and  develop- 
ment organization  for  government, 
business  and  nonprofit  institutions. 

But  perhaps  the  most  spectacular 
was  the  catalytic  converter  Arvin  de- 
vised to  control  exhaust  pollutants.  It 
cornered  the  bulk  of  the  independent 
U.S.  auto  market  and  turned  Arvin 
virtually  overnight  into  a  substantial 
moneymaker.  Between  1975  and  1977 
Arvin's  earnings  increased  sixfold,  for 
a  dazzling  25%  return  on  equity,  on  a 
mere  35%  increase  in  sales. 

With  Baker  putting  the  pressure  on, 
especially  in  the  nonauto  parts  of  the 
business,  Arvin's  already  diversified 
business  groups  began  coming  up 
with  a  string  of  new  products.  In  1982, 
for  example,  the  auto 'parts  division 
introduced  a  stainless  steel  exhaust 
manifold,  to  replace  the  old  cast-iron 
one,  that  promises  to  go  from  nothing 
to  over  $80  million  in  four  years.  The 
household  products  division  bought 
McGraw-Edison's  evaporative  cooler 
business  to  broaden  its  space  heater 
business.  Arvin's  compact  stereo 
business  sprouted  rack  stereos,  which 
stacked  such  components  as  tape 
decks,  turntables,  tuners  and 
graphic  equalizers  in  a  single 
package,  and  this  hyped  divi- 
sional revenues  from  $65 
million  to  $130  million  in  a 
single  year.  The  firm's  elec- 
tronics operation  came  out 
with  cable-TV  converters 
and  satellite  receiver  elec- 
tronic assemblies. 

At  the  same  time,  Arvin 
acquired  the  Franklin  Re- 
search Center  to  broaden  the 
technological  skills  that  may 
one  day  transform  Arvin's 
more  mundane  businesses. 
Arvin  also  began  digging  in 
overseas,  in  a  venture  with 
Belgium's  Bosal  Internation- 
al, to  build  catalytic  convert- 
ers against  the  day,  possibly 
only  two  or  three  years  from 
now,  when  Europe  decides  to 
mandate  them  just  as  the 
U.S.  has.  "The  converter  had 
a  substantial  impact  on  us  in 
the  U.S.,"  Baker  says,  "and  it 
could  have  a  substantial  im- 
pact on  us  in  Europe." 

The  Sprout  Theory  has 
yielded  better  results  than 
even  Baker  had  anticipated. 
He  expected  to  add  $100 
million  in  sales  in  1984, 
1985  and  1986.  He  wound  up 
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What's  in  a  name? 


Arvin  Industries  was  Noblitt- 
iSparks  Industries  until  1950, 
when  the  company  settled  on  Arvin 
as  short,  snappy  and  up  front  in  the 
alphabet.  Why  Arvin?  Well,  Rich- 
ard H.  Arvin  was  a  traveling  ammu- 
nition salesman  who  invented  one 
of  the  world's  first  auto 
heaters.  He  didn't  have 
the  money  to  develop  the 
heater  himself,  so  in 
1920  he  turned  to  the 
three  owners  of  India- 
napolis Air  Pump — 
Quintin  G.  Noblitt, 
Frank  Sparks  and  Albert 
Redmond.  They  set  up  a 
company,  Arvin  Heater, 
to  hold  the  patent  on  the  invention. 
Dick  Arvin  got  50%  of  the  stock, 
and  Indianapolis  Air  Pump  got  ex- 
clusive rights  to  manufacture  and 
market  the  heater  at  a  fee  of  80 
cents  per  heater. 

For  a  time  Arvin's  heater  did 
well,  or  so  Fred  Meyer,  Arvin's 
public  affairs  officer,  tells  the  sto- 
ry. So  well  that  Dick  Arvin  per- 
suaded his  partners  to  set  his  salary 


1928  heater  logo 


at  $100  a  week.  But  that  seems  to 
have  been  a  fatal  mistake.  Not  long 
after,  Indianapolis  Air  Pump 
claimed  the  bottom  had  fallen  out 
of  the  heater  market  and  demand- 
ed that  Arvin  give  up  his  salary 
and,  later,  reduce  his  fee  from  80 
cents  to  50  cents.  Even 
at  reduced  prices,  how- 
ever, the  heaters  still 
didn't  sell  well,  and  Ar- 
vin was  glad  to  sell  the 
company  for  $2,000  to 
Indianapolis  Air  Pump. 

Soon  after  Dick  Arvin 
sold  out — coincidental- 
ly? — demand  picked  up 
again,  and  Arvin's  heater 
went  on  to  become  the  bestselling 
heater  in  the  U.S.  auto  industry. 
Indianapolis  Air  Pump  eventually 
went  on  to  become  Arvin  Indus- 
tries. Dick  Arvin  died  around  1933, 
but  the  company  made  his  heater 
until  1963.  And  his  name  survives, 
a  monument  to  those  days  when 
the  auto  business  was  the  wild  and 
woolly  industry  that  Silicon  Valley 
is  today. — J.C. 


adding  $181  million  in  1984  alone. 
And  as  -the  products  began  to  sprout, 
the  balance  of  the  company  began  to 
shift — permanently,  Jim  Baker  be- 
lieves— away  from  auto  parts.  Last 
year  Arvin's  nonauto  business  pro- 
vided 38%  of  the  company's  operat- 
ing profits,  up  from  30%  three  years 
earlier.  Since  Arvin's  auto  parts  busi- 
ness had  come  roaring  back,  that  38% 
was  a  piece  of  a  very  much  bigger  pie. 
The  result  was  that  while  sales  were 
up  30%,  to  $782  million,  last  year, 
earnings  were,  up  65%,  to  $2.59  a 
share.  With  $30.2  million  in  net, 
Arvin  had  already  topped  its  1977 
record  by  a  hair,  though  it  had  a  ways 
to  go  before  per-share  earnings 
matched  1977's  $2.95. 

In  getting  its  sprouts  growing,  Ar- 
vin had  certain  clear  advantages.  As 
much  as  65%  of  its  business  never 
gets  to  an  open  market.  It  goes,  rather, 
to  a  handful  of  large  customers:  auto- 
makers Ford  (18%),  GM  (16%)  and 
Chrysler;  the  U.S.  government  (13%); 
and  private-label  customers  like  Sears 
(14%),  J.C.  Penney  and  Radio  Shack. 
When  you  have  customers  like  that 
pushing  your  product,  you  can  go  a 
long  way — and  fast.  Baker  doesn't  ex- 
pect his  nonauto  businesses  to  coun- 
terbalance the  auto  industry's  cycles 
completely.  But  he  does  expect  they 
will  stabilize  the  troughs  in  the  cycle 
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at  a  higher  level,  much  as  the  catalyt- 
ic converter  did  in  1980. 

But  what  do  you  do  for  an  encore?  Is 
Baker  running  out  of  steam?  Has  Ar- 
vin gone  about  as  far  as  it  can  go? 
Baker,  for  one,  doesn't  think  so.  Far 
from,  having  borrowed  from  the  fu- 
ture, Baker  suggests  Arvin  has  laid  the 
base  for  an  even  brighter  one.  For  1985 
he  predicts  a  $125  million,  or  16%, 
gain  in  sales  and  a  20%  gain  in  profits. 
That  suggests,  of  course,  that  profit 
gains  are  slowing  down.  All  things 
considered,  how  could  they  not  slow 
down?  "I  don't  think  anybody  ever 
thought  Arvin  would  grow  60%  in 
profits  two  years  in  a  row,"  Baker 
says.  He's  aiming  at  an  eventual  5% 
profit  margin,  vs.  3.9%  last  year, 
about  the  maximum  he  could  achieve 
with  Arvin's  current  product  mix,  but 
that  in  itself  would  give  quite  a  lift. 
On  last  year's  $782  million  sales,  that 
would  have  meant  a  net  income  of 
$39  million,  or  $3.40  a  share. 

None  of  this  has  been  lost  on  Wall 
Street.  Since  last  May  Arvin's  com- 
mon has  added  as  much  as  eight 
points,  for  a  nearly  60%  gain.  Clearly, 
Arvin  can't  go  on  making  market 
gains  like  that  forever,  either.  But  at 
22  the  stock  is  still  selling  at  only  9 
times  earnings.  In  1980,  before  Baker 
started  sprouting  a  new  company,  its 
P/Ewas  11.  ■ 


I  should  have 
known! 


This  little  cartridge 

put  my  Canon  PC's 

in  a  class  all  their  own. 

My  Canon  Personal  Cartridge  Copiers 

are  the  only  copiers  with  Canon's 

exclusive  PC  Cartridge  system.  That 

means  they're  virtually  service-free.  And 

it  also  means  they  let  you  copy  in  your 

choice  of  six  colors! 


PC-10 

The  shortest  distance  between  you  and  a 
quick  copy. 


PC-20 

8  copies  a  minute  plus  automatic  feeding. 


PC-25 

It  reduces,  enlarges,  even  copies  up  to 
legal  size! 

PERSONAL  COPIERS  %%%  U      ^DmMm 

Personal  Cartridge  Copying, 
Plain  and  Simple- 

For  more  information  call  toll  free 


1-800-OK  CANON 

©W8S  Canon  U.S.  A  Inc. 
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WHAT  SHOULD  YOJ 
WORKING  "PARTNERSHII 


"At  Ford  Aerospace,     i 

HP  automatic  test  sets  cut  te  ; 
time  by  90%,  saving  $3  million: 
a  year.  31 

"We've  used  HP  instruments  and 
computers  for  10  years.  In  that  tin* 
we've  quadrupled  the  circuits  on  01 
communication  satellites  while  cut 
ting  test  time  by  90%.  By  automation 
with  HP  test  sets  we  save  up  to  $  * 
million  a  year." 

Ford  Aerospace  designs  and  ma  s 
ufactures  commercial  communic  a 
tion  satellites.  In  Palo  Alto,  Ca.,  Jc|E 
Merizon,  Manager  of  Systems  Ti  fl 
&  Operations  says:  "HP's  engines  re 
ing  staff  helped  us  assemble  HP  ir  i^, 
struments  and  computers  to  build !  \ 
universal  satellite  test  systems.    I, 

"Because  satellite  testing  is  a  24  houti 
a  day,  7  days  a  week  operation,  ,fi 
downtime  is  irretrievable  and  traiia 
lates  directly  into  schedule  slips  •  |C 
which  could  cost  us  up  to  $30,0(X  vj 
day.  HP  saves  us  the  time  and  mon  v 
of  routine  service  calls  by  training  c  fes 
staff  to  calibrate  and  maintain  HP  t 
equipment  in-house.  Because  our  1  ft 
systems  deliver  99%  uptime,  we' nit 
cut  down  on  repeat  testing  and  virt  .c: 
ally  eliminated  costly  delays. 

"HP  is  available  for  each  launch  wit  f  n 
spare  parts  and  a  support  team  to  b« 1 1| 
us  up.  Based  on  the  flexibility  and 
ruggedness  of  HP  instruments  anc 
HP's  consistent  high  performance,  spi 
plan  to  expand  our  test  program  v  iit 
additional  HP  equipment."  h 
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KPECT  FROM  A 

ITH  HEWLETT-PACKARD? 


p  Zellerbach's  ECZEL 

poration  uses  an  HP  Office 
rmation  Network  and  speeds 
fonse  to  customers,  saving 
1  million  in  just  10  months. 

: t work  of  23  HP  3000  computer 

1ms  link  our  22  distribution 
rs  across  the  country.  HP  3000 
vare  for  Distributors  auto- 
Is  data  processing  for  market- 
ales,  warehouse  functions  and 
i  igement  planning." 

EL  produces  and  distributes 
(lies  for  computer  and  word 
»;ssing  systems. 

|n  Francisco,  California,  Linda 
IfVice  President  of  Sales,  says: 
re  growing  in  excess  of  10%  a 
%h.  Ten  months  ago  we  made  a 
Ir  investment  in  HP.  The  return 
■at  investment  is  already  appar- 
Our  HP  systems  can  expand 
jus  as  we  grow.  By  networking 
Systems  and  using  HP's  word 
jessing  and  electronic  mail  soft- 
I,  we've  streamlined  communi- 
ps.  HP's  reliability  has  enabled 
limprove  productivity  through- 
kir  company  saving  $1.5  million 
S/ear  alone. 

!  responds  quickly  and  effec- 
f[  to  our  needs.  Based  on  this  re- 
Ise,  we  are  confident  in  HP  as 
nice  system  supplier  and  plan 
band  our  distribution  network 
I  additional  HP  3000  computer 
Ims  and  software." 


Results  with  assurance. 
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Recent  press  reports  that  U.S.  semiconduc- 
tor equipment  producers  are  being  beaten 
by  the  Japanese  are,  at  best,  premature — 
and  perhaps  dead  wrong. 

The  best 
defense . . . 


By  Kathleen  K  Wiegner 

Now  that  the  Japanese  have  be- 
come fearsome  competitors  in 
semiconductor  chips,  the  pop- 
ular reasoning  goes,  it  is  only  a  matter 
of  time  before  they  invade  the  U.S. 
market  for  machines  that  make  the 
chips,  and  they  will  soon  be  knocking 
us  dead.  Well,  it  hasn't  happened  yet, 
and  there's  a  good  chance  it  won't. 

Consider:  In  1984  U.S.  chipmakers 
accounted  for  over  half  the  world's  $6 
billion  chipmaking  equipment  mar- 
ket, Japan's  for  41%  (the  rest  of  the 
world,  only  8% ).  A  few  Japanese  com- 
panies— notably  Nippon  Kogaku's  Ni- 
kon in  manufacturing  equipment  and 
Takeda  Rikan  and  Ando  Electric  in 
chip-testing  equipment — have  had 
some  success  in  the  U.S.  But  their 
primary  customers  are  often  fellow 
Japanese  chipmakers  setting  up  man- 
ufacturing beachheads  here.  U.S. 
equipment  producers  still  account  for 
94%  of  all  domestic  sales,  according 
to  G.  Dan  Hutcheson,  a  vice  president 
at  VLSI  Research,  a  market  research 
firm  specializing  in  semiconductor 
manufacturing.  It  is  hard  to  see  a  Pearl 
Harbor  in  those  numbers. 

In  Japan,  where  it  helps  to  be  Japa- 
nese, the  native  producers  are  having 
more  success.  Heavy  funding  from 
semiconductor  giants  like  Fujitsu, 
NEC  and  Hitachi  has  helped  several 
Japanese  equipment  makers  to  repel 
the  U.S.  manufacturers  and  reduce 
their  dominance.  U.S.  equipment 
makers'  share  of  the  Japanese  market 
has  dropped  from  47%  in  the  late  Sev- 
enties to  about  26%  now. 

What  are  the  U.S.  companies  doing 
about  that  decline?  They  are  counter- 
attacking. Santa  Clara,  Calif.-based 
Applied  Materials,  Inc.,  for  example, 
has  been  in  Japan  since  the  early  Sev- 
enties, when  it  opened  a  subsidiary  to 


sell  etchers,  which  etch  delicate  elec- 
tronic circuitry  onto  silicon  wafers. 
"We  tried  to  make  our  subsidiary  like 
a  Japanese  company,  including  Japa- 
nese management,"  says  Applied  Ma- 
terials Chief  Executive  James  Mor- 
gan. Applied  still  has  around  a  28% 
share  of  the  Japanese  market  for  so- 


dent  of  Varian's  semiconductor  equip- 
ment group.  "Our  products  or  Ea- 
ton's," Tompkins  adds,  "are  in  virtu- 
ally every  one  of  the  top  ten  [Japanese] 
semiconductor  manufacturing  com- 
panies. Between  us  we  have  well  over 
50%  of  the  market." 

Why  are  the  U.S.  producers  doing 
this  well?  In  part  because  they  are 
learning  how  to  cope  with  Japan's  in- 
famous distribution  system.  Varian 
sells  its  equipment  in  Japan  through 
Tokyo  Electron  Ltd.  (TEL),  a  large  Jap- 
anese-owned distributor.  It  also  has  a 
joint  venture  with  TEL,  called  TEL- 
Varian,  that  manufactures  some  of 
Varian's  ion  implanters.  TEL  also  has 
joint  ventures  with  U.S.  chip  equip- 
ment makers  GenRad,  Thermco  Sys- 
tems (a  division  of  Allegheny  Interna- 
tional) and  Lam  Research  Corp.  to 
supply  U.S.  equipment  to  Japanese 
customers  and  to  provide  the  after- 
service  critical  for  success. 

Another  factor:  In  the  semiconduc- 
tor equipment  market  it's  the  best 
technology,  not  the  cheapest  price, 
that  wins  the  orders.  Explains  Arthur 
Stabenow,    senior  vice  president  of 

Applied  Materials,  ]nc 


Applied  Materials'  etcher  for  VLSI  (Very  Large  Scale  Integration)  chips 
Orders  go  to  the  best  technology,  not  the  cheapest. 


phisticated  etchers.  About  a  year  ago 
Applied  Materials  became  the  first 
U.S. -based  company  to  receive  fund- 
ing from  the  Japan  Development 
Bank,  for  its  new  technical  center  in 
Narita,  near  the  international  airport. 
Varian  Associates,  based  in  Palo 
Alto,  Calif.,  is  the  world's  largest 
manufacturer  of  ion  implantation 
equipment.  These  machines,  which 
sell  for  $600,000  to  $1  million-plus 
each,  place  impurities  on  the  silicon 
wafer  to  alter  its  electrical  properties. 
Who  is  Varian's  biggest  competitor  in 
the  Japanese  market?  "The  Nova  divi- 
sion of  [Cleveland-based]  Eaton 
Corp,"  replies  Jon  Tompkins,  presi- 


worldwide  wafer  fabrication  and  lin- 
ear operations  for  National  Semicon- 
ductor, one  of  the  primary  customers 
for  chipmaking  equipment:  "If  we  see 
that  6-inch  wafers  is  where  technolo- 
gy is  going,  then  we  need  equipment 
now  for  those  dimensions." 

The  fact  that  there  are  few  econo- 
mies of  scale  in  chipmaking  equip- 
ment also  helps  U.S.  producers.  "The 
Japanese  are  not  going  to  be  able  to 
apply  their  most  famous  talent,  mass 
production,  to  the  business,"  says 
Charles  Drexel,  president  of  Tylan 
Corp.  Tylan,  based  in  Carson,  Calif., 
has  60%  of  the  Japanese  market  for 
flow  controls,  which  control  the  gases 
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Just  remember,  nobody 
sizes  up  your  business  as 
well  as  Dodge. 

Because  only  Dodge  offers 
you  a  choice  of  so  many 
different  sized  vans. 

Beginning  with  our 
revolutionary  more  efficiently 
sized  Dodge  Mini  Ram  Van. 
It's  the  key  to  the  city.  Front- 
wheel  driven.  Incredibly 
maneuverable.  With  133  cubic 
feet  of  cargo  space.  Almost 
seven  feet  of  cargo  floor  length. 
And  1,710  pounds  of 
maximum  available  payload. 

Of  course,  if  you're  really  big 
in  business  and  need  a  van  that 
can  carry  a  really  big  load, 


we've  got  your  size,  too.  Our 
Dodge  Maxi  Van.  With  up  to 
4,635  pounds  of  available 
payload.  Up  to  304.5  cubic  feet 
of  cargo  capacity.  And  the 
industry's  widest  standard 
side-door  opening. 

On  the  other  hand,  consider 
the  long  range  implications  of 
our  Long  Range  Ram  Van.  With 
a  sizeable  list  of  standard 
features,  including  a  35-gallon 
fuel  tank  that  can  take  your 
business  a  long,  long  way. 

And  while  you're  taking  the 
measure  of  our  Dodge  vans, 
size  up  our  standard  Dodge 
warranty  at  the  same  time. 
Five  years  or  50,000  miles, 
whichever  comes  first. 
Covering  the  entire  powertrain 
and  outer  body  rust-through. , 


Standard  equipment.  At  no 
extra  cost* 

Considering  what  all  Dodge 
has  to  offer,  one  thing  should 
be  perfectly  clear.  One  size  or 
another  fits  all. 

But  see  for  yourself  at  your 
local  Dodge  dealer.  After  all,  it's 
your  business. 

'Limited  warranty  on  new  '85's.  excludes 
imports  and  leases.  A  deductible  applies.  Ask 


AMERICAS  BEST  BACKED  TRUCKS 
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B250  Maxi  Van 


Long  Range  Ram  Van 


BUCKLE  UP  FOR  SAFETY 
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Efficiency 
Rating. . . 

The  new  BAe  800  delivers  big  business-jet  range 
at  a  midsize  price. 

No  other  business  jet  marketed  today  offers  an 
efficiency  rating  as  high  as  the  BAe  800 's  com- 
bination of  3400-mile  range,  reliability,  cabin  size 
and  costs.  You  get  by  far  the  most  for  your  money, 
since  you  spend  millions  less  to  buy  and  fly  it. 

Reliability  and  durability  are  built  into  this 
airplane,  which  holds  to  the  airliner  standards  and 
engineering  integrity  of  its  best-selling  prede- 
cessor, the  Series  700... standards  derived  from 
BAe's  experience  building  subsonic  and  super- 
sonic transports  for  the  world's  major  airlines. 


the  most  efficient  business  jet  in  the  world. 


For  ground  support,  BAe  maintains  a  $46  millior 
Spares  &  Support  Center  linked  to  17  Approvec 
Service  Centers  at  16  strategically  located  air- 
ports across  North  America.  Our  technical/ 
support  team  works  on  a  24-hour,  365-day  basis 
as  it  has  for  30  years. 

For  additional  information  on  this  outstanding 
business  jet,  call  your  nearest  BAe  regional  office. 

Or  write  Kenneth  C.  Spinney,  Vice  President- 
Corporate  Marketing  at  British  Aerospace,  Inc., 
P.O.  Box  17414,  Dulles  International  Airport, 
Washington,  DC  20041. 


&BfTfSW  AEROSPACE 

British  Aerospace.  Inc.  Offices  in  North  America: 

Washington,  DC  703/435-9100  •  Wilmington,  DF  302/322-8000  •  New  York  516/981-8000  •  Chicago  312/299-7000 

Houston  713/644-8000  •  Los  Angeles  714/7    H)146  •  Montreal  514/636-8484  •  Mexico  City  525/596-29-39 


used  in  the  semiconductor  process. 

U.S.  companies  are  not  winning  all 
the  battles.  In  the  early  1980s  Varian 
introduced  a  state-of-the-art  "sputter- 
ing" machine  for  depositing  the  metal 
film  onto  an  etched  wafer.  In  this 
market  segment  Varian  climbed 
quickly  from  a  small  share  to  market 
leadership.  But  it  was  six  months  late 
in  introducing  new  sputtering  ma- 
chines for  6-inch  wafers.  That  delay 
allowed  Anelva,  a  Japanese  company 
backed  by  giant  NEC  (and,  ironically, 
also  by  Varian,  which  has  a  minority 
interest),  to  deliver  the  first  high-per- 
formance 6-inch  machines.  Varian 
says  its  machines,  which  it  began  de- 
livering last  December,  have  higher 
performance.  But,  Varian 's  Tompkins 
concedes:  "We  allowed  a  substantial 


Applied  Materials.  Inc 


CEO  James  Morgan  of  Applied  Materials 
We  have  to  succeed  in  Japan. 

Japanese  competitor  to  emerge." 

Successful  businessmen,  like  victo- 
rious generals,  learn  from  skirmishes 
lost.  In  1974  Horsham,  Pa.-based  Ku- 
licke  &  Soffa  Industries  dominated 
the  business  of  making  wire  bonders, 
which  make  the  electrical  connection 
between  a  chip  and  its  case.  Then 
Japan's  Shinkawa  introduced  an  auto- 
mated wire  bonder.  Shinkawa  was  the 
largest  supplier  of  wire  bonding 
equipment  by  1977.  A  year  later  K&S 
regained  the  high  ground  with  a  digi- 
tally controlled  bonder.  By  1983 
Shinkawa  had  been  pushed  back  to 
Japan  again. 

Perhaps  most  heartening  of  all,  the 
U.S.  chip  equipment  makers  clearly 
understand  that  hammering  away  at 
the  Japanese  market  is  critical.  By 
1990  industry  insiders  believe  Japan 
could  account  for  half  of  all  world- 
wide semiconductor  equipment  sales, 
vs.  41%  today.  "To  be  successful  in 
the  world,"  says  Applied  Materials' 
James  Morgan,  "we  have  to  be  suc- 
cessful in  Japan." 

That  kind  of  thinking  will  do  more 
for  the  U.S.'  horrendous  trade  deficits 
than  reams  of  protectionist  legisla- 
tion ever  could.  ■ 
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They  say  their  cards  give  you 
T&E  expense  control. 
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We  say  you 
should  look  a  little  deeper. 


A  credit  card  is  a  conveni- 
ent way  to  spend,  not  an  ex- 
pense control  system. 

Without  a  total  control 
system,  your  company  can 
find  T&E  expense  rising  the 
minute  you  give  your  travel- 
ers the  card.  You  can  get 
caught  with  unlimited  spend- 
ing, open-ended  liability,  in- 
complete information  too  late 
to  act  on. 

And  you're  still  writing 
reimbursement  checks  and 
tying  up  funds  in  cash  ad- 
vances —  the  card  alone 
can't  handle  everything. 


Gelco  Payment  Systems 
can. 

In  one,  simple,  economi- 
cal, total-control  system, 
custom-designed  and  auto- 
mated to  fit  all  your  expense 
transaction  needs,  including 
credit  card  reimbursement. 

Thousands  of  companies 
of  every  size  —  like  United 
Technologies,  Ford  Aero- 
space, Bristol-Myers, 
Compugraphic  —  look  to 
Gelco  for  complete  expense 
control. 

You  should  look  into 
Gelco,  too. 


Call  800-328-0257 

Or  mail  this  coupon  for  the  Gelco  fact  book  on  computer-age  expense  control. 
In  MN  call  612-828-2236. 


Name 

Company 
Address  _ 


Title 


GELCO 


Phone 


Payment  Systems,  Inc. 

Three  Gelco  Drive    Eden  Prairie,  MN  55344 

L J 
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Concentrated  strength 
reaches  distant  objectives. 


Today,  your  international  bank  must  be  strong. 
Tomorrow's  financial  needs  will  demand  that  long 
term  assurance. 

Projects  based  on  complicated  financial  relation- 
ships call  for  a  strong  partner  to  collect  the  skills  and 
resources  of  all  involved  and  to  focus  them  correctly. 

Deutsche  Bank  can  give  your  business  the  strong 
focus  it  requires:  through  total  assets  of  more  than 
US  $  83  billion,  ranking  us  among  the  world's  largest 
banks,  through  our  presence  in  56  countries  around 
the  world  and  through  the  combined  experience  of 
our  staff.  Plus,  of  course,  our  Number  One  position  in 
Germany. 

Put  us  to  the  test. 


Deutsche  Bank 


m 


al  Office:  Frankfurt  am  Main/Dusseldorf.  Foreign  branches:  Antwerp,  Asuncion,  Barcelona.  Brussels,  Buenos  Aires,  Hong  Kong,  London,  Madrid,  Milan,  New  York, 
a.  Pans,  Sao  Paulo, Tokyo:  Representative  offices:  Beijing,  Bogota,  Cairo,  Caracas,  Chicago,  Istanbul,  Johannesburg,  Lagos,  Los  Angeles,  Manama,  Mexico,  Moscow, 
ya.  Rio  de  Janeiro.  Santiago  de  Chile,  Sydney,  Tehran, Tokyo,  Toronto;  Subsidiaries:  Deerfield/IL,  Geneva,  London,  Luxembourg,  New  York,  Singapore,  Toronto,  Zurich. 
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Are  those  old  discounters,  the  Hafts  of 
Washington,  D.C.,  mad  to  think  they  can 
take  over  May  Department  Stores?  May  is 
acting  as  if  the  Hafts  are  serious. 


No  trivial  pursuit 


By  Jeffrey  A.  Trachtenberg 

T|he  question  is:  Does  the  Haft 
clan  really  think  it  can  swallow 
the  $4.7  billion  (sales)  May  De- 
partment Stores? 

First,  a  refresher  course  in  the  Haft 
family,  which  makes  its  home  base  in 
the  Washington,  D.C.  area.  The  fam- 
ily runs  the  Dart  Group  Corp.,  which 
included  the  Dart  Drug  store  chain 
before  a  leveraged  buyout  last  year 
and  now  includes  chunks  of  the 
Crown  chain  of  discount  bookstores 
(34% )  and  Trak  Auto,  a  discount  auto 
parts  chain  (66%). 

Associated  with  the  Hafts  is  Leon- 
ard Straus,  who  heads  Thrifty 
Corp.,  with  $1.3  billion  sales 
and  $28  million  net  in  fiscal 
1984  (ended  Aug  31).  Thrifty 
is  a  Los  Angeles-based  drug- 
store chain  (544  stores)  and 
sporting  goods  chain  (82 
stores)  that  also  owns  good- 
size  chunks  of  Crown  and 
Trak  Auto. 

May  Department  Stores, 
based  in  St.  Louis,  runs  145 
department  stores,  with  such 
solid  names  as  Hecht  (Wash- 
ington, D.C),  Kaufmann's 
(Pittsburgh),  Meier  &.  Frank 
(Portland,  Ore.)  and  Famous- 
Barr  (St.  Louis).  For  the  year 
ended  (an.  31,  1985,  sales  were 
$4.7  billion.  The  other  week 
Haft's  Crown  said  it  paid  $14.9 
million  for  370,700  of  May's 
43  million  shares.  May  said 
this  was  the  first  time  it  had 
heard  the  news,  and  it  didn't 
like  the  idea. 

May  has  already  made  its 
first  apparent  countermove. 
The  company,  which  owned 
an  apartment  complex  in  Los 
Angeles   in   partnership   with 


Metropolitan  Life  Insurance  Co.,  is 
doing  a  swap.  Metropolitan  gives  up 
its  half  interest  and  gets  $100  million 
in  new  voting  preferred  stock  and  $10 
million  cash.  This  puts  a  big  block  of 
May  stock  in  friendly  hands. 

So  what's  the  game?  May  always 
looked  a  little  big  for  the  Hafts  to 
swallow.  Crown  and  Trak  Auto,  both 
now  public  companies,  had  combined 
sales  of  $126  million  and  net  of  $5.4 
million  for  the  nine  months  ended 
last  Oct.  31.  True,  disparate  size  alone 
is  no  stopper  these  days.  Remember 
the  move  that  little  Limited,  Inc. 
of  Columbus,  Ohio  put  on  Carter 
Hawley  Hale  last  year?  But  Carter 


Herbert  and  Robert  Haft  of  Dart  Group  Corf) 
Moving  in  mysterious  ways. 


Hawley  Hale  was  considered  badly 
managed  and  a  target.  May  Depart- 
ment Stores,  in  contrast,  has  been  a 
top  performer,  ranking  fifth  among  all 
retailers  on  five-year  average  return 
on  equity  for  1984. 

Was  it  greenmail?  That  hasn't  been 
the  Haft  game.  But  here's  something 
else:  Herbert  Haft  is  an  old  discounter 
with  a  yen  for  shopping  centers.  In 
1972  he  helped  take  about  ten  shop- 
ping centers  public  as  Combined 
Properties.  When  the  shares  dropped 
to  half  of  their  issue  price,  Combined 
Properties  bought  back  its  stock.  To- 
day Combined  Properties,  which 
seems  to  be  owned  by  Herbert,  sons 
Robert  and  Ronald,  daughter  Linda 
and  wife  Gloria,  owns  more  than  20 
shopping  centers,  primarily  around 
Washington. 

May  Department  Stores'  May  Cen- 
ters subsidiary  owns  or  has  a  partner- 
ship interest  in  26  shopping  centers 
around  the  country.  It's  possible, 
then,  that  the  stock  buy  could  be  a 
lever  in  a  trade:  May's  stock  for  those 
shopping  centers. 

Herbert  Haft,  a  former  pharmacist, 
is  a  shrewd  retailer.  He  was  one  of  the 
country's  first  discounters  and  suc- 
cessfully helped  lead  the  fight  against 
fair  trade  price-fixing  agreements  in 
the  1950s.  He  took  Dart  Drug,  a  chain 
of  tiny  drugstores  in  Washington, 
D.C,  with  Crown  and  Trak  Auto, 
into  a  $283  million  (sales)  chain  be- 
fore the  selloff  last  year. 

Son  Robert,  32,  is  a  Harvard 
M.B.A.  and  president  of  Dart 
Group,  Crown  Books  and  Trak 
Auto.  He  had  a  strong  hand  in 
creating  both  Crown  and  Trak 
Auto. 

The  Hafts  are  secretive. 
They  wouldn't  talk  to  Forbes, 
but  they  don't  talk  to  anyone 
else,  either. 

Haft's  Dart  Group  is  still  sit- 
ting on  more  than  $140  mil- 
lion in  cash,  without  much  to 
do.  In  the  nine  months  ended 
Oct.  31,  it  reported  earnings  of 
$79.5  million,  or  $44  a  share, 
including  a  $75  million  gain 
on  the  sale  of  the  drugstores. 
At  that  time  Herbert  said  he 
would  be  using  the  money  to 
finance  new  retailing  ventures 
rather  than  expansion  of  exist- 
ing operations. 

The  Hafts  move  in  mysteri- 
ous ways.  They've  aggressive- 
ly built  small  businesses  in 
the  past.  Will  they  fold  be- 
cause of  May's  play  with  Met- 
ropolitan? Could  be.  But  Her- 
bert Haft  has  proven  that  he's 
not  easily  discouraged.  ■ 
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HOW  CAN  I  FIND 

2,634  FROSTI-KONE 

MACHINES 

WHILE  I'M  ON 

THE  PHONE? 


HERE'S  HOW: 

dBASE  m"  SOFTWARE 


It's  a  typical  situation.  You  can 
wrap  up  a  big  sale  right  now.  You 
think  you've  got  the  machines,  but 
they  could  be  anywhere  in  your  32 
regional  warehouses.  If  you  can't 
promise  2,634  machines  while 
you're  on  the  phone,  your  customer 
will  place  his  order  with  Freezo, 
your  arch  competitor. 

The  sale  is  yours  because  the 
information  is  literally  at  your  finger- 
tips with  dBASE  III,  the  software 
designed  to  make  it  easy  to  keep 
track  of  a  lot  of  information  using 
your  personal  computer. 

With  dBASE  III  just  type 
ASSIST  and  dBASE  III  will  lead  you 
unerringly  to  the  right  information. 
It's  as  easy  as  selecting  dinner  from 
a  restaurant  menu.  In  this  case,  with 
one  hand  holding  the  phone,  you 
can  find  your  machines  by  using 
your  FROSTI-KONE  database  and 
pecking  out: 


ASSIST  and  then  pressing  the 


Return  key 
dBASE  HI  . 


<-> 


to  bring  up  the 
Assistant. 


to  see 


Press  the  down  arrow  key 
to  go  to  the  next  menu. 


I 


Press  the  right  arrow  key 
three  times,  then  press     I 


the  Return  key 
to  select 
RETRIEVE. 


Press  the  Return  key 
to  select  DISPLAY. 


Press  the  down  arrow  key 
twice  to  select  ALL,  then  I 


I 


press  the  Return  key 


<-J 


Press  the  Return  key 
the  structure  of  the 
database  with  all  its 
fields  listed. 

Press  the  right  arrow  key 
to  see  a  display  of  where 
all  your  FROSTI-KONE 
machines  are.  Half  are  in  Cincinnati 
and  the  rest  are  in  the  five  southern 
region  warehouses.  The  deal  is 
yours  and  Freezo 's  frozen  out. 
If  you  need  to  manage  data  and/or 
close  deals  on  FROSTI-KONES 
while  you're  on  the  phone,  choose 
dBASE  III.  dBASE  III,  the  world's 
best  seller,  has  solved  more  data 
management  problems  than  any 
other  personal  computer  database 
management  system.  It  won't  keep 
you,  or  your  customer,  waiting. 
For  a  dealer  near  you  call  (800) 
437-4329,  ext.  2335. 
In  Colorado 
(303)  799-4900, 
ext.  2335. 


ou  call  (800) 

)3,        ^^^^      ,111AM    III         ' 

^^H  ^^k       '\shlon-Tate    Keyst 

^^^^^         All  rights  reserved 


Software  from 


ASHTONTATE 

Wfell  put  you  in  control. 


UiiUM 


Aerospace  Precision 


High  performance  jet  fighter  engines,  like  the  F-100,  require  dependable 
precision  components  to  insure  combat  readiness. 

Fansteel  applies  its  materials  technology  to  meeting  the  demands  of 

defense  industries.  At  Fansteel  Precision  Sheet  Metal,  convergent  flaps 

and  seals  for  F-100  engines  are  fabricated  out  of  titanium,  Waspaloy, 

andcolumbium. 

To  meet  the  defense  needs  in  Europe,  Fansteel  has  entered  into  a  joint 

venture,  Interturbine  Fansteel  b.v.,  to  produce  these  components  for 

the  growing  markets  overseas. 

Precision  jet  engine  components  are  just  one  example  of  Fansteel's 
expanding  materials  technology. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


Super  Food  Services'  Jack  Tivyman  is  an 
NBA  Hall  of  Famer,  a  humanitarian  and 
an  all-around  nice  guy.  Even  nice  guys 
sometimes  come  out  all  right. 

The  education 
of  Jack  Twyman 


By  Barbara  Rudolph 


Everybody  likes  John  (Jack) 
Kennedy  Twyman,  and  for 
good  reason.  Back  in  1958, 
when  Twyman  was  a  star  forward  for 
the  NBA  Cincinnati  Royals,  team- 
mate Maurice  Stokes  was  badly  in- 
jured in  a  game.  Over  the  next  12 
years,  until  Stokes'  death,  Twyman 
raised  over  $1  million  to  pay  his  hos- 
pital bills  and  set  up  a  foundation  in 
his  name  that  today  dispenses  some 
$20,000  a  year  in  grants. 

Nice  guys  get  rewarded  sometimes. 
Twyman  became  an  insurance  agent 
after  he  retired  from  basketball  (he 
was  elected  to  the  NBA  Hall  of  Fame 
in  1982),  and  one  of  his  clients  was 
Dayton,  Ohio-based  Super  Food  Ser- 
vices, the  food  wholesaler.  There  he 
got  to  know  the  late  Loren  Berry,  pa- 
triarch of  Dayton's  wealthy  Berry 
family,  principal  stockholder  of  the 
company.  In  1971  Berry  and  the  board 
decided  to  make  Twyman  chairman 
of  Super  Food.  "There  were  others 
with  more  experience  in  the  food 
business,"  says  Berry's  son  John,  "but 
my  father  was  struck  by  Jack's  deter- 
mination." At  36,  corporate  neophyte 
Jack  Twyman  took  over  a  company 
that  would  do  $1.3  billion  in  sales  by 
last  year. 

They  like  Jack  Twyman  on  Wall 
Street,  too.  SFS  stock  recently  traded 
at  over  26,  or  12  times  earnings. 
That's  a  lower  multiple  than  a  market 
leader  like  $5.5  billion  Fleming.  But 
the  stock  hardly  looks  cheap  when 
you  consider  that  Super  Food's  net 
margins  still  run  only  0.57%,  com- 
pared with  Fleming's  0.9%. 

So  why  has  The  Street  been  so  bull- 
ish? The  outlook  is  good  for  food 
wholesaling  overall,  because  its  cus- 
tomers— independent  grocers  and  sec- 
ond-tier    supermarket     chains — are 


Super  Food  Services'  Jack  Twyman 
Leo  Durocher  was  wrong. 

picking  up  market  share  at  the  ex- 
pense of  the  biggest  chains  (Forbes, 
Sept.  24,  1984).  What  analysts  particu- 
larly like  about  Super  Food,  though,  is 
its  potential  for  further  improvement. 
Potential?  Super  Food  sells  to  about 
800  independent  grocers  in  Ohio, 
Michigan,  Kentucky,  Indiana  and 
Florida.  That  means  it's  a  small-fry  in 
the  $66  billion  food  industry.  In  1972, 
Twyman's  first  year  as  chief  execu- 
tive, the  company's  0.35%  net  mar- 
gins were  minuscule  even  for  this 
business.  Twyman  has  managed  to 
sharply  improve  those  margins.  If  he 
meets  his  goal  of  matching  the  indus- 
try's 0.85%  average  within  the  next 
three  years,  he  will  have  vindicated 


his  fans'  optimism  decisively. 

Trouble  is,  the  slightest  bump  can 
be  traumatic  when  expectations  are 
so  high.  In  July  1983,  for  example,  the 
company  issued  600,000  shares  of 
new  stock  at  27.  By  May  1984  the 
stock  hit  a  low  of  16!/4.  Part  of  that 
was  the  overall  market  decline,  but 
part  was  institutions'  disappointment 
over  earnings  that  came  in  below 
some  estimates. 

Twyman  also  has  had  to  learn  some 
things  the  hard  way.  A  bit  naively,  he 
took  no  precautions  when  a  24%  con- 
trol block  held  by  Berry's  estate  was 
sold  back  to  the  company  in  1982  and 
turned  into  nonvoting  Treasury 
stock.  A  dissident  shareholders'  group 
led  by  American  Pacific,  an  Irvine, 
Calif. -based  real  estate  company, 
promptly  launched  a  hostile  takeover. 
Twyman  beat  it  back  only  with  the 
help  of  Skadden,  Arps,  Slate,  Meagher 
&  Flom  and  a  provision  to  require 
70%  shareholder  approval  for  a  merg- 
er. It  was  a  near  thing.  "I  liken  it  to 
the  playoff  finals  of  the  Eastern  Divi- 
sion," Twyman  laughs. 

Unlike  wholesalers  such  as  Super 
Valu  and  Fleming,  Super  Food  has  not 
tried  to  set  up  its  own  retail  supermar- 
kets, which  could  mean  going  into 
competition  with  its  customers.  And 
the  customers  appreciate  it.  "Twy- 
man knows  what  business  he  is  in, 
and  that  is  very  important  to  us, "  says 
Albertson's  Chairman  Warren 
McCain,  whose  supermarket  chain 
provides  30%  of  Super  Food's  rev- 
enues and  something  like  75%  of  its 
Florida  division  sales. 

Albertson's  importance,  of  course,  is 
a  two-edged  sword.  What  if  it  decides  to 
handle  its  own  distribution  for  Florida? 
McCain  says  he  has  no  plans  to  do  so, 
but  it  can  hardly  be  reassuring  that 
Super  Food  has  so  much  at  stake  in  one 
customer.  Similarly,  in  Michigan, 
where thecompanygetsaround25%  of 
sales,  competition  is  heating  up  in  the 
form  of  a  recently  announced  joint 
venture  by  the  big  supermarket  chain 
Kroger  with  Super  Food  competitor 
Wetterau. 

Twyman's  $45  million  capital  im- 
provements program  of  the  past  de- 
cade has  been  a  strain:  Long-term  debt 
is  43%  of  capital.  Management  seems 
thin.  Twyman  still  holds  the  title  of 
president,  assumed  two  years  ago, 
when  Elwood  Shaffer  stepped  down. 
Now  Twyman  says  he  wants  to  pro- 
mote from  within.  "We're  waiting," 
he  says,  "for  someone  to  jump  up  and 
grab  the  brass  ring." 

But  Jack  Twyman  shows  no  signs  of 
fatigue,  and  it's  some  comfort  to 
know  that— pace  Leo  Durocher — nice 
guys  don't  always  finish  last.  ■ 
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Cities/Bakersfield 


It's  hot  and  not  much  to  look  at,  the  kind  of 
place  you  get  to  in  a  U-Haul.  People  joke 
about  it.  But  Bakersfield,  Calif,  is  the  fast- 
est-growing city  in  the  state  despite  the 
troubles  in  farming  and  oil. 

They  come 
to  work 


By  Roger  Neal 


T|  o  get  there,  follow  the  big  rigs 
up  Highway  99  past  Weedpatch 
and  Pumpkin  Center.  You  know 
that  you're  getting  close  when  you 
can  get  KUZZ  on  the  radio,  the  voice 
of  country  western  owned  by  Buck 
Owens  himself.  If  you  want  to  load  up 
when  you  get  there,  you  can  stop  at 
the  gun  shops  on  Chester  Avenue  or 
at  the  Friendly  Cafe  on  North  Chester 
for  homemade  biscuits  and  gravy. 
People  passing  through  Bakersfield 
tend  to  remember  it.  There's  the  heat, 
which  runs  over  100  degrees  half  the 
time  in  July.  There's  the  fog.  And 
there's  an  oil  rig  or  two  by  the  curb  on 
California  Avenue. 

It's  California,  all  right,  but  not  the 
California  of  hot  tubs  and  Giorgio  Ar- 
mani suits.  Bakersfield,  at  the  south 
end  of  the  San  Joaquin  Valley,  is  a 
two-hour  drive  and  a  cultural  eon 
from  the  beach  at  Venice. 

People  come  to  Bakersfield  to  work, 
in  the  oilfields  and  on  the  farms,  be- 
cause that's  just  about  all  there  is.  In 
the  last  four  years  Bakersfield  (pop. 
260,000)  has  grown  faster 
than  any  other  city  in  Cal- 
ifornia, 23%  since  1980. 
Drillers  come  to  get  at  the 
almost  tarlike  heavy  oil, 
Mexicans  to  pick  the 
crops  (Hispanics  account 
for  21.5%  of  the  popula- 
tion, up  from  18.2%  in 
1977)  and  everybody  else 
to  take  care  of  them.  Even 
Silicon  Valley  and  Irvine 
can't     top     Bakersfield's 


growth.  Everyone  knows  there's  trou- 
ble in  farming  and  oil,  and  the  unem- 
ployment rate  in  Bakersfield  shows 
it — 11.6%  now,  against  7.1%  for  the 
whole  state.  But  then  the  jobless  fig- 
ure has  run  high  for  years  simply  be- 
cause Bakersfield  is  like  what  Detroit 
used  to  be.  If  you're  looking  for  work, 
it's  the  place  to  go.  Maybe  they  don't 
come  as  fast  this  year  as  last,  but  it's 
still  a  place  to  work. 

Butch  Stewart,  from  Lufkin,  Tex., 
moved  here  six  months  ago  after  six 
years  in  the  Army.  "If  you  had  asked 
me  anytime  prior  to  1983  would  I  ever 
live  in  California,  I  would  have  told 
you  hell,  no.  All  you  hear  in  east  Tex- 
as about  California  are  those  damn 
hippies."  But  it's  hard  to  find  hippies 
(Reagan  carried  66%  of  the  votes)  in 
Bakersfield. 

When  Butch  decided  to  quit  the 
Army  (he  had  gone  from  private  to 
captain),  he  says  he  sat  down  to  figure 
out  what  he  could  do.  "I  made  a  list: 
machinist,  welder,  gunsmith,  knife- 
smith,  truck  mechanic,  truck  driver, 
distribution  manager,  leader  of  peo- 
ple. I  have  writing  skills.  I'm  a  woods- 
man. And  I  said,  how  do  I 
apply  all  those?  Either 
production  management, 
maintenance  or  employee 
relations."  Butch  Stewart 
sold  himself  in  employee 
relations — screening  and 
recruiting — to  Tenneco 
West,  the  Bakersfield  arm 
(almonds,  grapes,  oranges 
and  land  development)  of 
Tenneco,  which  is  also  in 
pipelines,  aircraft  carriers 
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and  farm  tractors. 

"We  came  across  country  in  U- 
Haul  trucks.  When  we  got  here  to  this 
valley,  we'd  been  on  the  road  for  three 
days,  105,  106,  107  degrees,  and  the 
baby  was  cross,"  said  Linda  Stewart, 
Butch's  wife.  "I  know  we  looked  like 
death  warmed  over.  The  Grapes  of 
Wrath.  And  this  little  old  couple  sat 
down  and  said,  'Now  where  are  you 
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Sunup  at  Cheiron's  field  northeast  of  town 

"You  don't  hear  a  lot  of  southern  accents,  but  you  have  a  very  southern,  very  friendly  flavor.' 


from,  Texas?'  And  just  sat  there  and 
talked  30  minutes  and  helped  me  get 
little  David  satisfied.  It  was  real  hom- 
ey feeling.  I  would  ask,  'Where  you 
from?'  and  they  would  either  say,  'I 
was  raised  here  in  Bakersfield'  or  they 
would  name  Oklahoma,  Louisiana, 
Texas  or  Arkansas.  You  don't  hear  a 
lot  of  southern  accents,  but  you  have 
a  very  southern,  very  friendly  flavor." 


People  have  been  showing  up  from 
someplace  else  since  Tom  Baker,  an 
Iowa  lawyer,  came  in  1850.  His  big 
house  was  a  stopping  place  on  the  way 
to  Los  Angeles.  He  had  ten  acres  of 
alfalfa — Baker's  field — and  the  town's 
economic  fortunes  have  been  tied  to 
outsiders  ever  since.  A  hundred  years 
ago  it  was  the  San  Francisco-based 
Kern  County  Land  Co.  that  parceled 


out  farmland.  When  the  oil  gushed  at 
the  turn  of  the  century,  it  was  the  oil 
companies.  Today  it's  the  big  land- 
owners, some  private,  some  corporate 
like  Tenneco  West,  the  largest  corpo- 
rate employer  in  town  and  the  owner 
of  100,000  acres  in  the  county. 

Many  of  Kern  County's  biggest 
crops — cotton,  grapes,  almonds,  pota- 
toes,    oranges — are     heavy     export 
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I  he  electronics  world  has 
*  changed.  Ask  the  silicon 
valleys  of  Kyoto,  Surrey, 
California. 

Deep  in  the  mainframe  of  a  remote 
communications  centre,  a  vital  system 
cuts  out.  The  replacement  program  disk 
is  half  a  world  away. 

No  matter  how  small  the  electronics 
world  has  become,  there  are  times  when 
materials  are  in  the  wrong  place  at  the 
wrong  time.  And  missing  parts  in  far- 
away places  can  still  mean  delays,  shut- 
downs and  massive  losses. 

In  developing  the  Total  Express 
Network  to  meet  the  needs  of  global  busi- 
ness, DHL  changed  all  that. 

The  fact  is,  no  other  company  has  our 
experience  in  delivering  vital  documents 
and  parcels  to  businesses  worldwide. 

That's  one  reason  DHL  is  now  the 
fastest  growing  express  network  in  the 
United  States.  DHL  provides  such  a  fast 
and  accurate  service  that  even  the 
electronics  industry  relies  on  us.  And  you 
know  how  reliable  they  have  to  be. 

WORLDWIDE 
Chang/ngthe 
the  wor/d works. 


""'"""," 


Oil-service  company  operator  Carl  Smith  with  his  son  and  his  mother,  Jean 

"So  I  hired  a  salesman  and  a  lot  of  new  people  and  put  on  an  expansion  program. 


Cities/Bakersfield 


items,  which  means  they  have  been 
hurt  by  oversupply  and  the  strong  dol- 
lar. "I  have  a  lot  of  friends  who  are 
going  down  the  drain.  There  have 
been  some  foreclosures,  and  there's 
all  kinds  of  them  right  on  the  verge," 
says  George  Nickel  Jr.,  one  of  the  big 
farmers.  At  least  most  farms  are 
large — the  average  is  1,473  acres — and 
well  managed.  Corporate  owners  like 
Getty,  Superior  and  Ten- 
neco  are  rich  enough  to 
ride  out  the  storm. 

The  job  market  has 
been  expanding,  despite 
troubles  in  agriculture, 
thanks  chiefly  to  the  ser- 
vice economy,  the  little 
companies  that  install  ir- 
rigation systems,  spray  in- 
secticides from  helicop- 
ters and  harvest  the  cot- 
ton with  their  mechanical 
pickers.  While  employ- 
ment on  Kern  County 
farms  has  dipped  slightly 
over  the  last  four  years, 
jobs  in  agricultural  service 
have  grown  maybe  12%  in 
the  county.  "They're 
slowing  down,"  says 
Nickel,  "but  they're  not 


taking  the  final  shellacking  that  the 
farmers  are." 

You  can  find  similar  stories  in  oil. 
Carl  Smith  spent  about  ten  years  as  a 
highway  patrolman  mostly  giving 
speeding  tickets  on  The  Grapevine, 
Highway  1-5  between  Los  Angeles  and 
Bakersfield,  before  settling  back  in 
town,  in  1979,  to  run  the  oil-service 
company  his  father  had  founded. 
"When  I  came  back  into  it,  we  only 
had  22  employees  and  15  pieces  of 
equipment,"  says  Carl,  38.  Back  then 


Pumping  oil  off  California  Avenue 

Now  there's  even  a  magazine  called  Bakersfield  Lifestyle. 


the  company  provided  construction 
and  maintenance  service  exclusively 
for  Getty  Oil's  rigs.  In  1981,  as  Getty 
expanded,  Smith  hired  130  more  men. 
But  over  the  next  two  years  it  looked 
as  if  the  bottom  was  falling  out. 

"I  got  wind  of  the  Texaco-Getty 
merger,  and  I  panicked  a  little  bit," 
says  Carl.  "I  thought  I  better  start 
going  elsewhere.  So  I  hired  a  salesman 
and  a  lot  of  new  people  and  put  on  an 
expansion  program."  The  result? 
"Now  we  are  up  to  400  employees, 
and  we're  working  for  all 
the  major  oil  companies. 
Things  in  1985  and  1986 
look  even  bigger." 

Oil  production  in  Kern 
County  is  a  technological 
miracle.  Oil  around  here 
is  heavy,  almost  like  tar, 
and  normal  production 
methods  can't  pull  it  out 
of  the  ground  efficiently. 
In  the  Sixties,  however, 
scientists  came  up  with 
an  "enhanced"  recovery 
process  that  injects  steam 
into  the  deposits  to  get 
the  oil  flowing. 

More  oil  is  pumped  here 
than  in  any  other  county 
in  the  country.  There's  a 
cost — Getty  figures  it 
burns  a  barrel  of  oil  for 
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every  three  it  extracts— but  it's  still 
profitable  though  crude  prices  have 
slipped.  When  Shell  paid  $3.65  billion 
in  1979  to  acquire  Belridge  Oil  and  its 
field  about  40  miles  northwest  of  Ba- 
kersfield, many  thought  Shell  had 
paid  too  much.  At  the  time  the  field 
had  just  377  million  barrels  of  recov- 
erable reserves  and  produced  42,000 
barrels  a  day.  But  by  applying  steam 
recovery,  Shell  is  up  100,000  barrels  a 
day.  Recoverable  reserves  are  now  es- 
timated at  600  million  barrels. 

A  lot  of  Smith's  work  has  come 
from  Shell,  which  has  invested  heav- 
ily to  get  to  those  big  production 
numbers.  Steam  wells  are  shallower 
but  are  drilled  at  closer  intervals,  typi- 
cally one  well  every  IVi  acres,  vs.  one 
well  every  40  acres  in  a  typical  west 
Texas  field.  In  the  last  four  years  Shell 
has  drilled  2,780  wells,  increasing  the 
total  number  of  operating  wells  40% . 
Chevron  also  plans  to  spend  $3  billion 
over  15  years  on  steam  operations. 

But  water,  as  much  as  oil,  has  been 
the  life  of  Bakersfield.  Back  in  the 
1870s  George  Nickel's  great-grand- 
daddy,  Henry  Miller,  squabbled  with 
the  powerful  Lloyd  Tevis  and  James 
Haggin  over  crucial  water  rights  to 
the  Kern  River.  Tevis  and  Haggin, 
founders  of  the  Kern  County  Land 
Co.,  diverted  the  Kern  River  to  their 
upstream  land.  Miller,  who  was 
downstream,  went  to  court.  They  fi- 
nally cut  a  deal  sending  a  third  of  the 


A  cultural  eon  from  Venice  Beach 

water  downstream.  That,  and  the  rail- 
road and  the  oil,  brought  the  booms. 

Tenneco  bought  the  Kern  County 
Land  Co.  in  1967,  but  George  Nickel 
is  still  fighting  it,  this  time  over  the 
home  and  commercial  development 
business  they  are  both  in.  Nickel 
owns  10,000  acres  on  the  northeast 
outskirts  of  town;  Tenneco  owned  as 
much  on  the  southwest  side.  Nickel 
is  still  irked  because  the  state  chose  to 
open  a  new  college  on  the  southwest 
side  more  than  a  decade  ago,  sparking 
development  there.  Nickel  dreams  of 
teaming  up  with  some  other  oil  com- 
pany to  push  development  on  his  side 
of  town.  "If  I  can  figure  out  how  to  get 
Texaco  to  listen  to  me,  I  could  give 
them  a  good  pitch,"  he  says. 

But  one  way  and  another,  the  texture 
of  Bakersfield  is  changing.  KUZZ,  with 
its  country  music,  is  number  one  in  the 
area,  but  Buck  Owens,  the  owner  and  a 
country  western  star,  plays  rock  'n'  roll 
on  his  FM  station.  George  Nickel  took 


his  farm  profits  a  few  years  back  and 
built  his  Rio  Bravo  Ranch  tennis  resort 
and  residential  development  in  his  part 
of  town.  On  Tenneco's  side  today,  it 
could  be  Anytown,  Calif.,  with  ranch 
house  developments  and  strip  shop- 
ping centers.  There  are  office  build- 
ings, just  like  everybody's  office  build- 
ings, on  California  Avenue.  The  oil 
brought  in  all  those  college-educated 
geologists  and  organization  men  like 
the  crew  from  Shell,  which  just  moved 
the  headquarters  of  its  California  pro- 
duction to  Bakersfield  from  Houston. 

George  Dewar,  whose  family  has 
sold  its  handmade  ice  cream  and  can- 
dy at  Dewar's  Candy  Shop  on  Eye 
Street  for  75  years,  doesn't  see  many 
of  the  new  faces.  "There  was  a  time 
when  I  thought  everybody  in  town 
knew  about  us,  but  not  anymore. 
Most  people  out  in  the  southwest 
don't  come  downtown.  There's  a  Bas- 
kin-Robbins  closer." 

Residents  used  to  say  that  the  girls 
in  Bakersfield  were  all  looking  to  get 
out,  find  someone  with  a  Malibu 
beach  house,  near  the  water.  Now 
they  go  to  the  trendy  new  bar  called 
Todd's.  You  can  find  them  dancing  to 
Boy  George  music  with  the  skinny 
guys  in  button-down  shirts  and 
sweaters,  while  the  bigger  guys,  in 
down  jackets  and  boots,  stand  around 
like  wallflowers.  There's  even  a  mag- 
azine called  Bakersfield  Lifestyle.  It's  as 
if  Tom  Joad  had  survived  the  era  of 
The  Grapes  of  Wrath  and  reckoned  that 
he  could  make  out  all  right  running  a 
chain  of  salad  bars.  ■ 


George  Nickel  Jr.  on  his  Rio  Bravo  Ranch 

"If  I  can  figure  out  how  to  get  Texaco  to  listen  to  me,  I  could  give  them  a  good  pitch. 
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Tomorrow's  buggy  whips:  With  the  sophistica- 
ted tools  shown  here  a  communications  network 
could  be  designed  in  a  few  weeks — and  it  could 
be  obsolete  before  it  got  off  the  drawing  board. 
Contel  Information  Systems'  MIND*  system  now 
harnesses  computer 


power  to  get  the  same  job 
done  in  minutes.  Minutes  vs.  weeks — and  done 
better,  too!  No  wonder  more  than  800  network 
pros  have  become  MIND  converts.  They  get  easy- 
to-update  network  designs  that  precisely  bal- 
ance high  performance  and  minimum  costs. 
Continental  Telecom  and  its  subsidiaries  lead 
in  this  new  era  of  network  services  with  the 
equipment  and  design  tools  to  make  them  work 
with  increased  efficiency.  From  telephony 
to  satellites.  Architects  of  telecommunication. 
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A  year  after  Thomas  Mellon  Evans  aban- 
doned Crane  Co.,  Shell  Evans,  his  son,  is 
making  his  first  acquisition.  Is  he  going  to 
be  tough  enough  to  make  it  work? 

Life  without 
father 


By  Jeffrey  A.  Trachtenberg 

Good-bye  Thoroughbred 

horse  farm  in  New  Jersey. 
Good-bye  Gulf  Star  sailboat.  "I 
don't  have  time  for  those  things 
now,"  says  Shell  Evans,  41.  They  are 
on  the  block  or  sold  already.  "I'm  not 
a  playboy." 

You  betcha.  A  year  ago  Shell  Evans 
and  the  Crane  Co.  board 
turned  down  a  leveraged 
buyout  and,  in  effect,  rejected 
Crane's  captain,  Shell's  father, 
Thomas  Mellon  Evans,  now 
74.  He  left  the  company  in  a 
huff.  Today  Shell  (Robert  Shel- 
don) Evans,  Crane's  chairman 
and  CEO,  is  struggling  to 
move  Crane — profits  of  only 
$31  million,  or  $3.20  a  share, 
on  $792  million  sales  last 
year — out  of  steel  and  cement 
and  into  such  technology-driv- 
en industries  as  defense  and 
aerospace.  "There's  not  much 
you  can  do  in  industries  with 
high  fixed  costs  when  demand 
drops  off,"  he  says.  "First  you 
trim  costs  a  little,  then  you 
lose  money." 

The  result:  Shell  Evans  is 
spending  $190  million  to  ac- 
quire UniDynamics  Corp.,  a 
Stamford,  Conn. -based  con- 
glomerate that  last  year  had 
estimated  sales  of  $400  mil- 
lion and  estimated  pretax 
earnings  of  $22  million. 

Some,  say  Shell  is  paying  too 
much.  His  father  had  the  repu- 
tation of  a  tough  takeover  art- 
ist who  never  paid  too  much. 
"My  father  was  a  clear  value 
buyer,   looking   for   hard   as- 

"    says    Shell.    "But    the     Crane 
I  lomy  has  shifted  to  higher-     "if  we 
technology,  more  service-ori-     


ented  businesses.  You  need  a  different 
approach  these  days.  You  can't  buy 
good  high-technology  companies  at 
book  value,  because  those  aren't  high- 
investment  businesses." 

Shell  figures  it  this  way:  Interest  on 
the  $170  million  loan  he  needed  to 
make  the  UniDynamics  deal  runs  $17 
million  annually,  against  that  pretax 
net  of  $22  million  last  year.  That  puts 


Co.'s  Shell  Evans 

sell  off  the  rest,  we're  in  great  shape. 


him  $5  million  ahead  pretax.  Merging 
headquarters  should  save  about  $8 
million  this  year.  Then  there's  the 
possibility  he  could  sell  two  of  Uni- 
Dynamics' four  groups  to  pay  for  the 
acquisition.  Those  two  divisions 
make  automated  factory  systems, 
manufacture  vending  machines  and 
sell  refrigerated  walk-in  rooms. 

The  two  gems,  Shell  says,  are  a  divi- 
sion that  makes  launchers  for  the 
Navy's  Tomahawk  cruise  missiles 
and  electronics  for  Navy  fighter 
planes,  and  a  division  that  makes 
such  items  as  fiberglass-reinforced 
panels  used  on  trucks  and  railroad 
cars  and  in  food  processing  plants. 
These  two  had  combined  sales  of 
about  $170  million  in  1984,  he  says. 

"Think  of  it  this  way.  Until  Uni- 
Dynamics, Crane  had  two  good  busi- 
nesses. Now  we  have  four.  If  we  sell 
off  the  rest,  we're  in  great  shape." 

The  old  businesses  he  considers 
good  are  Hydro-Aire,  which  makes 
aircraft  brake  control  systems,  and 
Huttig  Sash  &  Door  Co.,  a  wholesale 
distributor  of  building  materials.  The 
old  Crane  steel  plant  is  carried  on  the 
books  as  a  discontinued  operation  and 
will  probably  be  spun  off  this  year  to 
shareholders.  The  barely  prof- 
itable cement  division,  Medu- 
sa, is  on  the  block  for  about 
$100  million,  but  there  are 
lots  of  cement  plants  for  sale. 
Shell  expects  to  raise  more 
cash  by  liquidating  its  pension 
plan  ($35  million)  and  by  sell- 
ing land  it  owns  in  Colorado 
($30  million).  Add  in  the  $90 
million  Shell  figures  he  can 
get  if  he  dismembers  UniDyn- 
amics and  the  nut  is  eliminat- 
ed, although  selling  that  ce- 
ment plant  is  very  iffy. 

Says  Michael  Price,  whose 
Mutual  Shares  Corp.  owns  6% 
of  Crane  stock:  "It's  his  first 
big  move,  and  he  paid  a  very 
full  price.  If  he  does  what  he 
says,  the  deal  will  work.  If  not, 
he  could  have  problems." 

Sitting  in  a  Manhattan  of- 
fice crowded  with  pictures  of 
Thoroughbred  winners,  Shell 
says  that,  when  his  father  ran 
the  company,  the  two  didn't 
disagree.  "We  didn't  have  dis- 
agreements, because  when  he 
was  here  nobody  differed  very 
much  with  him." 

But  if  Thomas  Mellon  Evans 
was  demanding,  he  also  put 
together  a  pretty  big  company. 
Can  Shell  be  as  tough  as  his 
father?  "Nobody  is  that 
tough,"  he  says.  Then  again,  it 
might  run  in  the  family.  ■ 
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Chevrolet  Fleet  Sales 

When  you  can  buy  GM  excellence 
at  a  Chevrolet  price, 
why  buy  anything  else? 

Which  is  perhaps  the  most  fundamental  reason  why  fleets  buy 
more  Chevrolets  than  any  other  car.  After  all,  the  critical  question  is 
not  only  how  much  car  you  get.  But  how  much  it  costs  to  get  it. 

If  your  fleet  isn't  buying  Chevrolets,  isn't  it  time  you  asked  why? 

Let's  get  it  together... buckle  up. 


'Today's  Chevrolet.  What  could  be  smarter  for  my  fleet. 


THE 
JUNCTION. 

There  was  a  place  where 

man  and  technology  met 

to  get  the  product  to  market 

as  efficiently  as  possible. 

There  still  is. 

McDonnell  Douglas  has  united  hardware,  software  and 
support  capabilities  into  the  McDonnell  Douglas  Information 
Systems  Group  to  provide  integrated  solutions  for  a  wide 
range  of  business  problems  on  the  information  frontier. 

The  ability  to  join  all  information  activities  into  a  single 
system  is  more  essential  today  than  ever  before.  It  lets  you 
solve  the  total  problem  rather  than  a  portion  of  it.  For  example, 
if  you  are  in  healthcare,  you  can  link  together  everything 
from  hospital  admission,  pharmacy,  laboratory  and  patient 
records  to  check-clearing  and  financial  accounting. 

No  matter  what  application  you  need  in  industries  we 
serve— finance,  architecture,  engineering,  construction, 
distribution,  insurance,  manufacturing,  healthcare  and  tele- 
communications—or in  computer  services,  you  have  the 
support  of  more  than  14,000  experienced  data  professionals 
and  staff  personnel.  Even  when  you  require  something 
special— the  capability  for  a  worldwide  data  communica- 
tions network— the  McDonnell  Douglas  Information  Systems 
Group  is  ready  with  a  total  solution. 

To  find  out  exactly  what  the  McDonnell  Douglas  Information 
Systems  Group  can  do  for  you,  call  1-800-325-1551  or  write 
to  Box  516,  St.  Louis,  MO  63166. 


MCDONNELL  DOUGLAS 
INFORMATION  SYSTEMS  GROUP 

ON  THE  INFORMATION  FRONTIER 


One  manufacturer  describes  the  market 
for  blank  videotapes  as  "a  big  carrot/ 
Fortunately  for  consumers,  unfortunately 
for  him,  there  are  too  many  rabbits. 


it 


This  is  a  war! 


ii 


By  Alex  Ben  Block 


Surging  sales  of  videocassette 
recorders  (7.6  million  last  year, 
probably  over  9  million  in  1985) 
have  given  a  huge  lift — to  the  blank 
videotape  business.  At  present  people 
are  using  their  VCRs  far  more  fre- 
quently to  record  TV  programs  for 
later  viewing — time-shifting,  as  it's 
called — than  to  watch  prerecorded 
programming.  With  many  new  VCR 
buyers  thinking  nothing  of 
laying  out  another  $50  or  so 
for  blank  tapes  on  their  way 
out  the  retailer's  door,  ven- 
dors are  now  selling  about 
100  million  blank  tapes  a 
year  (see  chart). 

For  all  that,  few,  if  any, 
tape  marketers  are  making 
money  on  the  boom.  Unit 
sales  of  blank  tapes  nearly 
quadrupled  between  1982 
and  1984,  according  to  the 
Electronic  Industries  Associ- 
ation, but  the  dollar  volume 
barely  doubled.  With  six  big 
companies  manufacturing 
over  80%  of  all  videotape 
sold  in  the  U.S.,  and  more 
than  60  companies  peddling 
it,  the  average  wholesale 
price  of  blank  videotapes, 
$11.34  in  1982,  was  $6.58 
last  year.  This  year  the  price 
is  expected  to  drop  again,  to 
$6.14  per  unit. 

Profitless  prosperity,  in 
short,  brought  on  by  intense 
competition.  "We  all  see  this 
big  carrot,"  says  Richard  G. 
Mueller,  35,  marketing  oper- 
ations manager  for  3M's 
Scotch  Brand  magnetic  prod- 
ucts, "and  we're  all  going  af- 

t  it.  .  .  .  This  is  a  war!" 

Doug  Chatburn,  45,  until 


last  month  director  of  sales  and  mar- 
keting for  TDK,  agrees:  "In  the  end 
there  will  be  no  more  than  five  major 
companies  that  will  survive  with  an 
appreciable  portion  of  the  business." 
For  now,  Mueller  and  the  other 
combatants  figure  they  have  no 
choice  but  to  continue  undercutting 
each  other  to  build  market  share. 
They  expect  that  videotape  will  un- 
dergo an  accelerated  version  of  what 
happened  to  audiotape:  price  cutting 


in  the  mid-1970s,  followed  by  a  cli- 
mactic shakeout  in  1978-79,  followed 
by  stable  prices  and  healthy  margins 
for  a  handful  of  survivors. 

Promoting  higher-grade  tapes, 
which  have  fatter  margins,  has  been 
only  a  limited  help.  Consumers  have 
caught  on  to  the  fact  that  there  isn't 
much  difference,  technically  speak- 
ing, between  $5  tapes  and  $20  tapes 
(see  box).  Over  85%  of  tape  sales  is 
accounted  for  by  "standard"  (i.e., 
cheapest)  grade  tapes.  So  Mueller  has 
concentrated  on  aggressive  pricing, 
relentlessly  courting  retailers  for  shelf 
space.  Thus  3M  was  the  first  to  offer  a 
cash  rebate  on  blank  tapes. 

Why  rebates  instead  of  a  price  cut? 
"The  rebates  meant  the  consumer  got 
the  discount,  but  the  retailer  still 
made  money,"  Mueller  replies.  When 
competitors  followed  with  rebates  of 
their  own,  Mueller  countered  with  re- 
bates plus  freebies:  a  round-trip  ticket 
anywhere  Republic  Airlines  flies  if 
you  bought  20  of  3M's  $10  tapes,  for 
example,  or  dinners  at  various  Victo- 
ria Station  restaurants. 

It  was  costly,  but  it  worked.  3M  was 
fourth  in  unit  sales  in  1983,  with  13% 
of  the  videotape  market,  according  to 
A.C.  Nielsen's  Media  Research 
Group.  Today  it  is  probably  the  mar- 
ket leader,  selling  at  least 
20%  and  perhaps  as  much  as 
25%  of  all  blank  videocas- 
settes  purchased  in  the  U.S. 
Mueller's  competitors,  not 
surprisingly,  wish  he  would 
quietly  self-erase.  "3M's  cor- 
porate policy  over  the  past 
year  has  been  to  buy  market 
share  at  any  cost,"  grumbles 
John  Hollands,  55,  president 
of  the  Sony  Tape  Sales  Co.,  a 
division  of  the  Japanese  elec- 
tronics giant.  "We  felt  we 
had  to  match  their  best  offer, 
so  it  ends  up  costing  us  both 
money."  Or,  conversely,  sav- 
ing consumers  money. 

How  long  can  these  price 
wars  continue?  Some 
combatants  hope,  and  a  few 
even  believe,  that  the  fight- 
ing may  wind  down  later  this 
year»  Chatburn  of  Japan's 
TDK,  the  sales  leader  before 
3M  made  its  move,  thinks 
demand  will  outstrip  supply 
by  this  fall.  "Right  now  de- 
mand is  increasing,"  Chat- 
burn notes,  "but  nobody  is 
building  new  facilities.  Since 
a  new  tape  plant  is  very  ex- 
pensive [over  $120  million 
from  the  ground  upj,  we  are 
approaching  the  point  where 
this  industry  reaches  capac- 
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ity.  That's  why,  for  the  first  time, 
after  four  years  in  the  tape  business,  I 
can  say  confidently  that  prices  will 
stabilize." 

But  stabilization  at  $5  or  $6  for  a 
standard  grade  tape,  which  Chatburn 
expects,  is  not  likely  to  turn  many 
producers  on.  Manufacturing  and 
packaging  the  tape  run  to  at  least  $3  a 
unit.  Distribution,  promotion  and  re- 
tail markups  can  add  another  $1.50  or 
more.  So  a  tape  retailing  at  just  over 
$5  is  not  much  better  than  a  break- 
even proposition  for  the  manufactur- 
er. Given  that  arithmetic,  a  shakeout 
is  a  question  not  of  if,  but  of  when. 

Hollands  of  Sony  thinks  the  first 
firms  to  drop  out  will  be  those  that 
package  and  market  tape  after  buying 
it  in  bulk  from  Sony,  TDK,  3M,  Max- 
ell, Memorex  or  Fuji,  six  major  manu- 
facturers that  sell  tape  to  others  as 
well  as  market  their  own  brands.  "It  is 
reaching  a  point  where  we,  as  manu- 
facturers, can  no  longer  sell  to  private- 
label  sellers  at  a  price  where  they  can 
compete,"  says  Hollands. 

The  resellers  concede  the  problem. 
'Depending  on  an  outside  source  does 
put  a  lot  more  pressure  on  margins," 
says  Dick  Lorbach,  38,  general  man- 
ager of  marketing  in  the  consumer 
electronics  division  of  Kodak,  which 
began  selling  videotape  made  by  TDK 
a  year  ago.  But  that  doesn't  mean  they 
can  be  counted  out.  "We  don't  have  a 
significant  capital  investment  in  this 
business,  so  our  return  can  be  lower," 
Lorbach  points  out. 

Kodak  and  Polaroid  are  counting  on 
strong  brand  identification  with  con- 
sumers to  keep  their  tape  from  run- 
ning out.  "We  feel  the  Polaroid  name 
will  allow  us  to  command  a  premium 
price  in  the  marketplace,"  says  Steve 
Shea,  36,  marketing  manager  for  Po- 


Tape  records  a  rapid  rise 


Sales  of  videocassette  recorders  have  nearly  doubled  in  the  last  three 
years.  Blank  and  prerecorded  tapes  have  done  even  better.  And  remem- 
ber, all  those  prerecorded  tapes  started  out  as  blanks  as  well. 


Millions  of  units  sold 
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laroid's  magnetic  products. 

There  is  always  the  chance  that  vid- 
eotape recorder  sales  will  be  so  strong 
there  will  be  enough  carrots  for  all  the 
rabbits.  Joseph  M.  Petite,  34,  market- 
ing manager  for  Tandy  Corp.'s  Mem- 
orex brand  videotape,  argues  that  the 
videotape  industry  persists  in  under- 
estimating its  own  growth.  Petite,  for 
example,  thinks  1984  sales  were  over 
110  million  units  (vs.  the  EIA's  97 
million).  He  predicts  sales  will  hit  155 
million  this  year,  and  over  210  mil- 
lion next  year.  Why  the  low  esti- 
mates? "I  don't  know  if  that's  just  to 
be  conservative,"  says  Petite,  "or  to 
try  to  keep  the  Koreans  out." 

Whoever  is  doing  the  estimating, 
the  outlook  is  probably  for  more,  not 
less,  price  competition.  The  Koreans 
and  Taiwanese  are  poised  to  enter  the 


low  end  of  the  recorder  market  and 
will  probably  sell  cheap  tapes  along 
with  their  inexpensive  machines. 
Says  Donna  Amrhein,  an  analyst  with 
Boston-based  market  researchers  The 
Yankee  Group:  "The  Koreans  will 
have  to  cut  prices  to  succeed,  and  if 
they  do  that,  it  will  cause  a  shakeout 
to  occur  much  sooner  than  anyone 
expects." 

Edwin  Pessara,  magnetic  tape  mar- 
keting director  for  Ampex,  which  has 
opted  out  of  the  consumer  market  for 
videotape,  agrees.  "Can  prices  go  low- 
er?" Pessara  asks  rhetorically.  "When 
you  look  at  manufacturing  costs,  the 
answer  is  no.  But  when  you  look  at 
the  reality  of  the  marketplace,  the 
answer  is  yes.  That's  the  problem." 

For  producers,  maybe,  but  not  for 
consumers.  ■ 


Tape  tips 


W'ith  over  100  different  brands  and  grades  of 
blank  videotape  now  on  the  market,  you  might 
expect  consumers  to  be  confused.  They  aren't.  While 
blank  cassettes  (in  the  popular  T-120  length  for  VHS 
video  recorders)  run  from  $37  for  3M's  top-of-the- 
line  HGX  Plus  Camera  Video  Cassette  Tape  all  the 
way  down  to  $4  (after  discounting  and  rebates)  for 
"standard"  grade  cassettes  from  Sony  or  BASF,  con- 
sumers are  voting  overwhelmingly  for  the  least  ex- 
pensive tapes.  Says  Ira  Mayer,  Video  Marketing  News- 
letter executive  editor:  "You  just  don't  have  enough 
of  a  superior  picture  quality  [with  higher  grades  of 
tape]  that  it  makes  much  difference." 

One  caution:  Really  cheap  tapes,  the  kind  you 
might  find  on  superspecial  for  $3,  can  gum  up  your 
VCR's  recording  heads.  Likely  repair  bill:  $200. 

To  avoid  this  problem,  Lancelot  Braithwaite,  an 


engineer  and  technical  editor  of  Video  Magazine,  ad- 
vises buyers  to  stick  to  those  cassettes  that  have  a 
"Beta"  or  "VHS"  symbol  prominently  displayed  on 
the  package.  The  symbol  means  the  tape's  manufac- 
turer has  been  licensed  by  either  Sony  or  JVC  and 
meets  those  companies'  strict  specifications. 

When  in  doubt,  Braithwaite  suggests  sticking  with 
primary  brands:  3M's  Scotch  Brand,  Tandy  Corp.'s 
Memorex,  Sony,  Hitachi's  Maxell,  Fuji,  JVC,  BASF 
and  TDK.  "The  first  place  any  technological  im- 
provement is  going  to  show  up,"  Braithwaite  ex- 
plains, "is  on  the  manufacturer's  own  brand." 

Expensive  tapes  record  better  and  last  longer  than 
cheap  ones,  Braithwaite  agrees,  but  most  people 
most  of  the  time  won't  notice.  If  you  are  keen  to 
spend  more  money  for  quality,  he  says,  spend  it  on  a 
better  TV  set.— A.B.B. 
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Howa  neat  twist 

from  General  Electric  Credit 

Corporation  helped  one  company 

weather  a  financial  storm 


And  two  other  examples  of  faith  and  financing 

that  have  made  GE  Credit 

number  one  in  diversified  finance  services 


1. 


The  "audio"  twist 

from  GE  Credit  that 

helped  McAllister 

ride  out  the  recession 

LOOKING  AROUND  New  York  harbor, 
soon  after  arriving  in  1864  from  Ire- 
land, James  McAllister  had  an  idea 
that  there  was  money  to  be  made  un- 
loading clipper  ships  and  transport- 
ing their  wares  to  piers  along  the 
city's  rivers. 

He  started  with  one  sloop.  Today 
you  can  spot  McAllister  tugs  moving 
supertankers,  containerships,  and 
barges  in  ports  around  the  world. 

GE  Credit's  relationship  with 
McAllister  Towing  &  Transporta- 
tion began  over  a  decade  ago  when 
we  arranged  the  first  of 
/Af       what  have  become  periodic 
pf  O    financial  packages  for  the 
company. 

To  date,  total  transactions 
have  exceeded  $20  million. 

z        While  money  is  obviously 
^    McAllister's  priority,  it  is  inter- 
esting to  note  the  other  reason 
they  feel  comfortable  doing 
'•  business  with  GE  Credit. 
Lawrence  Chan,  the  com- 
pany's Senior  VR  of  finance, 
'    sums  it  up: 

"GE  Credit  is  a  sophisticated 
financial  resource,  yet  it  has 
never  forgotten  the  personal  ap- 
proach in  client  relations. 

"When  you  talk  to  senior  peo- 
ple at  GE  Credit  they  are  so  darn 
knowledgeable  about  our  business 
they  could  almost  qualify  as  ship 
owners!" 

The  GE  Credit  twist:  many  com- 
panies may  lend  you  money  but  we 
also  know  how  to  lend  an  ear. 
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2. 


The  "intangible" 
twist  from  GE  Credit 

that  helped 
Southwest  Gas  heat  up 

SOUTHWEST  GAS  CORPORATION  ur- 
gently needed  to  increase  winter 
availability  of  natural  gas  to  meet 


Despite  difficult  times  in  the  shipping 
business,  McAllister  Towing  &  Trans- 
portation has  continued  to  guide  ships 
in  ports  around  the  world,  thanks 
to  a  close  financial  relationship  with 
GE  Credit. 


customer  demands  in  Reno,  Carson 
City  and  Lake  Tahoe. 

The  most  cost-effective  solution 
was  to  construct  a  liquid  natural  gas 
(LNG)  storage  facility  because  it 
would  enable  Southwest  to  make 
year-round  use  of  incoming  pipe- 
lines. 

The  utility  had  decided  that  leas- 
ing would  provide  the  best  post-con- 
struction financing.  And,  they 
"hoped"  to  structure  the  financing 
as  a  leveraged  lease. 

The  problem  was  that  the  cost  of 
financing  from  traditional  bank 
sources  was  at  an  all-time  high — 
until  GE  Credit  came  to  the  rescue 
with  a  $57  million  deal  and  an  idea 
that  was  perhaps  equally  valuable. 

The  GE  Credit  twist:  the  option 
of  time.  After  our  leasing  experts 
gave  high  marks  to  Southwest's 
project  design,  supply  contract,  the 
reserves  of  its  suppliers,  and  the  reg- 
ulatory environment,  we  created  a 
single  investor  lease  for  the  utility 
which  allowed  them  to  repay  their 
construction  lenders. 

GE  Credit  then  gave  Southwest 
the  option  of  converting  to  a  lever- 
aged lease  which  gave  them  time  to 
bring  together  the  capital  to  fund  it. 

Moral:  Sometimes  the  most  tan- 
gible asset  a  financial  services  com- 
pany can  provide  is  a  very  intangible 
idea. 
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The  "guaranteed" 
twist  from  GE  Credit 

that  helped  Pacific 
Scene  thumb  its  nose 
at  high  interest  rates 

NOTHING  SMALL  about  the  way 
Pacific  Scene  thinks. 

When  the  single-family  home- 
builder  and  developer— the  largest 
in  San  Diego— came  to  GE  Credit, 
they  were  seeking  a  comprehensive 
$20-million  mortgage  commitment 
for  over  1,000  units  on  six  sites  in 
three  states. 

In  the  uncertain  construction 
year  of  1982,  that  was  a  substantial 
request,  even  for  Pacific  Scene,  even 
with  their  longtime  record  of  build- 
ing over  500  homes  annually. 

Undismayed,  GE  Credit's  real  es- 
tate experts  decided  to  evaluate  the 
company  anyway,  beginning  with 
on-site  inspections  at  each  of  the 
proposed  locations.  (Now  we  know 
why  our  experts  are  forever  putting 
down  "shoes"  on  their  out-of-town 
expense  reports!) 


We  found  that  Pacific  Scene  de- 
served its  fine  reputation.  Their 
homes  were  priced  to  the  means  of 
the  Sunbelt  market — a  market  that 
was  expanding. 

In  addition,  they  were  extremely 
savvy  marketers  which,  next  to  solid 
construction  methods,  is  perhaps 
the  most  important  factor  for  suc- 
cess in  the  building  business. 

And  so  we  made  a  $20-million, 
one-year  commitment  to  Pacific 
Scene. 

The  GE  Credit  twist:  Using  our 
"Builder  Forward"  program,  GE 
Credit  guaranteed  that  the  interest 
rate  charged  to  Pacific  Scene  would 
not  exceed  the  FHA/ VA  index  as  of 
November  4,  1982.  We  also  capped 
the  number  of  discount  points. 

More  importantly  if  the  mortgage 
index  declined,  under  "Builder  For- 
ward" the  rate  would  be  adjusted  ac- 
cordingly. The  lowest  rate  of  that 
year  would  remain  in  effect 
throughout  the  remainder  of  the 
commitment. 

Tawfiq  Khoury  president  and 
CEO  of  Pacific  Scene,  Inc.,  said, 
"Commitments  of  a  year's  dura- 
tion on  any  basis  but  floating 
rate  are  unusual.  GE  Credit's 
provision  (through  General 
Electric  Mortgages)  to  both  stabi- 
lize the  rate  and  pass  along  any 
decrease  represents  a  unique 
approach  to  mortgage  lending." 

Postscript:  Construction  is  less 
uncertain  now,  but  GE  Credit's 
"Builder  Forward"  program  is  no 
less  viable.  Call  us  to  see  how  it  can 
benefit  you. 

To  find  out  how  we  do  it,  mail 
the  coupon  below. 

Or  call  800-243-2222. 


Marketing  Programs  Operation 
General  Electric  Credit  Corp. 
260  Long  Ridge  Road, 
Stamford,  Connecticut  06902 

Please  send  me  your  information  kit  de- 
scribing additional  financial  packages 
and  a  "Guide  Through  the  Leasing  Maze." 
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McDermott  International  has  $1  billion  in 
the  kitty  and  a  bargeful  of  losers.  What's 
James  Cunningham's  answer?  "Automate, 
emigrate  or  evaporate!" 

Use  it  or  lose  it 


By  Toni  Hack 


McDermott  Chairman  James  E.  Cunningham 

"If  someone  wants  to  pay  enough  money  for  it,  we  can  be  had." 


W1  e've  been  on  the  top  of 
everybody's  takeover  list 
since  1977,  and  nobody's  seen 
fit  to  come  at  us,"  says  James  E.  Cun- 
ningham, chairman  of  New  Orleans- 
based  McDermott  International,  Inc. 

The  lure  is  $1  billion — Cunning- 
ham calls  it  "the  pool" — sitting  in 
Treasury  bonds,  earning  about  12%, 
tax-free,  since  for  tax  purposes 
McDermott  is  based  in  Panama,  and 
the  bonds  are  held  overseas. 

"I  don't  lose  any  sleep  over  it," 
Cunningham  says.  "We've  always 
had  the  attitude  that,  if  someone 
wants  to  pay  enough  money  for  it,  we 
can  be  had.  I  don't  think  there's  any- 
body out  there  that  wants  to  buy  the 
problems  that  this  corporation  or  this 
industry  has  at  the  moment." 

Cunningham  has  shark  repellent  as 
well  as  problems.  Buyout  artists  can't 
repatriate  that  $1  billion  to  pay  for  the 
acquisition  without  handing  a  big 
chunk  over  to  the  IRS.  The  Bass 
brothers  hold  warrants  for  2.1  million 
McDermott  shares,  5%  of  the  stock, 
but  this  looks  like  an  investment,  not 
greenmail  on  the  Texaco  model. 

Cunningham  is  probably  going  to 
need  every  nickel  of  that  $1  billion  to 
deal  with  McDermott's  problems. 
The  main  businesses — offshore  oil 
platforms  and  pipelines,  tubing,  pow- 
er plant  boilers,  the  energy  business- 
es— are  sick.  "Almost  every  business 
we  have  is  cyclical.  Right  now  we're 
unfortunate  in  that  we're  down  cycle 
on  most  of  them,"  Cunningham  says. 
"In  fiscal  1982  we  did  $5  billion  worth 
of  business,  and  last  year,  1984,  we 
ended  up  doing  just  a  shade  over  $3 
billion."  It  hasn't  gotten  much  better: 
In  the  first  nine  months  of  fiscal  1985 
(ending  Mar.  31)  revenues  were  flat  at 
$2.3  billion,  with  an  operating  loss  of 
$41  million,  against  an  operating  prof- 
it of  $82  million  in  the  first  nine 
months  of  1984.  Net  interest  on  the 
kitty  and  a  $64  million  tax  credit 
pushed  net  income  up  to  $74  million, 
or  $1.86  a  share. 

How  do  you  deal  with  a  pocketful  of 
losers?  "We  just  decided,  well,  we've 
got  to  restructure  this  situation,"  says 
Cunningham,  61,  a  University  of  Ala- 
bama-trained chemical  engineer  and  a 
27-year  McDermott  veteran.  Ask  him 
about  that  restructuring  and  he'll  go 
on  for  an  hour  or  so.  "Automate,  emi- 
grate or  evaporate!  That's  true,"  he 
says.  It  boils  down  to  this: 

First,  downsizing.  Cunningham  has 
cut  employment  from  63,000  in  1981 
to  41,000,  closed  five  plants  and  one 
platform  fabrication  yard — causing 
$135  million  in  writeoffs  on  earn- 
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Rate  excellent 
in  every  category? 


©Eastrr    n  Kodak  Comp 


Recently,  Datapro  Research  Corporation,  an  independent  research 
organization,  asked  copier  users  to  rate  their  copiers  in  various  areas  of 
performance  and  service.  They  got  replies  from  2,371  respondents.  One 
or  more  Kodak  copier  models,  or  Kodak  as  a  vendor,  received  top  ratings 
in  each  of  four  key  "Special  Merit  Award"  categories:  Copier  Reliability,  " 
Copy  Quality,  Service,  and  Overall 
Satisfaction. 

If  results  like  these  surprise 
you,  it  can  only  be  that  you 
haven't  seen  the  survey  Or  you 
don't  have  any  Kodak  copiers. 
Call,  or  send  the  coupon  to 
correct  both  prob- 
lems: 1 800  44KODAK 
(1800  445-6325)  Ext  324 


Kodak 
copiers  can! 


Eastman  Kodak  Company 

CD5344, 

Rochester,  NY  14650 

□  Please  send  me  the  survey  results. 

□  Please  send  details  on  the  latest  Kodak  copier-duplicators, 

□  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume 

Name 

Title 

Com  pa  ny 

City 


.State. 


-Zip- 


Telephone. 
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"Nobody's  omnipotent.  We 
can  make  some  mistakes  on 
timing,  but  that's  one  of 
the  reasons  we've  always 
kept  a  great  deal  of 
capital  around.  Because 
opportunity's  there,  and 
you  know  sometimes  you've 
just  got  to  be  financially 
strong  enough  to  ride  out 
these  waves." 


ings and  sold  some  product  lines, 

including  machine  tools. 

Next,  he  says  he  has  to  use  his  pool 
to  rebuild  and  modernize  what  is  left 
or  lose  the  business.  Use  it  or  lose  it. 
"Our  strategic  objective  is  to  be  the 
lowest-cost  producer  in  every  one  of 
our  businesses  on  a  world  scale." 

The  words  "world  scale"  are  the 
key.  McDermott's  offshore  platform 
business  competes  with  the  hungry 
Japanese,  Koreans  and  Europeans.  Its 
tubular  goods  sell  in  the  U.S.  but 
must  meet  the  prices  of  the  imports. 
The  power  generation  business,  from 
the  Babcock  &  Wilcox  acquisition  in 
1978,  is  almost  wholly  domestic,  but 
Cunningham  thinks  it  can  grow  by 
selling  abroad. 

He  figures  there  are  four  costs  that 
must  be  dealt  with  in  the  world  mar- 
kets: labor,  capital,  taxes  and  ex- 
change rates.  Reincorporating  in  Pan- 
ama in  1983  saved  money  on  taxes:  Its 
tax  rate  was  3.2%  last  fiscal  year. 
Cunningham  now  tries  to  borrow 
abroad  for  project  financing  when 
rates  are  lower,  and  he  is  automating 
to  cut  labor  costs.  By  computerizing 
design  of  one  utility  boiler  size,  for 
example,  "We  will  have  cut  our  lead 
times  to  do  the  same  engineering 
from  something  like  28  months  to  14 
months,  and  the  man-hours  of  people 
time  from  120,000  hours  to  some- 
thing less  than  50,000  hours.  And 
that's  going  on  in  every  single  busi- 
ness we  have." 

That's  where  the  pool  comes  in.  In 
offshore  platforms  and  pipelines  he 
sees  an  upturn  sometime  this  year  as 
oil  companies  produce  from  newer 
discoveries.  So  he's  spending  $200 
million  to  overhaul  fabrication  yards 
around  the  world;  upwards  of  $200 
million  more  for  a  heavy-lift  barge  for 
the  North  Sea;  and  more  in  the  Gulf  of 
Mexico  expanding  his  yard  and  beef- 
ing up  installation  barges  to  handle 
platforms  that  sit  in  2,000  feet  of  wa- 
ter instead  of  1,000  feet.  "You  just  add 
those  three  items  up  and  there's  $600- 
plus  million,  and  that  doesn't  take 
care  of  the  frills." 

The  power  boiler  business  is  still 
pointed  down.  "It's  somewhere  be- 
tween 1986  and  1988  that  it's  going  to 
hit  its  bottom,"  he  says.  "We  will  try 
to  evolve  the  most  competitive  strate- 
gy for  that  in  the  late  Eighties  (when, 
he  hopes,  boilers  are  selling  again]. 
We're  studying  automating  right 
now — that  would  require  capital  of 
between  $100  million  and  $150  mil- 
lion— or  we'll  want  a  new  plant  to  do 
this  because  of  the  changing  technol- 
ogy. I  would  guess  it's  gonna  cost  at 
least  $200  million  to  $250  million." 

The  steel  tubes,  which  also  came 


with  B&W,  are  used  in  industrial  pro- 
duction, power  plants  and  oil.  Cun- 
ningham has  already  spent  $100  mil- 
lion on  new  steelmaking  equipment. 
But  McDermott  figures  it  must  spend 
a  couple  of  hundred  million  dollars 
more  on  the  tube-making  plants  or 
sell  the  business.  "Right  now  that  di- 
vision is  losing  money  at  about  $3 
million  a  month.  [In  fiscal  1982  tubu- 
lar goods  had  operating  profits  of  $295 
million.)  You  know  that  says  you've 
got  to  do  something  long-run  to  solve 
that  problem  or  go  broke.  We're  not 
intending  going  broke.  We're  looking 
at  all  the  alternatives. 

"You  can  add  up  all  those  num- 
bers— I  haven't  mentioned  some  ofi 
our  smaller  businesses — and  $1  bil- 
lion doesn't  sound  like  much." 

He  says  spending  now  is  a  good  idea 
because  prices  are  down.  For  example, 
a  French  yard  is  turning  a  McDermott 
installation  barge  into  one  that  can 
also  lay  pipeline  for  $21  million,  $5 
million  less  than  it  cost  two  years 
ago — and  offering  7.5%  financing  to 
boot.  "So  we'll  go  borrow  that  money 
at  7.5%  and  leave  our  money  at  work 
in  our  pool  at  12%,"  says  Cunning- 
ham. "  That  says  we'll  probaby  lever- 
age our  balance  sheet  a  little  bit  in 
taking  advantage  of  these  bargains." 

He  also  has  McDermott's  cash  flow. 
"As  bad  as  business  is,  we've  got  a  cash 
flow  coming  in,  right  now,  of  $150 
million  a  year  [that's  breaking  even  on 
operations  plus  depreciation],  and  the 
pool  right  now  earns  roughly  $120 
million  a  year.  Next  year  we  would 
hope  to  be  in  a  much  better  position. 
And  if  we're  successful  at  getting  with 
the  timing  in  all  these  things  [the 
modernization],  why,  the  businesses 
will  be  coming  upstream  and  throwing 
additional  cash  to  keep  the  moderniza- 
tion program  going  on." 

How  about  an  acquisition  to  bal- 
ance off  those  laggards?  Nope,  he  says. 
"If  it's  got  high  returns,  you're  going 
to  pay  a  premium.  So  it  probably 
wouldn't  make  sense  to  buy." 

Cunningham's  strategy  is  clear:  In- 
vest at  the  low  and  bet  on  the  future. 
There  are  risks.  He  says:  "Nobody's 
omnipotent.  We  can  make  some  mis-  ■ 
takes  on  timing,  but  that's  one  of  the 
reasons  we've  always  kept  a  great  deal 
of  capital  around.  Because  opportuni- 
ty's there,  and  you  know  sometimes 
you've  just  got  to  be  financially  strong 
enough  to  ride  out  these  waves." 

Cunningham  was  scheduled  to  re- 
tire this  year,  but  the  board  asked  him 
to  stay  another  three  years  to  oversee 
the  capital  spending  program.  "With 
all  of  the  things  that  are  going  on, 
they  thought  that,  since  I  had  started 
most  of  it,  I'd  better  finish  it."  ■ 
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In  less  than  two  yean 
chose  Morgan's  controlle I 
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With  today's  high  interest  rates 
your  company  needs  the  fastest 
available  disbursement  data  in 
order  to  make  time-critical  invest- 
ment or  borrowing  decisions.  You 
need  check  processing  experts, 
proven  reporting  technology,  and 
a  check-clearing  facility  strategi- 
cally located  to  speed  information. 
Morgan  delivers  all  three,  through 
Morgan  Bank  (Delaware). 

The  advantages  at  Morgan 
When  you  choose  Morgan  for  con- 
trolled disbursement  you  get  your 
checks-paid  total  on  your  terminal 
early  every  business  day.  You'll  like 
the  control  this  gives  you,  and  the 
quality  and  responsiveness  of  our 
service.  You'll  also  like  the  fact 
that  Morgan  Bank  (Delaware)  is 
not  simply  a  check-processing 


center  but  a  major  bank  with  $325 
million  in  capital,  over  $2  billion 
in  assets,  and  a  legal  lending  limit 
in  excess  of  $50  million. 

A  staff  of  experts 
Our  disbursement  specialists  are 
selected  for  their  expertise  in 
check  processing,  quality  control, 
and  computer  systems.  Our  cash 
management  officers  concentrate 
on  keeping  you  on  top  of  every 
corporate  dollar  every  day.  They 
know  the  many  complex  regulato- 
ry and  technological  issues  that  af- 
fect your  company's  disbursement 
program.  In  the  Morgan  tradition, 
they're  essentially  problem  solvers. 
And  their  involvement  is  ongoing. 
They  advise  you  and  your  staff  at 
every  stage  of  the  crucial  transi- 
tion period,  then  continue  to  work 
closely  with  you. 

Ideas  that  add  value 
Morgan  is  well  known  for  innova- 
tions that  add  value  and  provide 
flexibility-ideas  that  guarantee 
you  greater  control  and  more  pro- 


ductive use  of  your  cash.  For  ex- 
ample, long  before  the  Fed  provid- 
ed early  morning  tape  transmis- 
sion of  checks-paid  information, 
Morgan  introduced  this  high-speec 
service  for  correspondent  banks. 

We  provide  both  checks-paid 
information  and  account  balance  i 
reporting  information  electron- 
ically— not  just  by  phone.  Using  a 
terminal,  you  get  this  in  seconds. 

Timely  response 
How  fast  can  you  learn  the  status 
of  individual  checks?  Call  Morgan 
Bank  (Delaware)  and  we'll  re- 
spond instantly  through  our  on-lini 
facility.  Place  a  stop  payment  the 
same  way  with  the  same  speed. 

As  part  of  our  reconciliation  ser 
vice,  we  offer  check  retention  thai 
can  save  you  time  and  money.  Yoi 
don't  have  to  look  up  checks,  or 
sort  them,  or  store  them.  We  do 
that  for  you.  We  microfilm  each 
check,  maintain  it  for  seven  years 
and  send  you  copies  immediately 
on  request. 
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major  companies 
sbursement.  Here's  why 


Operations  officer  Gail  Russell  and  cash  management  specialist  Michael  Hayes  show  a  client  the  sophisticated 
equipment  used  for  processing  and  communicating  disbursement  information  at  Morgan  Bank  (Delaware). 


I  Morgan  also  offers  you  a  variety 
jtf  account  structures  for  funding 
}>r  reconciling  your  account.  Any 
jan  be  tailored  to  your  needs. 

See  Morgan's  system 
pearn  more  about  Morgan's  com- 
jnitment  to  operations  excellence. 


Visit  Morgan  Bank  (Delaware)  and 
see  how  we  help  over  125  major 
companies  maximize  use  of  their 
money  and  minimize  payables 
handling  costs.  Ask  the  Morgan 
banker  who  calls  on  you,  or  Michel 
Tilmant,  Vice  President,  Operations 


Services,  Morgan  Guaranty  Trust 
Company,  23  Wall  Street,  New 
York,  NY  10015;  (212)  483-2785.  Or 
William  R  Garry,  Vice  President, 
Morgan  Bank  (Delaware),  902 
Market  Street,  Wilmington,  DE 
19801 ;  (302)  651-2317.  Member  fd,c 


The  Morgan  Bank 
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An  army  of  regulators  is  positioned  to  stop 
manipulators  from  milking  financial  in- 
stitutions. They  didn't  stop  Wes  McKinney. 

The  tycoon 
from  Tulsa 


By  Lisa  Gubernick 
with  Tania  Pouschine 


T|  here  are  those  in  the  business 
of  protecting  the  integrity  of  fi- 
nancial institutions,  and  there 
are  those  in  the  practice  of  getting 
around  the  rules.  If  you  ever  thought 
that  elaborate  state  and  federal  regula- 
tion makes  banking  and  insurance 
safe,  consider  the  case  of  Wesley 
McKinney,  a  wheeler  and  dealer  from 
Tulsa,  Okla.,  who  came  from  no- 
where to  control  a  $300  million  em- 
pire of  oil,  insurance  and  banks. 

While  the  going  was  still  good, 
McKinney  seemed  to  have  it  all.  His 
condo  in  Tulsa  and  his  yacht  both 
made  an  eight-page  spread  in  last 
month's  Architectural  Digest — Oriental 
screens,  Tiffany  ashtrays,  a  bedside 
switch  that  makes  the  television  rise, 
genie-like,  from  its  cabinet.  But  when 
the  music  stopped,  McKinney  went 
back  to  nowhere,  leaving  6,000  de- 
positors, hundreds  of  employees  and 
some  big-city  bankers  in  the  lurch. 

Where  were  the  regulators?  The 
Federal  Reserve  Board,  the  Federal 
Deposit  Insurance  Corp.,  Oklahoma's 
banking,  insurance  and  securities 
commissions,  not  to  mention  the  In- 
ternal Revenue  Service,  all  had  their 
eyes  on  Wes.  But  in  the  end,  all  they 
could  do  was  pick  up  the  pieces  when 
his  businesses  crashed. 

And  where  is  McKinney,  the  45- 
year-old,  smooth-talking,  sharp-dress- 
ing operator  who  persuaded  many  a 
follower  that  he  would  make  them 
rich?  Last  Sept.  13,  11  days  before  his 
banks  went  under,  he  told  his  secre- 
tary he  was  leaving  "until  this  blows 
over."  He  hasn't  been  back  since. 

McKinney  exploited  a  system  in 
which  each  regulator  defended  his 
own  fiefdom,  seemingly  barely  mind- 
ful  of  perils  beyond  it.  Until  the  very 
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Republic's  Wesley  McKinney 

More  than  a  little  short  of  cash. 

end  it  was  not  clear  how  McKinney 
had  a  daisy  chain  in  which  his  insur- 
ance companies  held  stock  in  his 
banks,  which  lent  money  to  his  oil 
companies.  McKinney  bought  every- 
thing— his  oil  rigs,  his  yacht,  his  con- 
dominium— on  credit,  bamboozling 
big-league  bankers  along  the  way. 
When  Wes  left  town,  Dallas'  Inter- 
First,  and  other  big  banks  to  which  it 
syndicated  the  loan,  was  out  most  of 
the  $75  million  it  lent  to  finance  his 
oil  rigs.  A  former  auditor  of  McKin- 
ney's  companies,  Peat,  Marwick, 
Mitchell,  is  among  the  defendants  in  a 
class  action  by  McKinney's  creditors 
charging  the  accountants  failed  to  fer- 
ret out  the  financial  trouble. 

McKinney,  born  in  Hulbert,  Okla., 
son  of  a  janitor  there,  has  a  two-year 
liberal  arts  degree  from  a  local  com- 
munity college.  He  started  as  a  man- 
ager for  a  small-time  Tulsa  loan  com- 
pany and  began  building  his  own  busi- 
ness at  27,  buying  a  loan  company, 
Guaranty  Loan  &  Investment  Corp., 


by  selling  his  house.  Then  he  and  his 
wife  of  five  years  moved  in  with  her 
parents. 

By  1970  the  business  had  prospered 
sufficiently  to  allow  him  to  buy  into 
his  first  bank,  Security  National  Bank 
of  Coweta.  But  even  then  he  had  his 
eyes  fixed  on  the  big  time.  In  1972  he 
heard  that  Republic  National  Bank,  a 
nationally  chartered  bank,  was  for 
sale.  Glenn  Prichard,  a  Tulsa  lawyer 
who  became  the  architect  for  nearly 
all  of  McKinney's  deals,  handled  the 
transaction. 

In  1973  McKinney  purchased  Na- 
tional Assurance  Life  Insurance  Co.,  a 
$426,000  (assets)  company  in  Tulsa, 
Okla.  The  credit-life-and-accident  op- 
eration, expanded  with  later  acquisi- 
tions, was  a  natural  fit.  The  policies, 
sold  through  McKinney's  banks,  pay 
off  a  loan  balance  if  the  borrower  gets 
sick  or  dies. 

In  the  1970s  McKinney  bought 
stakes  in  ten  banks,  including,  in 
1974,  Western  Trust  &.  Savings.  West- 
ern became  Republic  Trust  &  Sav- 
ings. Guaranty  Loan  &  Investment 
Corp.,  his  original  venture,  turned 
into  Republic  Financial  Corp.  Repub- 
lic National  Bank,  the  only  FDIC-in- 
sured  unit,  became  Republic  Bank  & 
Trust.  Even  though  the  two  quasi 
banks  were  uninsured  and  each  had  a 
different  regulator,  the  three  busi- 
nesses were  marketed  through  one 
holding  company.  RTS  was  overseen 
by  the  Oklahoma  State  Banking  De- 
partment; Republic  Bank  &  Trust,  by 
the  State  Banking  Department  and 
the  Federal  Reserve;  and  RFC,  by  the 
Oklahoma  Securities  Commission. 
Confusing?  That  seems  to  have  been 
the  idea. 

RTS  and  RFC  thrived  by  giving  de- 
positors up  to  3%  more  in  annual 
interest  than  their  insured  counter- 
parts. They  lent  money  to  high-risk 
customers,  demanding  premium  rates 
on  the  loans. 

Between  1974  and  1981  assets  of 
the  Republic  triad  quadrupled,  to 
$194  million.  The  growth  alarmed  the 
Federal  Reserve,  which  in  1980  de- 
manded increased  capital  for  the  hold- 
ing company,  Republic  Bancorpora- 
tion,  Inc.  McKinney  persuaded  the 
holding  company's  executives  to  put 
up  the  $1.5  million  required.  He  con- 
tributed nothing.  "Everyone  thought, 
'Oh,  Wes  is  just  a  little  short  of 
cash,'  "  says  Ansil  Ludwick,  who  lat- 
er became  president  of  the  two  unin- 
sured banks  that  failed.  "If  Wes  had 
been  a  preacher  on  TV  he'd  have  been 
able  to  get  a  lot  of  little  old  ladies  to 
empty  their  pockets  for  him."  Lud- 
wick himself  is  still  out  $125,000  be- 
cause of  that  deal. 
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McKinney's  attentions,  by  then, 
were  focused  on  the  oil  patch.  "Wes 
wanted  to  make  money,  and  in  the 
mid-Seventies  you  made  it  as  an  oil- 
ee,"  says  Jerry  Reed,  a  lawyer  who 
once  represented  McKinney.  McKin- 
ney  built  up  holdings  in  over  100 
wells  by  1980.  That  year  he  launched 
Petra  International  Corp.  as  an  um- 
brella for  his  oil  interests.  Over  the 
next  two  years  he  created  at  least  sev- 
en other  related  oil  and  gas  entities. 

McKinney  was  not  fussy  about  sep- 
arating personal  business  from  corpo- 
rate business.  In  1981,  two  years  after 
RTS  foreclosed  on  a  4,800-acre  ranch 
with  a  swimming  pool,  McKinney, 
then  recently  divorced,  moved  his  fur- 
niture in.  Among  the  troubled  loans 
are  several,  totaling  at  least  $700,000, 
to  McKinney's  two  brothers.  The  in- 


generating  enough  to  cover  their  over- 
head, and  with  a  claimed  $20  million 
in  oil  reserves  dropping  in  value, 
Mr  Kinney  became  desperate  for  cash. 
RTS'  board  okayed  a  $2  million  loan 
to  one  of  McKinney's  oil  operations  in 
November  1982.  One  bank  director 
says  that  the  loan  was  approved  in  the 
afternoon  and  funded  the  next  morn- 
ing; the  board  never  verified  whether 
the  assets  pledged  were  good. 

McKinney  believed  in  sharing  the 
wealth.  There  were  new  Cadillacs, 
Mercedes  and  other  fancy  cars  every 
year  for  the  senior  management  of  the 
insurance  companies  and  the  banks. 
Raises  were  generous,  even  toward 
the  end.  The  top  executives  of  the  two 
trust  companies  received  $10,000 
apiece  five  months  before  the  compa- 
nies filed  for  bankruptcy  in  1984.  And 


McKinney's  Lord  Jim  and  its  well-appointed  lounge 

He  bought  everything,  including  this  yacht  (featured,  in  Architectural 

Digest;  on  credit.  It  has  since  been  repossessed  by  his  creditors. 


surance  companies  were  ordered  by 
state  regulators  in  1981  to  cease  cer- 
tain self-dealing  practices.  McKinney 
also  agreed  to  clear  salary  increases 
with  the  insurance  commission. 

If  oil  prices  had  stayed  high,  McKin- 
ney might  have  stayed  out  of  trouble. 
But  by  mid- 1982,  when  the  infamous 
Penn  Square  Bank  in  Oklahoma  City 
'Was  collapsing,  outside  funds  for 
McKinney's  oil  operations  evaporat- 
ed. With  debt  service  running  at  least 
$1.2  million  a  month,  the  rigs  barely 


McKinney  could  be  charming.  "He 
told  me  I  was  a  genius,"  says  Dwight 
Pilgrim,  McKinney's  executive  assis- 
tant. Pilgrim  has  been  named  in  two 
lawsuits  and  says  he  may  have  to  file 
for  personal  bankruptcy. 

But  RFC  showed  signs  of  trouble  as 
far  back  as  1982,  when  the  loan  com- 
pany switched  auditors.  That  year,  ac- 
cording to  an  examination  by  the 
Oklahoma  Securities  Commission, 
nearly  a  third  of  the  $36  million  of 
assets  in  RFC's  high-yield,  high-risk 


loan  portfolio  had  stopped  collecting 
interest.  The  annual  report  recorded 
just  $3  million  in  nonaccrual  loans. 
Why  didn't  Peat  Marwick  qualify  its 
audit?  "We  believe  our  opinion  was 
correct  based  on  the  information  we 
had  at  the  time,"  says  Peat  Marwick's 
Wayne  Garrison,  who  handled  the  ac- 
count in  Tulsa. 

McKinney  didn't  live  like  a  man  on 
the  edge.  In  1983  he  took  out  a  $1 
million  mortgage  for  a  new  condo  and 
spent  more  than  $500,000  redecorat- 
ing it.  In  1983  McKinney  also  bor- 
rowed about  $650,000  to  buy  an  80- 
foot  yacht,  the  Lord  Jim. 

Then  McKinney's  world  began  to 
fall  apart.  On  May  25,  1983  Glenn 
Prichard,  the  lawyer  who  helped  cre- 
ate McKinney's  empire  and  remained 
his    only    confidant,    vanished.    Six 


months  later  the  Fed,  concerned  that 
activities  at  RFC  and  RTS  jeopardized 
the  FDIC-insured  Republic  Bank  & 
Trust,  ordered  McKinney  to  break  up 
the  holding  company. 

In  March  1984  state  insurance  ex- 
aminers returned  for  a  triennial  exr 
amination.  "McKinney  had  violated 
virtually  every  tenet  of  the  consent 
agreement  he  signed  in  1981,"  says 
Johnny  Payne,  the  examiner.  McKin- 
ney had,  for  example,  improperly 
raised  his  salary  in  October  1982  by 
50%,  to  $180,000.  Worse,  Payne 
found  that  $1.3  million  of  the  insur- 
ance companies'  $4  million  assets — 
virtually  all  from  insider  deals — had 
to  be  written  off. 

While  the  insurance  exam  was  un- 
der way,  police  discovered  Prichard's 
body,  manacled  hand  and  foot,  and 
shot.  There  is  as  yet  no  suggestion 
that  the  murder  had  anything  to  do 
with  McKinney's  empire,  and  no  one 
has  been  charged. 

Last   June    the    Fed    turned   down 
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Choosing  a  computer  company  isn't  easy. 

To  help  you  decide,  we  suggest  you  picture  the  day  a  computer 
or  office  system  arrives  in  your  office. 

When  you  open  a  box  from  IBM,  you'll  discover  that  you  get 
more  than  simply  the  product  inside. 

Ibu  get  the  flexibility  your  business  needs  to  grow  and  to 
change,  supported  by  IBM's  many  product  and  programming 
solutions.  You  get  access  to  fast  and  reliable  service  provided 
by  IBM's  experienced  and  widely  skilled  professionals. 


There's  a  prize  in  every  box. 


You  can  get  the  assistance  of  IBM's  customer  education 
Drograms,  including  seminars  and  customer  centers.  And  if  you 
leed  new  applications,  IBM  can  work  with  you. 

You  also  get  the  benefits  of  IBM's  long  commitment  to  product 
ind  technological  leadership. 

Whether  the  IBM  product  you  buy  comes  in  a  big  box  or  a 

;mall  one,  you  get  all  of  these  things  and  more.  They're  all  part  of 

he  IBM  difference  and  they  can  make  a  difference  for  you  or  your 
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therarebird. 

Capture  the  goose  that  lays  the  golden  egg. 

In  South  Carolina. 

Unique  technical  training  centers, 
abundant  energy,  major  market  access  and 
good  transportation  all  help  South  Carolina 
maintain  a  high  level  of  productivity. 

Ours  are  also  among  the  lowest  work 
stoppage  and  business  failure  rates  in 
America. 

Our  goose  that  lays  the  golden  egg  is  not 
only  rare,  but  reliable.  And  her  eggs  are  solid 
gold  —  not  just  empty  promises. 

South  Carolina.  Where  the  rare  bird 
thrives. 


r^ 


South  Carolina 


Director,  South  Carolina  State  Development  Board, 

P.O.  Box 927,  Suite 301  C,  Columbia,  S.C.  29202, 

(803)  758-3145  TWX  810-666-2628. 
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McKinney's  proposal  for  reorganizing 
his  holding  company.  Three  weeks 
later,  without  the  Fed's  approval, 
McKinney  executed  a  seven-step  di- 
vestiture, cutting  off  RFC's  and  RTS' 
credit  lines  at  the  FDIC-insured  unit. 
That  left  these  uninsured  operations 
"adrift  in  a  leaky  boat,"  according  to 
Michael  Freeman,  a  lawyer  represent- 
ing creditors.  The  shuffle  seems  to 
have  enabled  McKinney  to  pull  as 
much  as  $2  million  out  of  the  empire, 
says  Natalie  Shirley,  a  lawyer  at  the 
Oklahoma  Securities  Commission. 

In  August  an  article  in  the  Tulsa 
Tribune  said  that  federal  regulators 
were  investigating  a  charge  that 
McKinney  kited  $2.6  million  in  bad 
checks. 

Three  weeks  later,  Peat  Marwick's 


"If  Wes  had  been  a 
preacher  on  TV  he  would 
have  been  able  to  get  a  lot 
of  little  old  ladies  to  empty 
their  pockets  for  him," 
says  Ansil  Ludwick,  one  of 
many  former  employees 
who  lost  money  investing  in 
a  McKinney  venture  that 
failed. 


concerns  over  the  divestiture  came  to 
a  head.  The  auditors  started  question- 
ing all  the  numbers  they  had  received 
from  RFC.  (It  turned  out,  according  to 
the  Oklahoma  Securities  Commis- 
sion, that  though  RFC  claimed  a  net 
worth  of  $4  million  at  the  end  of  June 
it  was  actually  insolvent.)  The  audi- 
tors quit  the  account  and  pulled  their 
certifications  from  previous  audits. 

In  September,  not  long  after  McKin- 
ney left  town,  RTS  and  RFC  declared 
bankruptcy.  It  is  unclear  how  much 
depositors  will  recover  of  their  $60 
million  in  uninsured  deposits. 

Now  that  the  structure  was  crum- 
bling, it  became  clear  how  little  had 
held  it  together.  InterFirst  had  a  lien 
on  stock  in  the  bank  holding  com- 
pany; the  stock  turned  out  to  be 
worthless,  partly  because  McKinney 
had  pledged  the  stock  of  Republic 
Bank  &  Trust  as  collateral  to  Irving 
Trust.  The  insurance  companies  went 
into  receivership  on  Oct.  1  and  were 
sold  in  February.  Petra  and  its  affili- 
ates declared  bankruptcy  in  January. 
When  InterFirst  repossessed  the  rigs  it 
had  financed,  they  were  worth  less 
than  20  cents  on  the  dollar. 

"We  had  a  meeting  with  the  credi- 
tors, and  they  wanted  to  know  where 
Wes  went  with  their  money,"  says 
Dwight  Pilgrim.  Wes  may  yet  turn  up, 
but  the  money?  ■ 
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I  didn't  want  to  get  into  details, 

so  I  said,  "The  way  Arthur  Y)ung 

did  our  tax  planning  seemed  like  it 

bwas  their  money  they  were  saving, 

not  ours."  He  still... 


. . .  pressed  me  further.  He  was 
digging  for  some  secret 
techniques. 

"But  Jim,  surely  with  Arthur 
Young  involved  there's  a  lot 
more  brewing  than  that." 

The  brewing  reference  was  a 
pun  on  my  business  —  coffee. 
We  import  it  here  in  the  states. 

I  finally  broke  down  and 
dKk  told  him  more. 
^^         I  explained  how  Arthur 
Young  advised  me  in  a 
number  of  areas.  Every- 
thing from  inventory  to 
leasing  to  compensation. 
Zach  continued  to 
press.  "Yeah,  but  how 
did  they  get  to  know  the 
nitty-gritty,  the  . . ." 
Before  he  could 
finish,  I 
interrupted 
him.  "By  liv- 
ing the  coffee 
business! 
The  Arthur 
Young  people 
really 


got  to  know  our  people,  even  the 
guys  on  the  docks." 

"But ..."  I  interrupted  him 
again,  "That's  what  I've  been 
trying  to  tell  you  from  the  start." 

"The  key  isn't  special  tech- 
niques or  tricks.  It's  the  way 
Arthur  Young  gets  personally 
involved  with  your  business. 
Sometimes  they  take  it  as  per- 
sonally as  you  do." 

He  said  he  understood.  I 
wasn't  sure  I  believed  it.  A 

week  later  he  called  fishing 
for  more  information  about 
Arthur  Young.  Now  I  believe  it. 

A 

If  you  would  like  help  with 
your  tax  planning  or  informa- 
tion about  our  other 
services,  call  us  at 
800-621-6494. 
Arthur  Young.  Personal 
advisors  to  business.  Account- 
ing, auditing,  tax,  financial  and 
management  consulting. 
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We  take  business  personally. 
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The  Up  &  Comers 


General  Bindings   exciting  screwup   in 
computers  taught  it  an  important  lesson. 


A  farewell 
to  puberty 


By  Jay  McCormick 


T|  ry  getting  excited  over  paper 
shredders  and  laminates  for  ID 
cards  and  maybe  you  will  under- 
stand what  drove  Northbrook,  111.- 
based  General  Binding 
Corp.  into  an  ill-fated 
computer  venture  a  few 
years  back.  Notebooks 
and  multicolored  plastic 
report  covers  were  never 
really  bad  business  for 
General.  But  in  the  reces- 
sion of  1981,  earnings  fell 
and  the  $150  million  com- 
pany looked  around  for 
something  hot. 

It  was  the  pre-IBM  PC 
era,  so  General  Binding 
figured  that  it  could  ped- 
dle someone  else's  micro- 
computer hardware 
through  its  distribution 
system  and  make  a  kill- 
ing. Nothing  was  hotter 
then  than  computers.  But 
General  Binding  got 
burned. 

Flirting  with  computers 
socked  General  Binding 
with  $6.4  million  in 
writeoffs.  It  also  wound 
up  costing  the  Lane  fam- 
ily, which  controls  57%  of 
General  Binding's  shares, 
more  than  $39  million  in 
paper  losses  as  the  stock 
fell  from  22  a  share  in 
1980  to  under  8  by  the 
time  it  bailed  out  of  corn- 


ban  Chicago  banks  and  real  estate 
holdings,  so  much  that  he  welcomed 
the  resignation  of  John  Preschlack, 
the  CEO  who  suggested  the  computer 
gambit — even  though,  in  1981,  Lane 
and  other  executives  were  all  for  the 


puters  a  year  ago. 

That  displeased  Wil- 
liam Lane  III,  head  of  the 
family's  fiefdom  of  subur- 


Rudolph  Grua.  Cioieral  Binding  president 
Boring  is  beautiful  again. 


idea.  Back  then  most  of  General  Bind- 
ing's sales  resulted  from  door-to-door 
company  visits  by  salesmen.  For  ev- 
ery sales  call  that  sold  a  $1,000  bind- 
ing machine,  a  salesman  wasted  lots 
of  time  for  a  penny-ante  payoff,  like  a 
$20  order  for  plastic  bindings.  Why 
not  give  the  sales  force  more  high- 
ticket  merchandise,  like  computers? 
That  might  make  direct  selling  really 
rewarding.  Besides,  since  all  of  Gener- 
al Binding's  core  products  depended 
on  paper,  selling  computers  seemed 
like  a  good  hedge  against  the  arrival  of 
the  "paperless  office." 

What's  more,  it  looked  like  an  inex- 
pensive ploy.  General  Binding  bought 
the  computer  hardware  and  software 
from  other  manufacturers  and  soldi 
the  bundled  systems  under  the  GBC 
label.  No  product  development  costs, 
no  manufacturing  startup  costs.  Inr 
1981,  don't  forget,  the  small  business 
computer  market  was  wide  open.  The 
IBM  PC  was  introduced  in  August 
1981  but  wasn't  a  megahir 
for  about  a  year. 

Looking  back  on  it, 
Preschlack,  now  CEO  of  a 
small  maker  of  printing 
supplies,  is  philosophical:! 
"IBM  had  such  an  impact 
on  the  market  that  they 
made  it  difficult  for  any- 
one else  selling  micros." 
That's  putting  it  mildly. 
General  Binding  sold  few- 
er than  500  microcom- 
puter systems,  worth  $3.5 
million  in  total,  in  1983. 
Worse,  its  salesmen  ig-: 
nored  General's  tried-and-; 
true  core  products  while 
they  tried  to  master  mi-i 
crocomputers.  Company 
earnings  fell  to  $236,000 
on  sales  of  $145.7  million 
in  1983,  from  earnings  of 
$7.5  million  on  sales  of 
$149.6  million  in  1981. 

What  now?  It  didn't 
take  a  genius  to  see  that  a 
back-to-basics  approach 
could  turn  the  company 
around,  says  Rudolph 
Grua,  56,  former  president 
of  Dictaphone  Corp.'s  big- 
gest division,  who  re- 
placed Preschlack  last 
May.  "It  seemed  to  met 
that  these  core  products 
could  be  juiced  up  to  high- 
er sales  levels,"  he  says. 
So  Grua  moved  fast  to  de- 
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velop  line  extensions:  He  plans  to 
double  1984's  $1.4  million  research 
and  development  budget  this  year  to 
find  new  uses  for  lamination  and 
more  efficient  paper  shredders. 

Sure,  computers  have  taken  hold  in 
offices.  But  there  will  always  be  a 
need  for  paper  and  General  Binding's 
product  line,  says  Lane.  "We  think 
the  paperless  office  is  about  as  immi- 
nent a  hazard  as  the  paperless  toilet." 

Take  laminates,  which  are  used  for 
everything  from  protecting  executive 
reports  to  sealing  ID  cards  and  drivers' 
licenses  in  some  states.  Grua  loves 
laminates.  "In  the  banana  republics, 
every  time  there  is  a  new  administra- 
tion, they  run  around  and  photo-ID 
everybody  again.  And  there  was  legis- 
lation passed  in  China  about  six 
months  ago  that  they're  going  to 
photo-ID  the  entire  Chinese  popula- 
tion. This  laminating  business  is  just 
a  tiger  we've  got  by  the  tail,  and  it's 
going  in  9,000  directions  at  once,"  he 
says.  With  a  big  assist  from  Polaroid's 
photo-ID  process,  the  laminates  busi- 
ness could  grow  30%  this  year,  from 
$40  million  in  1984,  keeping  General 
the  dominant  laminator. 

Grua  is  just  as  bullish  on  paper 
shredders.  Yes,  General  Binding  has 
lost  market  share  to  foreign  competi- 
tors whose  products  are  discounted  by 
the  strong  dollar.  Japanese  and  Euro- 
pean manufacturers,  selling  through 
domestic  distributors  like  the  Wilson 
Jones  unit  of  American  Brands,  Inc., 
stripped  General's  share  from  50%  a 
few  years  ago  to  20%  today.  Since 
imports  have  taken  over  the  under- 
$500  market,  General  Binding  con- 
centrates on  the  over-$  1,000  market. 

Grua  also  is  pushing  catalog  and 
telemarketing  programs  that  help 
with  low-price  supplies.  That  allows 
salesmen  to  concentrate  on  more  ex- 
pensive hardware  like  laminating  ma- 
chines ($395  to  $1,949)  and  binding 
machines  ($849  to  $2,895). 

Boring  is  beautiful  again.  Good  old 
laminates  and  plastic  bindings  now 
account  for  70%  of  General  Binding's 
sales  and,  analysts  figure,  will  propel 
the  company  to  15% -plus  earnings 
growth  for  the  next  several  years. 
General  Binding's  1984  sales  rose 
13%,  to  about  $165  million,  while  net 
earnings  shot  up  to  about  $6.4  million 
from  near  break-even  in  1983.  The 
company's  net  margin  is  closing  in  on 
the  industry  average  of  5% .  The  stock 
is  up  to  14. 

Best  of  all,  General  Binding's  con- 
fused stab  at  the  computer  market  is 
behind  it.  Confesses  the  41-year-old 
Lane:  "I  feel  like  I'm  a  kid  looking 
over  my  shoulder  at  puberty  and  say- 
ing, 'Jesus,  I'm  glad  it's  over.'  " 


Charles  Kaiser  of  Panne/1  Keir  Forster 

"The  Big  Eight  can  just  go  in  and  buy  jobs,"  says  a  PKF  partner. 
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The  Up  &  Comers 


Stars 


Under  pressure  from  above  and  below,  accounting 
firm  Pannell  Kerr  Forster  must  grow  or  perish. 

Life  in 
the  fast  ledger 


W'  alk  into  the  administrative  of- 
fices of  accounting  firm  Pannell 
Kerr  Forster,  just  off  the  freeway  a  few 
miles  away  from  the  Houston  airport, 
and  the  first  thing  you  notice  is  the 
pink  walls. 

"Salmon-colored,"  explains  Chief 
Executive  Charles  Kaiser,  51.  "We're 
very  proud  of  our  salmon-colored 
walls.  You  won't  find  those  in  any 
other  accounting  firm." 

Give  him  half  a  chance  and  Kaiser 
will  tell  you  hundreds  of  other  ways 
in  which  his  firm  is  different  from  any 
other.  But  while  some  of  them  sound 
like  marketing  hype,  PKF's  recent  rec- 
ord is  convincing.  PKF's  revenues 
have  grown  from  $35  million  in  1981 
to  $64  million  in  1984,  making  it  15th 
largest  in  the  business. 

What's  a  nice  second-tier  account- 
ing firm  doing  behaving  like  an  Up  & 
Comer?  Although  Kaiser  would  deny 
it,  the  firm  has  no  choice  but  to  grow 
as  quickly  as  possible.  Gone  are  the 
days  when  the  Big  Eight  accounting 
firms    stuck    almost    exclusively    to 


Forbes  500  companies,  leaving  small 
and  medium-size  companies  to  out- 
fits like  PKF. 

The  major  leagues  have  become  so 
competitive  that  the  Big  Eight  are  go- 
ing after  "emerging  businesses,"  i.e., 
PKF  clients.  And  PKF's  tax  and  con- 
sulting practices  have  run  into  com- 
petition not  only  from  Big  Eight  ac- 
counting firms  but  also  from  law 
firms  and  consultants. 

"The  Big  Eight  can  just  go  in  and 
buy  jobs,"  claims  Sheldon  Epstein, 
PKF's  partner  in  charge  of  the  Mid- 
west. "We  had  a  big  specialty  retail 
chain,  for  example.  And  a  Big  Eight 
firm  was  able  to  acquire  that  job  by 
going  in  much  cheaper  than  we  could. 
They  specifically  told  the  client  they 
were  doing  that  because  they  wanted 
a  toehold  in  his  market." 

PKF's  strategy:  If  you  can't  compete 
with  the  Big  Eight,  keep  out  of  the 
way.  So  PKF  is  sticking  to  its  knit- 
ting— privately  held  companies  doing 
$5  million  to  $25  million  a  year.  To 
some  extent,  it's  been  forced  into  that 


FORBES,  MARCH  11,  1985 


109 


■  Ill 

1  TTT71-    ■ 

/ 1 

m\ 

4      laPi 

W  11 

ml 

(tu 

Mk 

£Hk        4flk 

j  HP  :  :4-      /     "\- 

In  Tokyo, 
one  hotels  guest 
register  reads 
like  aWho's  Who 
in  the  world  of 
business  and  finance. 

\^y  f\     Z^^C^Z^  Tokyo,  Japan 
In  a  class  by  itself 

Iwajiro  Noda,  Chairman  Emeritus 
Tatsuro  Goto,  President  &.  General  Manager 

Host  to  chiefs  of  state,  financial  leaders  and  executive  travelers  from  around  the  world. 
Hotel  Okura  is  conveniently  located  adjacent  to  the  American  Embassy. 

oneofcTh^Jeadin^Hotels  ofthefWorld® 

See  your  travel  agent  or  our  hotel  representatives: 

The  Leading  Hotels  of  the  World  Tel:  800-223-6800  Toll  Free,  212-838-3110  Collect 

R.F.  Warner,  Inc.  Tel:  800-223  6148  Toll  Free,  212-661-3210 

J.A.  Tetley  Co.  Tel:  800-421-0000  Toll  Free,  213-388-1151 
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position  by  a  Big  Eight  intangible  it 
can't  match:  prestige. 

Meanwhile,  of  course,  there's  lots 
of  competition  from  other  second-tier 
firms.  Laventhol  &  Horwath,  for  ex- 
ample, is  PKF's  biggest  competitor  in 
its  primary  field — the  hospitality 
business,  which  accounts  for  a  third 
of  PKF  revenues.  But  the  partners  at 
L&.H  are  attempting  to  compete  head- 
on  with  the  Big  Eight. 

This  can  be  dangerous.  A  few  years 
ago,  for  example,  Denver-based  Fox  & 
Co.  was  one  of  the  fastest-growing 
accounting  firms  around,  largely 
through  rapid  mergers.  But  then  a  se- 
ries of  audit  disasters  struck — and 
Fox'  strategy  backfired.  In  the  next 


"A  Big  Eight  firm  was  able 
to  acquire  that  job  by  going 
in  much  cheaper  than  we 
could.  .  .  .  They  wanted  a 
toehold  in  his  market." 


few  months  Fox  will  probably  merge 
into  Chicago-based  Alexander  Grant. 
Fox'  misfortunes  are  an  obvious  warn- 
ing of  the  hazards  of  excessively  rapid 
growth. 

That's  why  PKF  is  sticking  to  pri- 
vate companies,  where  it  feels  it  has 
some  advantage.  "Big  Eight  firms  gear 
their  audit  techniques,  their  tax  tech- 
niques and  all  their  professionalism 
toward  their  biggest  clients,"  says 
PKF's  Epstein.  "So  whatever  steps 
they  go  through  with  a  General  Mo- 
tors, they  also  go  through  with  a  cli- 
ent doing  $5  million  a  year.  So  the  fee 
structure  is  very  high,  overburdened 
with  layers  of  review." 

PKF  partners  also  stress  their  rela- 
tive autonomy. 

In  the  meantime,  Kaiser  keeps 
fighting  what  he  calls  an  "audit  men- 
tality" that  he  feels  has  held  the  firm 
back  from  actively  pursuing  business 
in  years  past.  "After  the  Second  World 
War,"  he  says,  "there  was  a  reemer- 
gence  of  the  capital  markets,  and  pub- 
lic companies  became  the  way  of  the 
future.  But  we  didn't  go  after  them.  In 
the  1940s  firms  like  Peat  Marwick 
and  Touche  Ross  had  less  partner 
earnings  than  we,"  claims  Kaiser. 
"But  they  adjusted  to  the  reemer- 
gence  of  the  capital  markets.  We 
didn't." 

In  1973,  when  Kaiser  was  elected 
managing  partner  at  39,  the  fur  really 
began  to  fly  at  PKF.  "We  had  a  part- 
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Ladeez  an  gentlemen,  in  this  corner  the  1985 
copiers  that  go  the  distance:  The  new  contenders 
from  Pitney  Bowes!  With  sorting,  stacking,  auto- 
matic duplexing,  automatic  paper  size  selection, 
automatic  reducing/enlarging  for  jobs  big  and 
small.  Best  of  all,  the  new  contenders  are  all 
backed  by  a  nationwide  service  system  that  works 
to  keep  these  great  copiers  in  great  shape 
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To  find  out  firsthand  the  kind  of  stuff  these  copiers 
have,  call  toll-free  anytime  for  a  free  demonstration, 
1-800-MR.  BOWES  ext.  20  (1-800-672-6937  ext.  20). 
Or  write  Pitney  Bowes,  1729C  Crosby  Street, 
Stamford,  Connecticut  06926-0700. 

So  whether  you've  got  a  big  job  or  a  little 
job,  Pitney  Bowes  has  a  copier  that's  about 
the  size  of  it. 


PITNEY  BOWES  COPIERS,  THE  NEW  CONTENDERS 

Over  700  sales  and  service  points  throughout  the  U.S.  and  Canada.  Mailing,  Shipping,  Dictating  and  Facsimile  Systems,  Copiers,  Business  Forms  and  Office  Supplies. 
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nership  agreement  that  functioned 
like  a  men's  club,"  says  Kaiser. 
"When  a  partner  retired,  his  units 
were  redistributed  to  the  remaining 
partners  in  proportion  to  the  units 
they  already  held.  So  there  was  no 
incentive."  Kaiser  changed  all  that. 
Under  the  new  arrangement,  shares  in 
the  company — and  thus  income — are 
distributed  on  a  merit  basis;  the  better 
your  individual  office  did  the  previous 
year,  the  greater  your  share  in  the  firm 
and  its  profits. 

Kaiser  has  also  been  forced  to  offer 
specialized  services  just  like  the  Big 
Eight  to  protect  his  client  base.  That 
means  a  new  Washington  tax  office 
and  the  new  centralized  administra- 
tive offices  in  Houston. 

Of  course,  all  of  this  costs  money. 
PKF  partners  now  make  an  average  of 
$100,000  apiece.  L&H  partners  make 
about  40%  more.  The  difference  is 
going  back  into  the  firm,  and  Kaiser 
keeps  reassuring  partners  that  it's  just 
a  capital  investment;  they  will  see  it 
coming  back  some  day. 

As  long  as  Kaiser  keeps  struggling 
to  modernize  and  strengthen  PKF, 
he'll  continue  to  run  the  firm.  Unless, 
of  course,  PKF  is  acquired.  "We  are 
approached  annually  by  Laventhol  & 
Horwath  to  merge  with  them,"  says 
Kaiser.  While  Kaiser  can't  rule  out  the 
possibility,  he  denies  PKF  is  really 
interested.  "Look  at  it  this  way,"  he 
says.  "If  everybody  bigger  than  us 
merged,  that  would  be  great:  We'd  be 
number  two." — Richard  Greene 

The  Up  &  Comers 


Dealmakers 


Why  blue-blooded  invest- 
ment banks  are  wooing 
small  technology  firms. 

What's  in 
a  name? 


Question:  What  do  Lam  Research, 
General  Electric  and  Ford  Motor 
have  in  common?  Answer:  They  all 
use  the  same  investment  banker — 
Goldman,  Sachs  &.  Co.  Lam  is  small 
($19.1  million  sales),  but  it's  not  stu- 
pid. When  the  Fremont,  Calif,  manu- 
facturer of  plasma  etch  semiconduc- 
tor equipment  had  the  chance  to  let 
Goldman,  Sachs  lead-underwrite  its 


The  heavy  hitters 

in  IPOs 

Domestic    initial    public    offerings    for    13 
months   by   ten  big  New  York   investment 
banks  and  the  "Four  Horsemen"  of  new  issues. 

Lead  underwriter 

Capital 

raised* 

(millions) 

Number 
of  issues 

Weighted  avg 

price  change 

since  offetingt 

Merrill  Lynch 

$566 

18 

16% 

Shearson  Lehman 

293 

8 

28 

First  Boston 

229 

5 

28 

Goldman,  Sachs 

155 

7 

19 

Drexel  Burnham 

152 

13 

16 

Morgan  Stanley 

144 

5 

55 

Paine  Webber 

109 

10 

42 

Dean  Witter 

109 

8 

-6 

Kidder,  Peabody 

79 

8 

-1 

Bear,  Stearns 

79 

7 

7 

Alex.  Brown 

127 

5 

45 

LF  Rothschild 

81 

6 

21 

Hambrecht  &  Quist 

26 

3 

27 

Robertson,  Colman 

24 

2 

55 

'Initial  public  offerings,  Jan.l,  1984  to  Jan.  31, 
tPrices  on  2/8/85. 

Source  Securities  Data  Co 

1985. 
CompuServe 

tiny  $19.5  million  issue  last  May,  it 
jumped.  Hambrecht  &  Quist,  the  first 
choice  of  a  lot  of  Up  &  Comers,  was 
relegated  to  the  number  two  spot. 

It  isn't  every  day  that  Goldman, 
Sachs  spends  time  courting  the  likes 
of  Lam  Research.  Big  investment  un- 
derwriters normally  enter  the  cyclical 
new-issues  market  only  when  it's  red- 
hot.  Such  fair-weather  profiteering  is 
often  born  of  inexperience, 
the  kind  that  burned  some 
of  the  big  boys  during  the 
last  bull  market  for  new  is- 
sues, in  1983.  Fortune  Sys- 
tems, underwritten  in  1983 
by  First  Boston,  was  recent- 
ly down  88%  from  its  initial 
price.  Even  staid  Morgan 
Stanley  flubbed  on  Activi- 
sion,  which  was  down  90% 
from  the  offering. 

"If  one  out  of  every  three 
deals  is  hurting  the  reputa- 
tion of  your  firm,  how  long 
can  you  stay  in?"  says  Bill 
Comfort,  head  of  Citicorp's 
venture  capital  subsidiary. 

But  the  market  faded  last  year,  and 
the  big  Wall  Street  firms  are  still  hus- 
tling up  new-issues  business.  "Amaz- 
ingly, they  haven't  lost  heart,"  says 
Sandy  Robertson  of  Robertson,  Col- 
man &  Stephens,  a  regional  under- 
writer in  San  Francisco.  Why? 

The  big  investment  banks  haven't 
lost  heart  because  they  can't  afford  to, 
with  the  prospect  of  shrinking  profit 


growth  in  traditional  cor- 
porate finance.  Now  their 
determination  may  be 
paying  off.  Last  year  they 
raised  far  more  capital 
than  the  small  regional  in- 
vestment banks — known 
as  the  Four  Horsemen — 
that  used  to  dominate 
new  issues:  Hambrecht  & 
Quist  and  Robertson,  Col- 
man &  Stephens  in  San 
Francisco;  L.F.  Roth- 
schild, Unterberg,  Tow- 
bin  in  New  York;  and 
Alex.  Brown  &  Sons  in 
Baltimore. 

Morgan  Stanley's  1984 
new  domestic  underwrit- 
ings  are  up  a  whopping 
55%,  and  Paine  Webber's 
are  up "  42%  (see  table). 
Alex.  Brown's  $127  mil- 
lion in  initial  public  offer- 
ings (IPOs)  are  up  45%, 
but  generally  the  region- 
als  underwrote  only  a 
handful  of  new  issues. 
The  market  rally  has  dra- 
matically helped  their 
stocks:  L.F.  Rothschild's 
new  issues,  down  an  embarrassing 
18%  in  late  January,  are  now  up  21%. 
The  Four  Horsemen  haven't  entire- 
ly lost  their  touch,  of  course.  But  late- 
ly they're  often  being  paired  with  big- 
ger underwriters,  as  in  the  Lam  Re- 
search deal.  "More  and  more,  you're 
seeing  companies  going  public  that 
want  both  a  big  Wall  Street  firm  and  a 
regional"  underwriting  their  stock, 
says  Edward  Mathias,  presi- 
dent of  the  T.  Rowe  Price 
New  Horizons  Fund. 

The  weapon  the  big  firms 
are  using  to  clean  up  in  new 
issues  is  hardly  more  than 
their  name.  That  may  not 
sound  like  much,  but  repu- 
tation counts  for  a  lot  in  this 
ephemeral  market.  Big 
names  can  induce  institu- 
tional investors  to  cough  up 
capital,  even  in  a  down  mar- 
ket. "There  was  nobody  we 
didn't  bring  out  because  of 
the  market,"  boasts  Carter 
McClelland,  Morgan  Stan- 
ley managing  director. 
Prestige  was  on  the  mind  of  Tom 
Bruggere,  president  of  Mentor  Graph- 
ics, when  he  picked  Morgan  to  handle 
his  IPO.  "The  fact  that  our  underwrit- 
er did  British  Telecom  carried  across 
very  well  [with  customers],"  he  says; 
this  was  particularly  so  in  Japan, 
"which  is  very  prestige-oriented." 

Besides  a  big  name,  can  the  big- 
name   firms   offer   the   entrepreneur 
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Two  dependable  air  serviccsJhat  help  American  business 
meet  the  Challenge  of  time  and  money. 

When  time  and  money  are  critical,  I  ■■■■MHKSvai^ '  ^&m 

S  Next  Day  Air  offers  morning  delivery  '"pr*  *^*  j** 

9re  vol/  need  it  dIus  savinns  nf  un  tn  £&■£&* 


pre  you  need  it  plus  savings  of  up  to 
\/o  compared  to  other  overnight  air 
\very  companies. 

J  For  shipments  that  don't  have  overnight 
ency  UPS  2nd  Day  Air  is  the  only  air 
Vice  that  delivers  door-to-door  to  every 
j/ress  coast  to  coast  in  two  business 
p.  You  save  up  to  70%  compared  to 
er  overnight  air  delivery  companies  and 
/package  remains  in  the  trusted  hands 
\IPS  all  the  way 

\Both  services  are  backed  by  the  77-year 
5  history  of  unmatched  dependability 
That's  why  for  speed,  economy  and 
ice  of  mind  when  you  ship  by  air,  UPS 
hns  getting  it  there. 

ted  Parcel  Service  ol  America  Inc  ,  1984 


lira 


IB 

The  Mercedes-Benz  300  D  Sedan,  300  TD  Station  Wigon  and  300  CD  Coupe,  with  their  Turbodiesel  performance,  the) 


The  Mercedes-Benz 

Turbodiesels  for  1985: 
still  the  most  powerful 

line  of  diesels 
sold  in  America. 


THE  MERCEDES-BENZ  300  D 
Sedan,  300TD  Station  Wagon  and 
300  CD  Coupe  represent  three 
variations  on  a  radical  theme:  the 
idea  that  dramatic  over-the-road 
performance  can  be  blended 
with  diesel  efficiency  and 
stamina. 

The  idea  works.  These, 
Mercedes-Benz  Turbodiesels 
mote.  With  accelerative  energy 
arid  cruising  ease  worthy  of  gas- 
oline-powered cars.  With  power 
enough  to  flatten  hills  and  make 
quick  work  of  sudden  passing 
maneuvers. 

TURBODIESEL  POWER, 
DIESEL  DURABILITY 

Yet  consider  the  bottom  line.  The 
Turbodiesel  you  will  be  living 
with  and  maintaining  and  paying 
the  bills  for,  year  in  and  year  out, 
is  a  true-blue  diesel.  No  complex 

©1984  Mercedes-Benz  of  N.  A  ,  Inc.,  Montvale,  N.J. 


electrical  system.  No  conven- 
tional tune-ups.  A  durability  factor 
that  has  become  part  of  auto- 
motive folklore. 

The  key  to  the  Mercedes-Benz 
Turbodiesels'  performance  is  less 
die  turbo  than  the  diesel-ixs 
three-liter,  five-cylinder  engine. 

It  is  unique,  a  liigh  torque 
powerhouse  so  advanced  that  it 
even  oil-cools  its  own  pistons  as 
they  move. 

Turix)charging  any  engine 
boosts  its  power.  Turbocharging 
this  engine  boosts  its  power-by 
42  percent  in  models  sold  on  the 
Wist  Coast,  by  45  percent  in  mod- 
els sold  elsewhere. 

Many  makers  have  aped  the 
Turbodiesel  idea  since  Mercedes- 
Benz  pioneered  it  in  production 
automobiles  in  1978.  Scant  sur- 
prise that  no  maker  has  yet  aped 
the  Mercedes-Benz  Turbodiesels 


vivid  level  of  performance. 

The  Turbodiesels  rank  not  orr 
as  the  most  powerful  but  also  th 
most  iwied  line  of  diesels  sold 
North  America  today 

SEDAN,  STATION  WAGON ;, 
AND  COUPE 

The  four-door  300  D  Sedan  ac 
commodates  five  persons  and  a 
gaping  12-cu.-ft.  trunk  within  a 
wheelbase  of  just  110  inches, 
helping  lend  near  sports-sedan 
agility  to  this  familiy-sized 
automobile. 

"The  300 Ds  success  in  strikir 
a  balance  between  ride  comfor 
and  handling  response"  reports 
one  automotive  journal,  "is 
equalled  by  less  than  a  handful 
of  other  cars  in  the  world!' 

The  300TD  Station  Wagon 
interlaces  the  driving  pleasures 
a  Mercedes-Benz  with  the  work 
horse  utility  of  a  five-door  carry 
all.  Total  cargo  capacity  well 
exceeds  100  cu.  ft.  A  hydropnei 
matic  laeling  system  is  integral! 
with  the  rear  suspension,  to  he 
keep  the  vehicle  riding  on  an 
even  keel-whether  the  load  is 
heavy  or  light. 

EXOTIC,  YET  PRACTICAL] 

The  300CD  Coupe  is  the  work 
only  limited-production  two-pl 
two  diesel  touring  machine.  It  j 
on  a  taut  106.7-inch  wheelbase 
one  secret  of  its  quick-witted 


lity  Its  graceful  coupe  body- 
>rk,  sans  central  door  pillars, 
brmed  in  a  process  involving 
ensive  handworkmanship. 
e  300  CD  is  that  rarity  of 
ities,  an  automobile  both 
;hly  exotic  and  relentlessly 
ictical. 
Sedan  or  Station  VCagon  or 


Coupe,  Mercedes-Benz  Turbo- 
diesel  power  is  harmonized  with 
high  standards  of  performance 
in  every  sense  of  the  word. 

From  suspension  to  steering  to 
brakes,  every  Turbodiesel  is  engi- 
neered to  be  a  precision  driving 
instrument.  "There's  a  cornucopia 
of  driving  delights  atyour  disposal" 


concludes  Car  and Driver- 
suggesting  that  in  driving  pre- 
cision there  is  driving  pleasure. 

From  biomechanically  correct 
seats,  to  a  superb  automatic 
climate  control  system,  to  the 
dulling  of  the  outside  wind  noise 
to  an  almost  inaudible  murmur, 
remarkable  comfort  prevails. 
Virtually  every  useful  driving 
amenity  is  standard,  including  an 
uncannily  precise  electronic 
cruise-control  unit. 

Safety  precautions  are  re- 
markably comprehensive-both 
in  helping  avoid  trouble,  and  in 
protecting  the  occupants  should 
trouble  occur. 

MORE  THAN  POWER 

Ultimately,  the  Turbodiesels' 
appeal  extends  beyond  their  per- 
formance and  driving  pleasure. 
There  is  no  more  powerful  line 
of  diesels  sold  in  North  America- 
and  there  may  be  no  more 
versatile,  more  competent,  more 
timely  line  of  automobiles.  In 
North  America,  or  the  world. 


Engineered  like  no  other 
car  in  the  world 


SEE  YOUR  AUTHORIZED 
MERCEDES-BENZ  DEALER 
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In  the  music  business?      \ 
AT&T!  How?  With  our       \ 
people.  \ 

People  who  can  show 
record  companies  how  to  use 
our  AT&T  Long  Distance 
Network  to  fill  orders  from 
their  distributors  all  over 
the  country. 

Electronically. 

And  for  their  distributors 
to  place  those  orders  the  same 
way.  So,  in  the  store,  a  hot  record 
is  never  out  of  stock  and  the 
music  never  stops. 

At  AT&T  Communications 
our  people  are  thinking  about 
your  business  in  ways  you  never 
thought  of. 

We  can  help  improve  the  accu- 
racy of  the  orders  you  place  or  fill. 

And  the  time  it  takes  to  place  or  fill  them. 

We  can  help  you  get  instant  access  to 
inventory  information  so  you're  almost  never 
overstocked  or  understocked. 

The  fact  is  that  our  people  can  help  you  in 
your  business,  no  matter  what  kind  or  size  of 
business  you're  in. 

Account  teams  assigned  to  larger  businesses. 
i\  Or  Account  Reps  who  can  help  smaller 
businesses  over  the  telephone. 


''phey  can  help  you  \2 


a  full  range  of  long! 
distance  services  based  on  your  com 
pany's  needs,  including: 

AT&T  Long  Distance  Service  for  low-voh 
data  transfer  of  purchase  orders. 

AT&T  800  Service  for  a  toll-free  data  link 
with  customer  terminals. 

The  ACCUNET®  family  of  innovative  dig 
services  such  as  DATAPHONE®  Digital  Servk 
and  ACCUNET®  Packet  Service  to  address  yo 
more  sophisticated  distribution  system 
requirements. 

To  find  out  more  about  how  we're  thinkin 
about  your  business  in  ways  you  never  though 
of,  call  your  Account  Executive  at 
AT&T  Communications. 
Or  1800  222-0400. 
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anything  the  regionals  can't?  Not  new 
ways  of  financing,  says  Tom  Volpe, 
Hambrecht's  chief  operating  officer. 
"Our  companies  are  almost  invari- 
ably equity  financers,"  he  says.  "They 
don't  need  those  Byzantine  financings 
that  emanate  from  Wall  Street." 

The  same  goes  for  research,  where 
the  regionals  have  a  distinct  edge 
from  following  high-technology  com- 
panies for  years.  Alex.  Brown,  for  ex- 
ample, which  specializes  in  software 
research,  "has  done  a  better  job  of 
understanding  our  industry  than  any- 
body else,"  says  Larry  Wilson,  presi- 
dent of  Policy  Management  Systems, 
a  Columbia,  S.C.  producer  of  software 
for  property  and  casualty  insurers. 

But  give  the  big  houses  an  edge  in 
trading  muscle.  Take  a  fragile  com- 
pany like  Lam  public  and  rumors  are 
inevitable.  Twice  Goldman,  Sachs 
played  hero  and  defused  potentially 
damaging  rumors  about  the  com- 
pany's financial  health  by  dispatching 
(salesmen  to  put  nervous  institutional 
shareholders  at  ease.  Goldman  also 
Ibought  stock  sold  through  other  mar- 
ketmakers,  recalls  Tom  Nicoletti,  a 
grateful  Lam  founder.  The  stock  re- 
covered both  times  from  as  low  as  6% 
to  the  current  11%,  just  above  its  of- 
fering price  of  10. 

Why  are  firms  like  Goldman  mak- 
ing markets  in  thinly  traded  stocks? 
Mostly  to  hedge  against  competition 
in  the  big  corporate  finance  markets. 
Morgan  Stanley,  for  example,  got  a  lot 
friendlier  to  small  firms  when  the 
SEC  introduced  Rule  415 — the  "shelf 
rule."  By  allowing  entire  bond  issues 
to  be  bought  up  at  short  notice,  it 
shrank  profit  margins  for  investment 
aankers.  Compared  with  giants  like 
Salomon  Brothers,  Morgan  was  at  a 
:ompetitive  disadvantage  because  it 
iidn't  have  as  much  capital  to  risk. 
So,  to  drum  up  new  business,  it  began 
its  high-technology  effort. 

Others,  sensing  a  sea  change  in  the 
economy,  have  also  plunged  in.  "Our 
:raditional  clients  in  the  smokestack 
ndustries  are  net  capital  generators 
flow,  not  net  users,"  says  First  Boston 
Managing  Director  George  Weiksner. 
'In  the  last  five  years  over  40%  of 
lew  equity  capital  went  to  technolo- 
gy companies,  even  though  technolo- 
gy companies  are  only  20%  of  the 
narket  value  of  all  equities." 

But  Up  &.  Comers  should  be  careful 
when  the  big  boys  call.  "The  excite- 
ment on  their  side,  and  the  flattery 
:hey  bestow,  can  be  gone  tomorrow," 
»ays  Robert  Swanson,  whose  Linear 
Technology  Corp.  is  being  wooed  by 
nvestment  banks  for  its  first  under- 
writing. "If  you  hiccup,  they'll  all  dis- 
ippear."— Robert  McGough 


The  Up  &  Comers 


Ploys 


Phonograph  cartridge 
maker  Joe  Grado  loves  op- 
era more  than  money.  So 
he's  not . . . 

Facing  the 
music 


[anhattan-bom  Joseph  Grado  has 
rarely  been  one  to  hang  back 
when  opportunity  knocked.  At  16  he 
dropped  out  of  vocational  high  school, 
where  he  had  been  studying  to  be  a 
watchmaker,  and  went  to  work  for 
Tiffany  &  Co.  (no  less)  as  a  watch- 
maker. When  he  discovered  stereo 
sound  in  the  early  Fifties,  he  went  to 
Long  Island  City-based  audio  pioneer 
Saul  Marantz  to  help  him  improve  the 
sound  of  his  system.  Impressed  by 
Grado's  ear,  Marantz  sent  him  over  to 
Sherman  Fairchild's  floundering  hi-fi 
stereo  division.  With  that  kind  of  in- 
troduction Grado  promptly  landed  a 
job.  The  minute  he  came  up  with  a 
viable  product  idea,  Grado  went  out 
on  his  own,  scraping  together  $2,000 
to  produce  cartridges  he  designed.  A 
cartridge  picks  up  vibrations  from  the 
needle  and  converts  them  into  elec- 
tric impulses  that  are  then  transmit- 
ted to  the  rest  of  the  stereo.  In  1955  he 
opened  a  factory  in  Brooklyn  on  the 
site  of  his  Sicilian-born  father's  gro- 
cery store. 

Since  then  Grado  has  built  his  pri- 
vately owned  Grado  Laboratories 
from  $75,000  in  sales  its  first  year  to 
roughly  $4  million  last  year.  Joe 
Grado  may  not  be  Akio  Morita  of 
Sony,  but  his  little  company  has  never 
had  an  unprofitable  year,  and  it  allows 
him  to  indulge  his  own  musical 
tastes,  which  run  to  singing  Verdi  and 
making  violins.  These  days  he  puts  in 
only  a  few  hours  a  month  at  his 
Brooklyn  plant. 

But  now,  at  60,  Grado  has  a  prob- 
lem, like  the  rest  of  the  audio  busi- 
ness. Since  1980  total  sales  of  separate 
audio  component  hardware,  such  as 
turntables  and  receivers,  have  stag- 
nated. That  has  driven  some  specialty 
companies,  like  headphone  manufac- 
turer Koss,  into  Chapter  11.  Sales  of 
cartridges  have  fallen  from  an  esti- 
mated $88.5  million  in  1979  to  $77.2 
million  last  year.  Since  Grado  ranks 


well  behind  market  leaders  Shure  and 
Audio-Technica,  he  is  clearly  under 
pressure. 

Meanwhile,  technology  threatens. 
Prerecorded  audiocassettes  already 
outsell  records  by  3-to-2.  Other 
threats  to  Grado's  cartridges  are  just 
now  becoming  affordable.  Players  of 
compact  disks  (CDs),  digitally  en- 
coded aluminum  disks  read  by  a  laser 
beam,  now  sell  for  under  $300,  com- 
pared with  over  $1,000  in  1983.  That 
has  helped  unit  sales  jump  from 
35,000  in  1983  to  200,000  last  year. 
They  could  double  again  in  1985. 
CDs,  which  are  also  falling  in  price 
(they  average  $13  to  $16),  give  excep- 
tional sound  quality  and  aren't  sub- 
ject to  either  the  surface  noise  or  wear 
and  tear  of  phonograph  records. 

But  Grado  remains  skeptical  about 
the  quality  of  compact  disk  sound.  "A 
lot  of  this  so-called  advantage  of  CDs 
is  PR  hype,"  he  argues.  "The  same 
guys  who  are  touting  it  publicly  are 
not  that  enthusiastic  privately." 


Ted  Kappler 


Joe  Grado  rehearsing  at  home 

All  this,  and  Carnegie  Hall,  too. 

The  new  devices  have  another  hid- 
den problem,  he  goes  on.  CDs,  like 
videodisks,  will  be  slower  to  catch  on 
because  they  cannot  record,  says 
Grado.  "In  my  estimation,  it's  just  a 
stopgap  until  the  real  stuff  comes 
out."  And  what  might  that  be?  He 
thinks  the  new  8mm  videocassette 
could  become  an  audio  medium  in 
which  the  audio  part  of  a  miniatur- 
ized videocassette  recorder  will  both 
record  and  play  music  as  well  as  vid- 
eo. He  estimates  the  potential  market 
for  such  a  product  "in  the  millions, 
not  the  hundreds  of  thousands." 

So  what's  Grado's  strategy?  First, 
he's  counting  on  being  able  to  outlive 
his  big  competitors  in  the  shrinking 
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SinceWeLeft' 
Made  OurlMe  $1 


After  you've  spent  30  years 
financing  homeownership  within  the 
protective  atmosphere  of  the  federal 
government,going  out  on  your  own  can 
be  a  chilling  experience. 

But  we  did  it.President  Johnson 
signed  the  enabling  legislation,and  we 
raised  capital  to  buy  our  stock  from  the 
U.S.  Treasury.  By  1970,  we  officially 
became  a  private  corporation. 

Suddenly  we  were  in  the  cold, 
cruel  world.  We  no  longer  received 
money  from  taxpayers;  we  had  to  be 
fully  self-supporting.  Our  stockholders 
could  watch  our  performance  every 
day  on  the'Big  Board." 

For  about  10  years,  things  went 
smoothly. We  paid  taxes  at  the  full 
corporate  rate-a  net  total  of  more  than 
$300  million  so  far. 

Then  in  1979,  interest  rates  went 
haywire,and  business-as-usual 
became  a  losing  proposition.  For  us.  For 
lenders.  For  homebuyers. 

So  we  helped  develop  new  ideas 
like  Adjustable  Rate  Mortgages.We 
issued  Mortgage-Backed  Securities  for 
the  first  time.  We  made  our  whole 
operation  more  flexible,  easier  to  do 
business  with.  We  had  to. 

Because,  whatever  else  changes, 
keeping  the  dream  of  homeownership 
alive  is  still  our  job. 

Fannie  Mae. Where  America  gets 
the  big  ideas  in  home  finance. 


^^  FannieMae 
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The  Industrial  Evolution 

of  Puerto  Rico  works  because 

the  people  of  Puerto  Rico 

get  things  done. 


The  people  of  Puerto  Rico  set 
out  to  make  a  showcase  for 
democracy  in  the  Caribbean 
and  the  "ideal  second  home 
for  American  business!' 

And  they  did  it  with  a 
combination  of  incentives,  ini- 
tiative and  dedication  to  long 
range  planning. 

They  built  the  best  infra- 
structure in  the  Caribbean. 
Improved  transportation, 
communications  and  utilities. 

They  became  skilled 
workers,  with  good  edu- 
cations and  excellent  health 
facilities.  Annually,  over 
150,000  students  are  enrolled 
in  Puerto  Rico's  colleges  and 
universities,  60, 000  in  tech- 
nical/vocational schools.  And 
improved  health  care  has 
helped  raise  the  average  life 
expectancy  from  46  in  1940 
to  74  today. 

Their  technical  training 
is  extensive.  And  their  man- 
agerial skills,  impressive. 

Their  ability  to  meet  the 
needs  of  manufacturers  is  out- 
standing. Every  working  day, 
bilingual  skilled  workers  are 
operating  advanced  manufac- 
turing and  precision  testing 


equipment  in  Puerto  Rico. 

Of  the  2300  manufac- 
turing plants  in  Puerto  Rico, 
1500  are  Mainland  subsid- 
iaries. 93%  of  their  supervi- 
sors and  managers  are  from 
Puerto  Rico. 

The  people  of  Puerto 
Rico  can  get  things  done  for 
your  company,  too. 

Our  Economic  Devel- 
opment Administration  will 
be  pleased  to  consult  with 


you  personally.  Call  (800) 
223-0699;  in  New  York  State, 
(212)245-1200,  or  our  re- 
gional offices  in  Atlanta, 
Boston,  Chicago,  Dallas,  Los 
Angeles  and  San  Francisco. 
Or  write  Puerto  Rico  Industrial 
Development,  Dept.  FB-35, 
1290  Avenue  of  the  Americas, 
New  York,  N.Y.  10104. 

©  1985  Puerto  Rico  Economic  Development  Administration. 


The  Industrial  Evolution  of  the  Commonwealth  of  Puerto  Rico. 
The  American  success  story  in  the  Caribbean. 

A  message  from  the  Economic  Development  Administration  of  Puerto  Rico. 


replacement  market  for  at  least  the 
next  few  years.  "No  one  is  going  to 
throw  all  their  analog  disks  away,"  he 
claims.  That  means  redoubling  efforts 
to  satisfy  "esoteric  audiophiles"  who 
still  swear  by  the  phonograph  record. 
How  big  a  market  is  that?  "Not  big 
enough  for  mass-market  manufactur- 
ers. Big  enough  to  sustain  small  oper- 
ations very  comfortably,"  he  says. 

But  Grado  is  hedging  his  bets  by 
diversifying  for  the  first  time  in  20 
years.  A  Japanese  company  is  manu- 
facturing a  $485  tone  arm  designed  by 
him,  and  a  new  Grado  plant  in  New 
Jersey  will  produce  speakers — which 
are  quite  compatible  with  CDs. 

Meanwhile  Joseph  Grado  Signature 
Products,  a  private  partnership  he 
owns  with  his  wife,  rakes  in  an  esti- 
mated $1  million  a  year  selling  state- 
of-the-art  cartridges.  Like  a  medieval 
craftsman,  Grado  makes  about  150 
cartridges  by  hand  each  week  in  his 


"The  so-called  advantage 
of  compact  disks  is  hype.  The 
guys  who  are  touting  it 
publicly  are  not  that 
enthusiastic  privately." 


New  Jersey  home,-  they  retail  for  $200 
and  up. 

Grado  has  had  his  back  to  the  wall 
before.  In  the  late  1950s  audio  giants 
like  Dual  began  practically  giving 
away  cartridges  with  their  turntables, 
underselling  Grado.  So  he  discontin- 
ued other  product  lines  he  had 
launched,  like  turntables  and  speak- 
ers, and  in  1964  designed  a  topflight 
$9  cartridge  that  hit  big. 

But  now  Grado  swears  he  can  keep 
making  money  on  buggy  whips.  Last 
year  profits  from  both  Grado  Labs  and 
Signature  were  "much  more  than 
20%  of  sales,"  or  better  than  $1  mil- 
lion. That's  enough  to  let  Grado  do 
what  he  really  wants  to  do — spend 
time  on  his  passion,  music.  Ten  years 
jago,  at  50,  he  took  on  one  of  opera's 
most  treacherous  tenor  roles,  Verdi's 
•Otello,  which  he  has  sung  profes- 
sionally in  Europe  (Italy)  and  the  U.S. 
[Carnegie  Hall).  One  New  York  critic 
actually  likened  him  to  the  legendary 
Giovanni  Martinelli. 

Grado  also  makes  violins,  which, 

le  boasts,  are  "far  in  advance  of  what 

,:hey  did  in   Cremona,"   the   Italian 

:own  where  the  peerless  Stradivarius 

Instruments  were  created.  One  must 

:ake  time  to  smell  the  roses,  he  says. 

'Once  you  have  a  certain  amount  of 

!  noney,  what  the  hell  do  you  need 

'  noney  for?  I  don't  like  to  be  a  slave  to 

|fTiy  work."— Howard  Gold 
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Yours  free. 

This  valuable  booklet  contains  many  practical  tips— some  will 
almost  certainly  improve  productivity  in  your  company.  It's  published 
by  Robert  Half,  the  world's  largest  recruiting  service  specializing  in 
financial,  accounting  and  data  processing  professionals. 

To  get  your  copy,  contact  any  of  the  80  Robert  Half  offices  on 
three  continents.  Or,  write  on  your  company  letterhead  to: 

Robert  Half  International  Inc., 
PO  Box  4157, 
NewYork,  NY  10163. 


©  1984  Robert  Half  International  Inc. 
All  offices  independently 
owned  and  operated. 
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•LIMITE.D  WARRANTY  READ  THE  WARRANTY  LABEL  FOR  MORE  DETAILS   O  1985  Al  I  IF  D  CORPORATION   PO  BOX  2245  R.  MORRISTOWN.  NJ  07960 

Introducing  a  breakthrough  in  computer  softwai 

Few  things  are  more  dangerous  to  a  computer  than  static  electricity.  One  little  "zap"  is  enough  to 
bring  your  office  to  its  knees.  That's  why  computers  have  always  been  kept  in  uncarpeted  computer 
rooms.  The  trouble  is,  computers  aren't  staying  there.  They're  out,  unprotected,  in  the  wdrld. 

Recognizing  this  problem,  our  researchers  at  Allied's  Fibers  Division  looked  for  a  solution.  They 
developed  an  entirely  new  kind  of  Anso  IV®  nylon,  now  available  in  the  TEC™  carpeting  system,  which 
provides  Total  Electronic  Compatibility. 

This  carpet  not  only  suppresses  static  electricity  caused  by  walking,  it  even  dissipates  static 
electricity  generated  by  other  sources.  The  TEC  system  is  guaranteed*  against  static-related  disruptions 
of  electronic  eguipment.  With  this  carpet  it  is  now  possible  for  you  to  turn  almost  any  room  at  all  into  a 
static-free  computer  room. 

So  it's  not  surprising  that  we're  optimistic  about  its  potential.  After  all,  the  computer  revolution  is  just 
beginning.  And  with  this  new  carpet  we're  literally  in  on  the  ground  floor. 
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Auditors  had  to  have  known  about  Zon- 
dervan s  inadequate  financial  controls 
nearly  a  year  before  the  writeoffs.  If  they 
did,  why  were  they  silent? 


Bible  bungle 


By  Matthew  Schifrin 


t  began  on  Oct.  23,  1984.  Little 
Zondervan  Corp.,  which  sold 
some  $93  million  worth  of  Bibles, 
evangelical  Christian  books  and  mu- 
sic in  1983,  announced  it  would  take  a 
JSl  million  pretax  writedown  in  the 
:hird  quarter.  The  problem  appeared 
:o  be  in  the  accounting  controls  at  its 
Family  Bookstore  division.  Zonder- 
/an's  stock  tumbled  4  points,  to  93A — 
|ilmost  a  30%  drop  in  value. 

Wall  Street  was  caught  completely 
onawares.  Says  Smith  Barney  analyst 
William  Smith:  "Arthur  Andersen 
jave  them  an  unqualified  auditor's  re- 
bort  at  the  end  of  the  year.  Yet  this 
dnd  of  thing  has  obviously  been  sev- 
eral years  in  the  making.  Did  Arthur 
\ndersen  not  smell  a  rat?" 

Apparently  not.  But  then  neithe 
iid  anyone  else.  Profits  and  sales  at 
Zondervan  had  more  than  doubled 
>ver  the  past  five  years.  In  February 
1984  Fortune  called  Zondervan's 
»tock  "a  pristine  play."  As  recently  as 
une,  Business  Week  praised  Zonder- 
/an's  data  management  system.  Even 
is  those  words  were  written,  the 
stock  was  sliding  from  1 7  at  year-end 
983  to  12  by  the  spring  of  1984. 

Then,  in  June,  came  the  first  real 
:lues  that  Zondervan  might  not  be 
p-owing  in  favor  with  God  and  man: 
a.  Larry  Branscombe,  head  of  the 
family  Bookstore  division  since  1979, 
Resigned — "to  expand  my  manage- 
ment experience,"  he  claims.  In  July 
;ame  the  announcement  of  a  new 
President,  James  Buick,  a  hard-nosed 
::x-Brunswick  executive.  Then  in  Oc- 
ober  came  the  writeoff. 

When  did  Zondervan  learn  some- 

hing  was  wrong?  Says  former  CFO 

Villiam  Breslin:   "During  the  audit 

•rocedures  with  Arthur  Andersen  at 

ikhe  end  of  1983,  we  were  aware  that 


the  internal  accounting  system  was 
not  up  to  standard.  But  we  weren't 
aware  of  the  magnitude  of  the  prob- 
lem until  we  took  a  physical  in  Sep- 
tember of  1984."  In  September,  seven 
months  after  the  auditors  signed  off, 
the  company  discovered  that  10%  of 
its  Family  Bookstore  inventory  was 
unaccounted  for. 

As  Breslin  later  pieced  it  together, 
Zondervan's  workers  were  not  putting 
purchasing  records  into  their  comput- 
ers correctly.  Nor  were  bookstore 
managers  cooperative  in  keeping  accu- 
rate accounts.  The  company  acknowl- 


edged to  analysts  that  only  20%  of  the 
bookstore  managers  were  using  the 
company's  system  correctly. 

Why?  Breslin  says  the  system  was 
capable  of  handling  only  about  7,000 
individual  product  identifiers  at  any 
one  time — and  was  good  for  30  stores. 
But  Zondervan  was  already  process- 
ing in  excess  of  10,000  identifiers  for 
78  stores  in  1982  and  for  87  stores  in 
1983.  So  bookstore  employees  impro- 
vised by  bunching  more  than  one 
product  onto  one  identifier.  This  pro- 
cedure made  record-tracking  virtually 
impossible. 

Things  just  kept  getting  worse.  On 
Dec.  13,  1984  the  company  an- 
nounced additional  writedowns  and 
other  charges  of  perhaps  $4  million. 
There  were  unrealizable  royalty  ad- 
vances, further  inventory  shrinkage 
and  unsalable  finished  products.  The 
company  also  disclosed  about  $1  mil- 
lion in  previously  overlooked  liabili- 
ties, and  other  obligations,  from  1983 
acquisitions.  Breslin  was  relieved  of 
all  duties,  and  the  company  set  up  an 
oversight  committee  of  outside  direc- 
tors. What  was  happening?  The  audi- 
tors weren't  talking,  and  the  com- 
pany's explanations  were  vague. 

Why  didn't  Arthur  Andersen  warn 
shareholders  in  time?  Because  profes- 
sional standards  do  not  require  audi- 
tors to  alert  shareholders  to  inad- 
equate internal  controls,  unless  they 
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Hard  to  carry 


Hard  to  read 
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Hard  to  beat 

Feature  for  feature,  it's  hard  to  beat  the 
COMPAQ*  Portable  and  COMPAQ 
PLUS™.  For  one  simple  reason.  While 
others  make  compromises,  COMPAQ 
makes  portable  personal  computers 
that  can  do  everything  a  desktop  can. 
And  more. 

Compared  to  the  IBM*  PC,  for 
instance,  COMPAQ  Portables  run  all 
the  same  popular  business  programs, 
all  the  same  printers,  and  can  expand 
to  more  than  30  times  the  storage.  Plus 
they  have  a  handle. 

Compared  to  briefcase  models, 
COMPAQ  offers  more  again.  More 
memory.  More  storage.  A  standard 
keyboard.  Standard  diskette  drives  so 
you  can  use  industry-standard  pro- 
grams—as they  are,  without  modifica- 
tion. And  a  brilliant,  high-resolution 
screen  that  displays  text  and  graphics 
at  one  time.  Not  one  you  have  to  play 
peekaboo  with. 

Compared  to  the  Mac,  COMPAQ 
lets  you  add  a  second  diskette  drive  or 
even  a  10-megabyte  fixed  disk  drive. 
Inside,  not  out.  Not  to  mention  that  we 
speak  the  Mother  Tongue  of  Business 
Computers  and  Mac  doesn't. 

With  a  rugged,  full-function 
COMPAQ,  you  don't  have  to  compro- 
mise capability,  compatibility  or  read- 
ability for  portability. 

comma 
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It  simply  works  better. 

free  brochure  or  the  location  of  your  nearest  Authorized  COMPAQ  Computer  Dealer,  call  toll-free  1-800-231-0900  and  ask  for  Operator  1. 
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are  going  to  give  the  company  a  quali- 
fied opinion. 

Short  of  a  qualified  letter,  an  audi- 
tor can  recommend  improvements  in 
internal  controls  in  its  "management 
letter,"  known  at  Andersen  as  a  "blue 
back."  But  the  investor  has  no  clue  as 
to  what  is  in  such  a  document,  and 
the  company  isn't  obligated  to  imple- 
ment any  of  the  suggested  improve- 
ments. Besides,  contends  Breslin, 
"Most  recommendations  are  pretty 
shallow.  They  don't  totally  under- 
stand the  operating  systems  of  com- 
panies, and  they  make  recommenda- 
tions sometimes  that  don't  make 
sense." 

There  are  a  number  of  proposed  so- 


lutions to  the  Zondervan  type  of  prob- 
lem. There  just  doesn't  seem  to  be  the 
willpower  to  put  them  into  effect. 
Back  in  1979  the  SEC,  under  Harold 
Williams,  proposed  that  companies  be 
required  to  file  an  audited  statement 
on  internal  accounting  controls  in  the 
annual  report.  This  was  withdrawn 
after  unprecedented  outcry  from  audi- 
tors and  companies  alike. 

Companies  are  required  to  main- 
tain "adequate"  internal  controls  un- 
der the  Foreign  Corrupt  Practices  Act. 
But  that  statute  is  rarely  invoked  by 
itself  to  discipline  corporate  offend- 
ers. John  C.  Burton,  dean  of  Columbia 
Business  School  and  former  chief  ac- 
countant of  the  SEC,  favors  making 


auditors  publicly  report  any  material 
inadequacies  found  in  a  company's 
internal  controls. 

The  SEC  currently  recommends 
that  annual  reports  include  state- 
ments by  management  on  internal  fi- 
nancial controls. 

Sound  ideas,  aside  from  the  SEC's 
empty  gesture.  Any  one  of  them 
might  have  saved  investors  from  Zon- 
dervan's  carelessness.  But  don't  hold 
your  breath  waiting  for  them  to  be  put 
into  practice. 

If  accounting  firms  wonder  why 
their  audits  are  increasingly  regarded 
as  commodities  to  be  acquired  at  the 
lowest  price,  they  have  only  to  look  to 
their  own  timidity  for  the  cause.  ■ 


Consolidated  Foods  puts  together  a  streak 
of  improved  earnings  while  others  stumble. 
Keep  the  hall  on  the  ground,  says  CEO  John 
Bryan  Jr.,  who  thinks  like  Woody  Hayes. 


Grinding  it  out 


By  Barry  Stavro 


T|  he  numbers  Chicago-based 
Consolidated  Foods  Corp.  has 
put  together  should  make  for  a 
big  yawn:  steady  earnings  gains  and  a 
reasonably  high  return  on  equity.  Re- 
member, this  is  the  food  business. 
That's  what  most  defensive-minded 
investors  expect,  steady  gains  and  no 
surprises.  Three  yards  and  a  big  cloud 
of  dust. 

John  Bryan  Jr.,  ConFoods  chairman 
and  chief  executive,  makes  no  apolo- 
gies. Companies  such  as  General 
Foods  and  General  Mills  have  suffered 
down  years  recently.  "In  the  ten  years 
I've  been  around,  the  peer  group  has 
had  a  lot  of  stumbles.  And  frankly, 
there  got  to  be  so  many  that  they 
started  forgiving  them,"  he  says. 

Listening  to  Bryan  plot  his  strategy 
is  a  bit  like  hearing  Woody  Hayes  talk 
football.  "Keep  the  ball  on  the 
ground,"  Bryan  says.  "There's  no 
question,  but  the  fundamental  thing 
you're  trying  to  do  is  not  make  many 
mistakes."  It's  boring,  but  it  seems  to 


work.  Sales  ($7  billion  in  fiscal  1984, 
ended  last  June  30)  and  profits  ($188 
million,  or  $3.24  a  share)  have 
climbed  steadily  since  1977.  And 
there's  a  12%  profit  gain  in  the  first 
half  of  1985. 

Bryan's  first  rule:  No  multibilhon- 
dollar  acquisitions.  Investment  bank- 
ers shopped  Esmark  to  Bryan  (it  went 
for  $2.7  billion  to  Chicago  neighbor 
Beatrice),  but  he  prefers  bite-size 
deals.  "Value  is  not  going  to  be  cre- 
ated by  fancy  acquiring.  Beatrice  just 
bought  five  more  positions  to  man- 
age. You  have  to  wrestle  to  pull  them 
all  in.  And  with  all  the  money  chasing 
acquisitions,  prices  are  very  high.  You 
don't  want  to  undertake  something 
that  bets  the  ranch,"  he  says. 

In  fact,  other  than  changing  the 
company's  name  next  month  to  Sara 
Lee  Corp.,  Bryan's  conservative  plan 
hasn't  changed  much  in  a  decade. 
Back  in  1975  ConFoods  founder,  Na- 
than Cummings,  now  88  and  still 
owner  of  4%  of  the  company's  stock, 
was  angry  over  earnings  drops  after  a 
big  diversification  push.  Cummings 


chased  out  the  CEO  and  tapped  Bryan, 
then  37,  for  the  chief  executive  slot.  "I 
was  an  accident.  The  idea  of  a  37-year- 
old  coming  into  this  job  could  only 
happen  because  there  wasn't  anybody 
else." 

Nate  Cummings  has  no  regrets: 
"I'm  just  pleased  as  punch.  That's  the 
original  boy  I  chose  ten  years  ago,  and 
I'm  entirely  satisfied." 

The  company's  problem  then  was 
indigestion,  Bryan  says,  and  he  cured 
it  by  dumping  nearly  50  companies 
over  the  years,  including  ventures  in 
motels,  furniture  and  shirts.  It's  not 
that  he's  against  nonfoods — when  he 
sees  something  special.  In  1979  Bryan 
paid  $250  million  for  Hanes  under- 
wear. Hanes  also  sold  L'eggs  panty 
hose  in  those  egg-shaped  containers 
and  grabbed  35%  of  that  market.  Now 
Hanes  is  the  cornerstone  for  the  con- 
sumer products  division,  which  has 
$1.4  billion  sales,  while  its  8%  operat- 
ing margin  betters  any  of  the  com- 
pany's food  divisions. 

The  other  staple  is  the  consumer 
foods  group,  $124  million  operating 
profit  on  $1.9  billion  sales  last  year. 
One  hit  is  Sara  Lee's  frozen  croissants, 
with  $50  million  sales  in  just  two 
years.  In  the  meat  business,  which 
makes  up  better  than  half  the  foods 
group,  ConFoods  outshines  most  of 
the  competition  in  a  traditionally 
low-margin  industry.  Bryan,  who 
grew  up  working  in  his  family's  meat 
business  in  Mississippi  and  later  sold 
it  off  to  ConFoods  in  1968,  says  local 
taste  preferences  are  a  key  to  success. 
Analysts  figure  his  meat  business 
might  do  $81  million  in  operating 
profits,  nearly  double  the  profit  five 
years  ago. 

"It's  pretty  hard,  when  people  in  the 
South  are  used  to  pork  sausage  with  a 
lot  of  sage  and  pepper  or  hot  dogs  with 
colored  [red]  skins,  to  sell  them  some- 
thing else,"  he  says.  So  ConFoods  has 
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All  Royal 
typewriters  come  with 

over  80  years5  know-how. 


or  over  80  years,  Royal  typewriters' 
chnological  advances  have  led  the  way 
>  increased  office  efficiency  and  greater 
roductivity. 

Our  current  line  of  electronic  office 
pewriters  reinforces  our  continuing 
ijmmitment  to  build  quality  products 
ith  a  measurable  extra  margin  of  value. 
j  fact,  such  time-saving  automated  func- 
ins  as  centering,  lift-off  correction,  col- 
nn  layout,  decimal  alignment  and  form 
1-ins,  plus  text  storage  and  whisper- 
liet  print  operation,  are  a  combination 
at  competitive  machines  find  difficult 
match. 

It  means  that  which 


ever  computer-compatible  Royal  electronic 
model  you  choose— 5035,  5020,  5005,  and 
the  mid-size  410— you're  assured  faster, 
easier,  more  productive  typing.  Then,  for 
still  greater  versatility  and  productivity, 
each  model  interfaces  with  our  CRT- 
based  Textriter  word  processor. 

So  before  you  buy  any  new  office 
typewriter,  call  your  authorized  Royal 
electronic  typewriter  dealer.  He'll  dem- 
onstrate how  they  outsmart  others  in 
their  class.  And  outclass 
others  in  their  price 
range.  That's  one  thing 
that  hasn't  changed 
in  81  years. 


|    Royal  Typewriters 

1600  Route  22,  Union,  NJ  07083 


k.A* 


ROYAL 


I'd  like  to  learn  how  Royal  electronic  typewriters  outsmart 
others  in  their  class.  Please  send  the  name  of  my  authorized 
Royal  typewriter  dealer 


Name_ 
Title. 


Company_ 

Address 

City/State_ 


ROVAL 

TYPEWRITERS 


A  TRIUMPH-ADLER  NORTH  AMERICA  COMPANY 
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Top  Kick:  GM 
out  of  the  ordinary 


GMC's  Top  Kick:  top  choice  among  trucks. 

There's  nothing  "medium"  about  the  kind  of  work 
you  demand  from  your  medium-duty  truck.  And 
there's  nothing  ordinary  about  the  Top  Kick  from 
GMC.Top  Kick  combines  diesel  engine 
economy  with  a  roomy  functional 
cab  and  a  distinctive  "big  truck" 
exterior.  In  fact,  the  experience 
that  comes  from  building  some  of 
the  largest  GMC  trucks  on  the 
road  goes  into  Top  Kick.  That's  why 
GMC  Top  Kick  is  a  truck  that's 
right  for  the  job.  your  job. 

A  medium-duty  for  your  kind  of 
duty.  Top  Kick's  wide  selection  of 
available  transmissions,  axles  and  chassis 
components  makes  it  right  for  a  maximum 
of  situations.  It  works  well  in  everyday  city 
pickup  and  delivery,  refuse,  tanker,  stake  truck,  and 
tractor  applications.  Top  Kick's  functional  92.3"  BBC 


short  conventional  design  provides  both  impref 
weight  distribution  and  maneuverability  in  tight 
spots.  Available  GVWRs  range  up  to  50,000 
in  tandem  axle  models,  and  up  to  60,000  I 
GCWR.  Whether  your  job  demands  a  hard- 
working dump  truck  or  an  agile  delivery  v 
there's  a  GMC  Top  Kick  to  meet  your 
needs.  Ask  your  GMC  dealer  about 
specific  powertrain  requirements  f 
your  job  application. 


CAT  3208  diesel:  the  high  valut 

engine.  The  CAT  3208  diesel  is  the 

ideal  power  choice  for  Top  Kick.  It 

offers  ten  horsepower  ranges  from  1 

to  250  hp,  more  than  any  other  mid-ran:  J 

diesel.  It's  ideal  for  both  pickup  and  deliver; 

and  on-highway  applications.  And  the  big  10.4 

displacement  provides  responsive  performance 

other  mid-ranges  can't  match. 

Along  with  better  performance,  the  3208  offt 


kes  the  medium 


ess.  Its  Total  Hardened 

naft,  heavy-duty  high 

"h  block  and  exclusive 

lillar  adjustment-free 
fetem  contribute  to 
hgine  life  and  low 
it  nance  costs. 
^3208  uses  about  half 
'p  of  a  comparable 
B/ower  gas  engine  and, 
jft  ratings,  significantly 
fel  than  other  mid-range  diesels. 
hed  with  its  simple  maintenance 
sand  easy-rebuild  capability  its  economy 
Bthe  CAT  3208  the  logical  choice  for  your 
i  the  right  diesel  for  the  versatile  GMC  Top 
Tfgether,  they're  a  combination  you  can 
^vorkwith. 

:  to  order.  Easy  to  work  with. 

Mity.  Economy.  Toughness.  The 


GMC  Top  Kick  has  it  all  for  you 
and  your  job.  The  hood  and 
fender  assembly  is  lightweight 
and  fiberglass-reinforced,  and 
tilts  open  for  convenient  service 
access  and  easy  one-man  oper- 
ation. And  a  Top  Kick  right  for 
your  job  is  exceptionally  easy 
to  order,  thanks  to  GMC's 
customer-proven  E-Z  Spec 
ordering.  E-Z  Spec  trucks  are 
pre-engineered  for  popular 
vocational  applications  and  are 
usually  in  dealer  stock  or  available  from  GMC  fast 
delivery  factory  pool. 

If  your  job  calls  for  a  medium,  call  for  the  truck 
with  the  maximum  choice  range:  the  Top  Kick  at 
your  GMC  truck  dealer. 
You'll  find  him  in  the  Yellow  Pages, 
under  "Trucks!' 


A  truck  you  can  work  with* 
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Consolidated  Foods  Chairman  John  Bryan  Jr. 

"You  don't  want  to  undertake  something  that  bets  the  ranch. 


Knlui,l  Kirk 


stuck  to  regional  brands,  like  Kahn's 
and  Hillshire  Farm  in  the  Midwest 
and  Bryan  Foods  in  the  Southeast,  as 
well  as  picking  up  small  companies 
such  as  Jimmy  Dean  Meat  Co.  in  Tex- 
as last  year  for  $15  million. 

ConFoods  pays  Bryan  well  for  his 
wisdom — $915,000  in  salary  and  bo- 
nuses last  year — and  he  hangs  Matisse 
and  Pissarro  canvases  on  his  office 
walls.  After  the  company  stayed  out 
of  acquisition  wars  last  summer, 
some  thought  he  might  be  planning 
something  larger,  such  as  taking  the 
company  private.  Insiders  own  about 
6%  of  the  shares,  cash  flow  runs  a 
mighty  $6  per  share,  or  $330  million  a 
year,  and  ConFoods  bought  back  3% 
of  its  stock.  But  Bryan  claims  a  lever- 
aged buyout  won't  happen.  "It's  not 
something  we're  interested  in,  to  shift 
over  to  a  bunch  of  cash  milkers,  strip- 
ping your  businesses  so  you  can  pay 
off  your  debt.  We're  trying  to  build  a 
genuinely  preeminent  company." 

One  potential  problem  in  his  way  is 
the  beverages  group — coffee  in  Europe 
and  Shasta  soft  drinks  in  the  U.S. — 
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which  last  year  showed  just  $49  mil- 
lion in  operating  profit  on  $  1 .4  billion 
sales.  Shasta,  with  less  than  2%  of  the 
U.S.  market,  was  slow  in  lining  up 
aspartame  for  diet  drinks.  "We  realize 
that's  a  busy  dance  floor,  with  Coke 
and  Pepsi,  and  a  tough  one  to  get  on," 
Bryan  says.  There's  speculation  he 
might  sell  Shasta,  as  he  did  when  his 
budget  cola,  C&C,  flopped  a  couple  of 
years  ago. 

Some  other  parts  of  the  business  are 
tough  yardage,  too.  Food  service,  de- 
livering food  and  supplies  to  restau- 
rants and  schools,  doesn't  show  much 
profit  for  $1.4  billion  worth  of  deliv- 
eries. But  everybody  says  the  business 
is  supposed  to  grow.  There's  also  $1 
billion  worth  of  sales  selling  Electro- 
lux  vacuum  cleaners  and  Fuller 
brushes  door-to-door — slow  but 
steady — and  direct  mail  catalogs,  the 
bright  spot. 

Last  October  Bryan  bought  Kiwi, 
the  Australian  shoe  polish  company, 
for  $330  million.  He's  also  interested 
in  the  cosmetics  and  drugs  that  Kiwi 
sells  in   140  countries,   since  he  is 


looking  for  an  entry  into  Third  World 
markets. 

Understand,  the  food  industry  in 
the  U.S.  grows  a  scant  1%  to  2%  a 
year,  and  it's  a  fight  to  protect  market 
share.  A  new  national  food  product 
can  mean  a  $15  million  investment, 
and  for  every  success — like  the  crois- 
sants— there's  a  flop  to  match.  Con- 
Foods lost  $50  million  trying  to  sell 
cosmetics  to  its  panty  hose  sellers. 
That's  why  some  analysts  are  begin- 
ning to  cool  on  ConFoods'  prospects 
for  further  growth.  L'eggs  is  bound  to 
slow  down,  meat  profits  could  be 
harder  to  get,  and  how  far  can  you  go 
on  frozen  cheesecake  and  croissants? 
ConFoods'  stock,  trading  at  about  35, 
up  from  8  when  Bryan  took  over,  has  a 
modest  P/E  of  10. 

But  Bryan,  aiming  for  5%  real 
growth  a  year,  thinks  that  strict  atten- 
tion to  fundamentals  could  do  it.  "I 
don't  have  any  quarrel  with  skepti- 
cism about  whether  it  can  be  done," 
he  says,  "but  our  record  happens  to 
indicate  that  we've  done  it  for  ten 
years."  ■ 
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-Metropolitan  Life  has 


topped the 


for  new  pension  funds 
for  two  straigli|rt:  gear's. 


record 


etropolitan  Life  attracted  over  $5)  billion  Jin  new 
pteion|unds,Xhis  breaks  the  $3  billion  industry  jecordwe 


set  just  dne  year  ago. 

(Together  with  our  affiliates;  Metropolitan  Life  currently 
--HanageS  over  $40  biHion  in  pension  'and  ta^exenipt  f  un<^fs: 
Ahd  we  count  as  customers  over  half  of  America's  100 
largest  industrial  companies  as  surveyed  byiFortune  500 


Those  customers  recognize  Metropolitan 
stability  and  experience 
— Ibatswhat  makes  Metropolitan  Ljfe  a- 

GET  MET  IT  FW 


Metropolitan  Life 

ANDAFFIl  IATEDCOMPAN 


Meeting  Japan's  Challenge 


Eighteenth  in  a  Series 


Our  standards,  expectations  and  needs  now  require  nothing  short  of  the  pursuit 
Df  perfection. 

And  our  competitive  situation  with  the  electronics  firms  of  Japan  makes  our  quest  for 
oerfection  even  more  acute. 

In  some  areas  of  production  where  our  industry  once  spoke  of  average  outgoing 
quality  levels  in  terms  of  defects  per  hundred,  we  now  speak  of  defects  per  million. 
This  degree  of  product  quality  was  made  possible  not  only  by  the  better  use  of 
echnology,  but  by  better  understanding  of  human  nature. 

Over  the  past  decade,  most  Motorola  employees  in  the  U.S.  have  been  enrolled  in  a 
ystem  we  call  our  Participative  Management  Program.  Under  PMr^our  workers  and 
3ur  production  supervisors  are  involved  in  a  common  cause  for  improved  quality  and 
productivity. 

Teams  of  employees  meet  regularly  to  discuss  production  problems  and  opportuni- 
ies.  Everyone  is  free  to  contribute.  And,  as  part  of  this  plan,  each  sector  or  group  in 
he  company  is  encouraged  to  develop  its  own  programs. 

Two  of  our  semiconductor  plants  in  Mesa,  Arizona  and  Austin,  Texas  have  recently 
ichieved  remarkable  results  in  programs  of  their  own,  titled  appropriately  enough,  the 
erfection  Awards.  These  awards  are  granted  for  work  that  meets  only  one  standard: 
ibsolute  perfection. 

So  far,  3,648  Perfection  Awards  have  been  won  at  Mesa.  A  recent  Austin  award  was 
iven  to  twenty  operators  who  actually  released  2.1  million  units  without  one  defect. 

Such  figures  were  once  viewed  as  impossible  dreams  for  production  facilities 
n  the  U.S.  But  then  again,  the  electronics  firms  of  Japan  were  once  viewed  as  the  inevit- 
ible  heirs  to  their  American  counterparts  in  areas  of  advanced  technology  and  manu- 
acturing  quality. 

But  a  lot  has  happened  to 
Iter  that  prediction.  And  pro- 
grams such  as  PMP  and  the 
erfection  Awards  are  part  of  it. 
Most  people  see  Motorola 
is  an  electronics  company  in- 
olved  in  many  businesses 
round  the  world.  That  is  true. 
3ut  some  see  us  as  90,000 
>eople  doggedly  devoted  to 
le  pursuit  of  perfection. 
That  is  also  true. 

Motorola  is  90, 000 people  m  pursuit 
of  perfection. 


pA)  MOTOROLA  A  World  Leader  in  Electronics. 


Quality  and  productivity  through  employee  participation  in  management. 

©  1984  Motorola  Inc  Motorolaand  @   are  registered  trademarks  of  Motorola,  Inc 
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As  the  American  economic  environment  changed,  predators 
emerged  from  under  rocks  and  began  to  prey  on  healthy  busi- 
nesses. Is  there  no  stopping  them?  Will  they  devour  us  all? 


Why  is  no  one  safe? 


By  Allan  Sloan 


What  kind  of  world  are  we  living  in? 
Texaco,  the  seventh-largest  company 
in  the  U.S.,  is  so  unnerved  by  the  Bass 
brothers'  buying  a  9.9%  stake  that  it  hands 
them  a  $400  million  greenmail  profit  to  go 
away.  Mobil  Corp.,  the  fourth-largest  com- 
pany, is  so  worried  that  it  will  be  the  next 
company  held  for  ransom  that  it's  asking 
shareholders  to  put  antigreenmail  provisions  in  its  corpo- 
rate charter. 

Not  long  ago,  no  one  could  even  conceive  of  buying 
Texaco  or  Mobil,  let  alone  seriously  entertain  such  a 
thought.  Who  could  raise  the  money  for  such  a  deal?  These 
days,  lots  of  people  can.  Carl  Icahn  can  send  Drexel  Burn- 
ham  Lambert  out  to  raise  $4  billion  as  part  of  an  $8  billion 


proposal  to  take  over  Phillips  Petroleum,  the 
nation's  22nd-largest  company.  T.  Boone  Pick- 
ens and  his  pipsqueak  Mesa  Petroleum  Co. 
could  so  discombobulate  Gulf  Corp.,  the  na- 
tion's 14th-largest  company,  that  it  put  itself 
up  for  sale  and  was  bought  for  $13  billion  by 
Chevron  Corp.  The  leveraged  buyout  firm  of 
Kohlberg  Kravis  Roberts  &  Co.,  which  came 
close  to  buying  Gulf,  assembled  $6  billion  of 
bank  loan  commitments  for  a  deal  that  would 
have  had  a  debt-equity  ratio  of  30-to- 1 .  Wherever  you  look, 
the  sharp-toothed  little  minnows  are  chasing  the  whales 
and  sometimes  swallowing  them. 

Who  is  safe?  Only  those  companies  in  such  wretched 
shape  that  no  one  wants  them  and  those  with  such  a  high 
stock  price  that  no  one  can  afford  to  pay  a  premium  over 
the  market.   Who  is  vulnerable?   All  those   companies 


Billion-dollar  babies 

It  wasn't  long  ago  that  buying  something  for  a  billion 
dollars  made  you  distinctive.  Xerox,  using  its  overpriced 
stock,  first  pierced  the  barrier  with  its  disastrous  purchase 

of  Scientific  Data  Systems.  Ten-digit  deals  weren't  ccij 
mon  until  the  1980's,  with  Reaganomics  and  the  1981 
law  in  full  swing  and  antitrust  enforcement  in  full  retn 

Xerox 

Scientific  Data 
Systems 
1.0  billion 

| 

General  Electric 

Utah  Intl 
1.9  billion 

Mobil 
Mar  cor* 
1.8  billion 

Newmont 
Mining  et  al. 

Peabody  Coal 
from  Kennecot' 
1.2  billion 

1968 

W  70 

1971 

1972 

1973 

1974 

1975 

1976 

•Mobil  acquired  ^4%  in  1V74  and  remaining  interest  in  1976. 
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whose  underlying  assets  are  worth  more  than  the  price  of 
their  stock — which  means  most  big  companies  these  days. 

But  why  are  so  many  big  corporations  being  raided  now? 
Companies'  assets  have  been  worth  more  than  their  stocks 
for  years — at  least  since  the  great  stock  market  crash  of 
1974,  after  which  stock  prices  as  a  whole  failed  to  keep  up 
with  the  great  inflation  in  property  values.  Why  now, 
when  the  stock  market  has  finally  come  to  life  and  sailed 
past  the  old  highs  set  in  the  1970s?  With  the  Dow  Jones 
index  around  1300,  stock  price-to-asset  ratios  are  higher 
now  than  they  have  been  for  several  years  (see  chart,  p.  J 36). 
So  why  are  gargantuan  takeover  deals  happening  now, 
rather  than  in  1974  or  a  few  years  ago,  when  price-to-asset 
ratios  were  at  their  low  point? 

Credit  a  series  of  seemingly  unconnected  factors:  bank 
deregulation,  unanticipated  fallout  from  the  1981  tax  law, 
and  a  new  breed  of  investment  bankers  and  lawyers  who 
handle  multibillion-dollar  transactions  as  easily  as  their 
predecessors  handled  $100  million  transactions. 

Add  to  these  new  factors  the  virtual  elimination  of 
antitrust  restrictions  based  on  size  under  the  Reagan  Ad- 
ministration. Combine  all  this  with  the  long-standing 
underlying  undervaluation  of  stocks  and  you  have  the 
making  of  a  whole  new  situation.  Businesses  become  mere 
commodities  for  trading  in  the  marketplace  as  casually  as 
a  sack  of  sugar  or  a  suburban  house.  If  your  business  is  a 
troubled  one,  don't  break  your  back  dealing  with  the 
problems,  just  trade  it  in  for  a  different  model. 

As  a  final  ingredient,  throw  in  a  major,  unprecedented 
destabilizing  factor:  well-financed  takeover  entrepreneurs 
such  as  Icahn,  who  recently  raised  $400  million  by  having 
his  ACF  Industries  float  a  bond  issue  through  Drexel 
Bumham.  Oscar  Wyatt's  Coastal  Corp.  raised  $600  million 
through  Drexel  last  year.  Other  Drexel  beneficiaries: 
Boone  Pickens,  the  Belzberg  family  and  Ivan  Boesky,  who 
together  raised  more  than  three-quarters  of  a  billion  dol- 
lars. Takeover  sharks  like  Irwin  Jacobs,  James  Gold- 
smith and  Asher  Edelman,  with  records  of  successful 
stock  raids,  have  no  trouble  raising  money,  either. 


These  people  don't  need  to  raise  all  the  money  necessary 
to  pay  for  a  whole  company.  They  just  need  enough  for  a 
credible  stake,  so  they  can  extract  greenmail  money  or  put 
the  target  in  play  for  another  company  to  buy.  Boone 
Pickens  has  become  so  adroit  that  he  can  play  two  big  oil 
companies  at  once.  First  he  went  after  Phillips.  After 
negotiating  a  separate  peace,  under  which  his  investor 
group  got  the  right  to  sell  its  shares  back  to  Phillips  for  $53 
a  share  plus  $25  million  in  "expenses,"  equal  to  another 
$2.80,  Pickens  moved  on  Unocal.  He  said 
he  had  bought  7.9%  of  the  company  for 
$584  million  and  planned  to  spend  up  to 
$616  million  more.  Where  would  Pick- 
ens and  his  investor  group  get  $1.2  bil- 
lion? From  the  loan  commitments  they 
originally  obtained  to  buy  Phillips  stock. 
Without  cooperation  from  the  banks, 
all  this  would  not  have  evolved.  Banks 
practically  throw  money  at  takeover 
deals  because  acquisition  loans  carry 
high  rates  and  fat  fees  at  a  time  when 
bank  profits  are  under  pressure.  Banks 
have  lost  most  of  their  cheap  deposits 
because  of  deregulation  and  are  loaded 
with  expensive  money  market  accounts 
and  other  high-cost  funds.  Profit  margins 
on  most  loans  to  big  corporate  borrowers 
are  paper-thin  because  these  companies 
can  threaten  to  bypass  the  banks  with 
commercial  paper.  But  takeover  financ- 


1977 


1978 


RCA 

C.I  T.  Financial 
1.4  billion 

Exxon 

Reliance 
Electric 
1.2  billion 

Shell  O.I 
Belndge  Oil 
3.7  billion 


1979 


Sun  Co 

Texas  Pacific  Oil 
from  Seagram 
2.3  billion 


1980 


Da  Pont 

Conoco 

8.0  billion 

US  Steel 

Marathon  Oil 

6.6  billion 

tlfAquitaine 
Texasgulf 

4.3  billion 

Fluor 

St.  Joe  Minerals 

2.7  billion 

Kuwait 
Petroleum 

Santa  Fe  lntl 
2.5  billion 

Standard  Oil. 

Ohio 

Kennecott 

2.1  billion 

Dome  Petroleum 

Conoco  1 20%  )t 

1.4  billion 

Baldwin-United 

MCIC 

1.2  billion 

SmlthKline 

Beckman 
Instruments 
1.0  billion 


1981 


Occidental 
Petroleum 

Cities  Service 
4.1  billion 


General 

NLT 

1.6  billion 

Xerox 

Crum  &  Forster 
1.6  billion 

Allied 

Bendix  +  39% 
Martin  Marietta 
1.8  billion 

RJ.  Reynolds 

Heublein 
1.3  billion 


1982 


Broken  HUI 
Proprietary 

Utah  lntl  from 
General  Electric 

2.4  billion 

Manufacturers 
Hanover 

C.I.T.  Financial 
from  RCA 

1.5  billion 

JohnW.KIuge 
etaL 

Metromedia 
1.5  billion 

Diamond 
Shamrock 

Natomas 
1.4  billion 

Burlington 
Northern 

El  Paso 
1.3  billion 

American 

Medical 

International 

Lifemark 
1.1  billion 

Phillips 
Petroleum 

General 
American  Oil 
of  Texas 
1.1  billion 

CSX  Corp 

Texas  Gas 
Resources 
1.1  billion 

American 
General 

Gulf  United 
1.0  billion 


1983 


Chevron 

Gulf  Oil 
13.2  billion 

Texaco 

Getty  Oil 
10.1  billion 

Mobil 

Superior  Oil 

5.7  billion 

Royal 
Dutch/Shell 

Shell  Oil  (30.5%  | 
5.5  billion 

Nestle 

Carnation 
2.9  billion 

General  Motors 

Electronic  Data 
Systems 
2.5  billion 

Beatrice 

Esmark 
2.5  billion 
Peter  Kiewit 
Sons  etaL 

Continental 
Group 

2.5  billion 

Champion 
International 

St.  Regis 

1.8  billion 

Phillips 
Petroleum 

Energy 
operations 
from  R.  [. 
Reynolds 
1.7  billion 

Dun& 
Bradstreet 

AC.  Nielsen 

1.6  billion 

Kohlberg  Kravis 
Roberts  et  al. 

RheemMfg, 
World  Color  Press, 
Uarco,  from  City 
Investing 
1.3  billion 

IBM 

Rolm 
$1.3  billion 

Textron 

Avco 
1.2  billion 

General  Electric 

Employers 
Reinsurance  Corp 
from  Texaco 
1.1  billion 

Senium  berger 

Sedco 
1.1  billion 

Texas  Eastern 

Petrolane 
1.0  billion 


1984 


tDome  later  traded  its  Conoco  shares  and  $245  million  for  Conoco's  Hudson  Bay  Oil  &  Gas  holdings 


Source:  W.  T.  Grimm  &  Co 
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ing  and  leveraged  buyout  loans  are  lucrative. 

Inadvertently,  the  1981  Economic  Recovery  Tax  Act 
helped  fatten  the  corporate  victims  for  the  knife.  The  act 
was  designed  to  spur  economic  expansion  by  allowing 
companies  to  take  ultrarapid  depreciation.  One  result  was 
that  cash  flow  grew  faster  than  reported  earnings.  Unimag- 
inative analysts  and  naive  investors  failed  to  see  that  this 
was  strengthening  the  quality  of  corporate  earnings;  the 
sharp-eyed  takeover  artists  quickly  grasped  the  meaning. 
Because  the  extra  cash  wasn't  reflected  in  earnings,  ERTA 
didn't  give  stock  prices  an  upward  push.  But  by  increasing 
cash  flow,  ERTA  made  corporate  assets  better  collateral 
for  takeover  loans. 

This  last  insight  comes  from  SEC  Chairman  John  S.R. 
Shad,  formerly  a  top-notch  corporate  finance  man  at  E.F. 
Hutton.  "There's  a  differ- 
ential between  what  peo- 
ple can  justify  paying  for 
100,  1,000  or  10,000 
shares  of  stock  and  the 
value  of  taking  over  the 
entire  company,"  he  says. 

The  tax  act  so  increased 
corporate  cash  flows  that 
many  companies  now  sell 
at  "low  multiples  of  their 
real  cash  flow  and  their 
ability  to  service  debt," 
Shad  adds.  "They  have 
substantial  untapped  bor- 
rowing capacity,  which  al- 
lows acquirers  to  finance 
a  substantial  part  of  the 
acquisition  price  against 
the  acquisition  itself." 
Hence  also  the  recent  phe- 
nomenon of  leveraged 
buyouts — which  are  sim- 
ply another  form  of  take- 
over. 

Even  the  extra  cash 
flow  wouldn't  have  al- 
lowed takeovers  of  giant 
companies  four  or  five 
years  ago,  because  few 
people  on  Wall  Street  had 
the  experience  and  exper- 
tise to  handle  billion-dol- 
lar acquisitions.  Today, 
it's  different.  The  Street, 
ever  fee-hungry,  has  brought  forth  lawyers  and  investment 
bankers  to  handle  ever-larger  deals.  And,  naturally,  to 
knock  down  ever-growing  fees.  Salomon  Brothers  got 
$29.6  million  in  the  Gulf  deal,  Morgan  Stanley  got  $16.5 
million  and  Merrill  Lynch  got  $18.9  million.  Kidder,  Pea- 
body  got  $15  million  when  Carnation  was  sold  to  Nestle. 
Goldman,  Sachs  got  $18.5  million  in  Getty's  sale  to  Texa- 
co, the  same  deal  in  which  First  Boston  Corp.  got  $10 
million  for  four  days'  work. 

"People  have  learned  to  do  things  quickly,"  says  Charles 
Nathan,  managing  director  of  strategic  services  at  Merrill 
Lynch  Capital  Markets,  who  worked  on  his  first  merger 
deals  as  a  young  associate  in  the  Wall  Street  law  firm  of 
Cleary,  Gottlieb,  Steen  &.  Hamilton  in  1968.  "I  remember 
negotiating  an  acquisition  where  the  burning  issue  was 
whether  the  seller  could  provide  us  with  a  list  of  all  the 
leases,  including  the  ones  on  the  typewriters,"  he  says. 
"Now  people  are  making  multibillion-dollar  decisions  on 
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Assets  for  sale 


In  1968,  with  stocks  worth  an  average  of  1.5  times 
assets,  acquisitions  were  made  with  stock.  The  current 
takeover  wave  began  in  1974.  It's  easy  to  see  why. 


Ratio  of  market  value  to  asset 
replacement  cost  of  nonfinancial  companies 


'68  '69  '70  '71     '72  '73  '74    '75  '76  '77    '78  '79  '80  '81  '82"  '83t  '84t 
'Estimate,  t Estimated  range. 

Sources:  Through  1982,  U.S.  Council  of  Economic  Advisers;  1983  and 
1984,  George  von  Furstenberg,  Indiana  University. 


the  basis  of  nothing  but  public  information.  It  used  to  take 
weeks  to  line  up  bank  commitments.  Now  it  can  be  done 
in  just  a  few  days." 

Ten  years  ago  First  Boston  Corp.'s  mergers  and  acquisi- 
tions department  consisted  of  4  people  and  a  telephone. 
Today  it  has  110  people.  At  the  New  York  law  firm  of 
Skadden,  Arps,  Slate,  Meagher  &  Flom,  takeover  busi- 
ness has  tripled  in  the  past  ten  years,  and  the  number  of 
partners  working  on  it  has  doubled.  Hungry,  smart, 
highly  paid  people  sit  around  all  day  doing  deals  or 
dreaming  them  up.  This  is  where  the  action  is.  "There's 
a  fever,"  says  Martin  Sikora,  editor  of  Mergers  &  Acquisi- 
tions magazine.  "Up  until  a  few  years  ago  M&A.  was  an 
opportunistic  thing.  Now  companies  have  long-term 
strategies  to  grow  by  making  acquisitions." 

It  was  less  than  six  years 
ago  that  IBM  sold  the 
first  $1  billion  issue  of 
corporate  bonds,  amid 
worries  that  the  market 
couldn't  absorb  such  a 
huge  offering;  today 
Drexel  Bumham  floats 
$1.3  billion  of  junk  bonds 
for  Metromedia,  and  no 
one  blinks.  Until  1975 
there  had  been  only  one 
billion-dollar  corporate 
acquisition  in  history, 
Xerox'  purchase  of  Scien- 
tific Data  Systems  in 
1969.  There  have  been  40 
in  the  past  four  years,  17 
of  them  last  year  alone. 
Even  taking  inflation  into 
account,  last  year  was  the.; 
biggest  ever  for  the  dollar 
amount  of  acquisitions, 
exceeding  the  previous 
high  set  in  1 968  (see  chart, 
opposite  page). 

The     current     merger 
wave,  the  fourth  since  the 
late  1890s,  began  in  1974- 
when     old-line     Interna- 
tional Nickel  Co.,  advised 
by  old-line  Morgan  Stan- 
ley   &    Co.,    successfully 
raided  another  old-line  in-i  | 
dustrial    company,     ESB. 
(Inco  won,  which  is  to  say  it  lost,  and  ended  up  losing  a  lot 
of  money,  but  that's  another  story.)  If  stodgy  Inco  and; 
Morgan  Stanley  could  do  it,  then  hostile  takeovers  had  I 
become  respectable. 

When  the  wave  started,  companies  such  as  United  Tech- 
nologies used  acquisitions  to  expand  more  quickly  and 
cheaply  than  they  could  by  building  businesses  from 
scratch.  By  comparison  with  what  is  happening  today,  that 
was  a  reasonably  respectable  motive.  In  recent  years  much 
of  the  activity  has  changed  from  cheap  expansion  to  quick 
asset  liquidation  and  to  companies  trading  businesses.  CIT 
Financial  and  Utah  International  have  both  changed  hands 
twice.  Esmark  bought  Norton  Simon  and  sold  businesses 
to  help  pay  for  it,  then  sold  itself  to  Beatrice  Cos.,  which  is 
selling  businesses  to  help  pay  for  buying  Esmark. 

The  previous  merger  waves  were  from  1896  to  1904 
when  monopolies  like  U.S.  Steel  and  Standard  Oil  wen 
formed  in  reaction  to  the  Sherman  Act,  which  outlawec 
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Counting  the  deals 


Merger  and  acquisitions  activity 
Number  of  announced  transactions  (thousands)  Value  ({trillions) 


trusts  but  not  monopolies;  from  1919  to  1929,  when  com- 
panies like  General  Motors,  Swift  and  Pullman  bought  up 
suppliers  and  expanded  horizontally;  and  from  1960  to 
1969,  when  conglomerates  used  their  overpriced  stock  to 
buy  other  companies  and  manipulate  their  earnings. 

Raiders  argue  that  today's  deals  take  place  because  of  the 
disparity  between  what  they  are  willing  to  pay  for  assets 
land  the  meager  profits  that  incompetent  corporate  manag- 
ers earn  from  them.  In  some  cases,  the  argument  that  a  low 
(stock  price-to-asset  ratio  reflects  bad  management  is  com- 
pelling. But  almost  all  stocks  carry  lower  P/Es  than  they 
used  to.  The  average  P/E  of  the  Standard  &  Poor's  500  is 
low  11,  compared  with  the  18  that  it  was  20  years  ago. 
Have  the  managers  all  gotten  40%  less  competent  since 
1965?  Did  Inco's  takeover  make  ESB  a  better  company  or  a 
worse  one?  Did  Mobil 
nake  Montgomery  Ward 
setter  or  worse?  One 
leedn't  be  a  close  student 
jf  business  to  realize  that 
these  takeovers  resulted 
n  worse  management, 
lot  better. 

To  the  extent  that  the 
leadership  of  American 
ousiness  is  deficient  in 
real  and  ability,  the  take- 
over artist  is  a  question- 
able replacement.  The 
.eading  predators  like  to 
Dortray  themselves  as 
champions  of  the  share- 
holder and  enemies  of 
slothful  management.  But 
".his  pose  is  so  self-serving 
is  to  be  ridiculous.  If 
many  stocks  still  sell  at 
[ow  multiples  compared 
with  previous  years,  the 
Jeason  is  much  more  like- 
ly a  consequence  of  high 
interest  rates  rather  than 
pf  lousy  management. 
[With  long-term  interest 
rates  running  double  the 
level  they  were  at  20  years 
(igo,  why  should  any  ra- 
tional investor  pay  as 
touch  for  a  dollar  of  corpo- 
rate earnings  as  he  was 
'willing  to  pay  when  rates  were  at  5%  or  6%  ? 

High  interest  rates  lower  the  value  of  a  dollar  of  earn- 
ings. At  the  same  time,  the  inflation  of  the  1970s  was 
steadily  increasing  the  value  of  a  dollar  of  assets.  Earn- 
ngs — what  most  investors  react  to — were  worth  less, 
^vhile  the  underlying  assets  were  worth  more.  The  situa- 
ion  was  ready-made  for  raiders  and  liquidators  who  knew 
;iow  to  buy  on  the  basis  of  earnings  and  how  to  sell  on  the 
)asis  of  assets. 

t  In  any  event,  totally  awful  companies  are  rarely  taken 
>ver.  "When  you're  an  ugly  girl,  no  one  pays  attention  to 
7ou,"  says  John  Norell,  president  of  Phillips'  biotechnol- 
ogy subsidiary.  "Then  she  gets  herself  in  shape  .  .  .  and  the 
irst  thing  that  happens  is,  somebody  rapes  her."  As  a 
e*sult,  companies  are  sometimes  led  to  doing  perverse 
hings  to  avoid  rape.  They  may  overpay  for  an  acquisition 
n  order  to  make  themselves  less  sexy  to  potential  rapists. 
Or  they  may  load  up  their  balance  sheet  with  debt  to  make 


Today's  takeover  lunacy  involves  fewer  deals  than  ear- 
lier periods  of  excess,  but  far  more  money.  Even  count- 
ing inflation,  1984s  dollar  total  topped  1 968's. 


themselves  less  attractive. 

"The  whole  game  is  nauseating,"  says  Andrew  Sigler, 
CEO  of  Champion  International  and  chairman  of  the  Busi- 
ness Roundtable's  corporate  responsibility  task  force. 
Sigler,  whose  company  recently  became  the  biggest  paper 
company  in  the  world  by  acquiring  thrice-greenmailed  St. 
Regis  Corp.,  complains  that  whenever  he  expands  Cham- 
pion's capacity,  he's  deluged  with  complaints  that  all  he 
cares  about  is  making  paper,  not  making  money  for  his 
shareholders. 

"The  problem  is  deciding  who  the  hell  the  corporation  is 
responsible  to,"  he  says.  "I  can't  ask  my  shareholders  what 
they  want.  Champion  is  75%  owned  by  institutions,  and 
my  shareholders  change  so  damn  fast  I  don't  even  know 
who  they  are."  And,  he  adds,  "We're  owned  by  a  bunch  of 

index  funds.  Who  votes 
for  an  index  fund?  Some 
damn  mathematical  for- 
mula votes  your  stock." 

Once  a  company  is  at- 
tacked, it  is  all  but 
doomed  to  lose  its  inde- 
pendence if  the  raider  suc- 
ceeds in  putting  his  offer 
into  effect,  because  mon- 
ey managers,  who  control 
two-thirds  of  U.S.  stock 
trading  volume,  tend  to 
take  the  money  and  run. 

Smile,  then,  when  one 
of  these  raiders  proclaims 
himself  an  apostle  of 
shareholder  value.  They 
claim  they  want  to  help 
the  target  company's 
shareholders  maximize 
returns.  But  when  the  tar- 
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*GNP  price  deflator. 
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get  company  pays  green- 
mail — and  the  raider,  nat- 
urally, accepts  it — it  is  the 
shareholders  the  raider 
professes  to  care  about 
who  ultimately  pay  the 
bill.  If  a  company  is  taken 
over  and  liquidated  at  im- 
mense profit,  didn't  that 
profit  belong  rightly  to  its 
shareholders?  The  idea 
that  most  of  these  raiders 
are  out  to  maximize  value 
for  anyone  other  than  themselves  is  ludicrous. 

A  Forbes  study  suggests  that  patient  investors  can  be 
better  served  by  having  a  tender  offer  fail  rather  than 
succeed.  We  studied  39  cases  assembled  by  Kidder,  Pea- 
body  &  Co.  (which  specializes  in  tender  defense)  in  which 
companies  defeated  hostile  tender  offers  and  remained 
independent.  We  compared  what  stockholders  earned  by 
holding  these  stocks  through  the  end  of  1984  (or  until 
another  bidder  bought  the  company)  with  what  they 
would  have  earned  had  the  tender  been  successful  and  the 
proceeds  reinvested  in  the  S&P's  500  Index. 

In  1 7  cases  the  target  company's  stock  outperformed  the 
index,  sometimes  by  3  or  4  to  1.  So  in  almost  half  these 
cases,  money  managers  would  have  maximized  profit  by 
holding  shares  rather  than  tendering  them.  We  chose  cases 
at  least  two  years  old  to  give  the  target  stocks  a  reasonable 
period  to  make  up  lost  ground,  compared  with  what  the 
tender  offer  would  have  yielded  (see  table,  p.  139). 


:ORBES,  MARCH  11,  1985 


137 


— ^ 


The  stripper 


One  megamerger  that  has  been  an  unqualified  fi- 
nancial success  is  Allied  Corp.'s  famous  takeover 
of  Bendix  Corp.  You  remember  that  bizarre  1982  bat- 
tle, of  course.  First,  Bendix  went  after  Martin  Marietta 
Corp.  Then  Marietta  counter-tendered  for  Bendix  and 
got  United  Technologies  to  go  partners  on  the  deal. 
Bendix  and  Marietta  bought  majorities  of  each  other. 
Allied  Corp.  came  out  of  nowhere  to  settle  things  by 
buying  all  of  Bendix  and  39%  of  Marietta. 

What  made  the  deal  work  was  asset  stripping.  Who 
would  have  thought  that  Bendix,  a  $4.1  billion  (rev- 
enues) automotive  parts,  aerospace  and  machine  tool 
conglomerate,  was  an  asset  play?  Allied  CEO  Edward 
Hennessy  Jr.  did.  Hundreds  of  Bendix  headquarters 
employees  have  lost  their 
jobs,  and  the  work  force  at 
Bendix  plants  in  Cleveland 
and  South  Bend,  Ind.  has 
been  slashed,  but  Bendix  has 
become  the  most  profitable 
part  of  Allied. 

Allied  spent  $1.8  billion  in 
cash,  notes  and  stock  to  buy 
Bendix.  Within  a  year,  Allied 
generated: 

•  $343  million  from  sell- 
ing Marietta  back  its  shares; 

•  $129  million  from  sell- 
ing RCA  stock  that  Bendix 
owned; 

•  $90  million  from  liqui- 
dating Bendix  Automation, 
formerly  one  of  the  largest 
machine  tool  companies  in 
the  nation; 

•  $47  million  from  selling 
Bendix'  portfolio  of  bank  pre- 
ferred stocks; 

•  $33  million  from  selling 
Bendix'  Gradall  earthmoving 
machine  and  Texas  Pipe 
Bending  businesses; 

•  $25  million  from  selling 
most  of  Bendix'  headquarters 
building  in  Southfield,  Mich.     

These  sales  raised  $667  million.  Allied  says  it  took 
another  $190  million  of  cash  out  of  Bendix  by  reduc- 
ing inventory  levels  and  cutting  down  receivables. 
That  totals  $857  million  of  cash  stripped  out. 

Then  there  were  tax  synergies.  In  the  past,  Bendix, 
with  a  hefty  U.S.  tax  bill,  purchased  tax  credits.  Al- 
lied, plagued  with  capital-intensive,  low-profit  U.S. 
businesses,  sold  some  unused  tax  credits.  Allied  had 
some  $100  million  of  tax  carryforwards  when  it 
bought  Bendix.  Allied  won't  say  how  much  it  netted 
because  "we  would  rather  not  draw  attention  to  it." 
Let's  be  conservative  and  say  that  $43  million  was 
realized  by  tax  games.  That  would  raise  the  cash  taken 
out  of  Bendix  to  $900  million. 

But  only  $925  million  of  the  $1,796  billion  that 
Allied  paid  for  Bendix  was  in  cash.  The  rest  consisted 
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of  original  issue  discount  notes  ($149  million  at  the 
date  of  issue),  preferred  stock  ($276  million)  and  22.9 
million  common  shares  ($446  million  at  date  of  issue). 
Taking  out  $900  million  got  Allied  back  almost  all 
of  its  cash.  The  asset  sales  reduced  Allied's  net  invest- 
ment in  Bendix  to  $900  million — the  purchase  price 
less  cash  stripped  out.  In  1983  Allied  recorded  an  $80 
million  loss  on  Bendix,  increasing  its  net  Bendix  in- 
vestment to  $980  million.  In  1984,  after  subtracting 
corporate  overhead,  preferred  stock  dividends  and  in- 
terest on  the  notes,  Allied  earned  about  $185  million 
on  its  Bendix  investment.  Divide  that  by  the  $980 
million  and  you  have  a  19%  aftertax  return  on  invest- 
ed capital.  That  would  be  the  equivalent  of  Allied's 
having  paid  a. price/earnings 
multiple  of  5.3. 

Dividing  the  22.9  million 
Allied  shares  issued  in  ac- 
quiring Bendix  into  the  $185 
million  Bendix  earned  pro- 
duces income  of  $8.10  a 
share.  If  you  subtract  the 
Bendix  profits  and  the  22.9 
million  shares  from  Allied's 
year-end  numbers,  Allied 
would  have  earned  only 
about  $3.80  a  share.  With 
Bendix,  it  earned  $5.03. 

Look  at  it  another  way. 
The  1984  earnings  and  the 
$220  million  that  Allied  ex-' 
pects  Bendix  to  earn  in  1985 
just  about  pay  for  the  notes 
and  preferred  stock  that  Al- 
lied issued  to  buy  Bendix. 
Two  more  $220  million  prof- 
it years  would  pretty  much 
cover  the  cost  of  the  com- 
mon stock,  and  Allied  would 
then  own  Bendix  for  nothing. 
"Not  many  acquisitions 
turn  out  this  well,"  says  Har- 
old Buirkle,  Allied's  execu- 
tive vice  president-adminis- 

tration.  "In  our  acquisition 

economics  we  were  more  conservative  than  we  ex- 
pected things  to  be,  and  they've  turned  out  better  than 
we  expected." 

Allied  got  lucky,  to  be  sure.  Marietta  redeemed  its 
stock  earlier  than  expected  because  its  stock  price 
shot  up  and  it  was  able  to  resell  to  the  public  the 
shares  it  bought  from  Allied.  Bendix'  automotive  parts 
business  did  much  better  than  expected,  too. 

But  Allied  was  more  than  lucky — it  was  smart. 
Bendix  CEO  William  Agee  congratulated  himself  on 
getting  shareholders  the  highest  price  Bendix  shares 
had  ever  fetched.  In  reality,  of  course,  Ed  Hennessy  got 
Bendix  cheap.  Which  shows  that  although  takeovers 
may  not  be  great  for  the  country  as  a  whole,  there's  a 
lot  of  money  to  be  made  in  them  if  you're  smarter 
than  the  other  guy. — A.S. 
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But  few  CEOs  can  ask  shareholders  to  reject  a  tender 
offer  and  wait  for  two  years.  In  the  meantime  the  question 
that  plagues  hundreds  of  conscientious  chief  executives  is 
the  question  asked  on  our  cover:  Is  there  no  escape  from 
these  people? 

To  beat  takeover  artists  to  the  punch,  CEOs  can  do  what 
raiders  would  do:  sell  off  real  estate  that's  undervalued  on 
the  books  or  recover  the  surplus  from  overfunded  employ- 
ee pension  funds.  Those  are  probably  good  long-term  strat- 
egies, regardless  of  whether  a  company  is  a  target.  In  fact, 
many  of  the  mergers  that  have  been  financially  successful 
involved  one  corporation  asset-stripping  the  other  (see  box, 
opposite). 

This  liquidating  of  assets  is  part  and  parcel  of  the  dein- 

dustrialization  of  America.  Things  are  changing  so  fast 

these  days  that  a  CEO  who  doesn't  do  these  obvious 

I  things — distasteful  as   they  may  be — can  find  himself 

j:  thrown  out  and  an  acquirer  buying  the  company  and 

1  liquidating  these  assets  to  his  personal  profit,  rather  than 

■  for  the  benefit  of  the  shareholders. 

CEOs  who  feel  that  their  shares  are  undervalued  can 
I  leverage  the  company  or  liquidate  all  or  part  of  it  them- 

■  selves,  giving  the  profit  to  their  shareholders  rather  than 
if  allowing  a  raider  to  seize  it.  Classic  examples  are  Tele- 
|  dyne,  which  has  periodically  borrowed  money  to  offer 
I  sbareholders  a  chance  to  sell  at  an  above-market  price;  IU 
I  International,  which  spun  off  its  Echo  Bay  gold  mine  to  its 
I  shareholders;  or  Masonite,  which  distributed  its  timber- 
I  lands  to  its  shareholders. 

Many  companies  contend  that  the  need  to  keep  stock 
prices  up  forces  them  to  take  short-term  approaches 
I  to  their  business.  Their  argument  is  that  the  Carl  Icahns 
I  and  Irwin  Jacobses  are  turning  this  country  over  to  the 
I  Japanese,  who  lack  such  predators. 

But  it's  not  as  if  corporate  managers  all  thought  long 
I  term  until  1981,  when  big  companies  began  to  fall  prey  to 
I  raiders  in  record  numbers.  CEOs  have  been  happy  to  base 
:  bonuses  on  short-term  results,  to  reward  money  managers 
I  and  employees  for  what  they  did  in  a  quarter,  to  eschew 
I  long-term  investments  because  they  can't  earn  some  mys- 
I  tical  "hurdle  rate"  that  is  double  or  triple  what  the  com- 
1  pany  as  a  whole  earns.  In  other  words,  many  companies  are 
I  vulnerable  to  the  predators  precisely  because  they  have 
I  managed  for  short-term  results  for  too  long.  Companies 
I  like  IBM,  which  managed  for  the  long  term,  have  little 
I  to  fear. 

"If  you  take  a  list  of  the  best-run  companies,  they 
I  typically  make  long-term  commitments,  and  they  sell  at 

■  decent  multiples,"  says  Frederick  Joseph,  head  of  Drexel 
I  Burnham's  corporate  finance  department.  "IBM  is  not  a 
I  target.  ITT  is  a  target,  because  it  hasn't  managed  its 
1  businesses  very  well.  So  ITT  is  complaining  that  it  can't 
li  plan  long  term  because  of  the  sharks." 

Rather  than  worrying  about  maximizing  return  on  in- 

I,  vestment  or  long-term  prospects,  many  companies  take 
|[  the  easy  way  out — they  pay  off  predators  to  go  away.  You 
K'  can't  blame  predators  for  taking  the  money  and  acting  like 
\-  predators — they're  not  public  charities,  they're  in  business 
i  to  make  money  any  way  they  can,  short  of  breaking  the 

II,  law.  Blame  the  companies  making  the  payoffs.  But  as  the 
late  Neville  Chamberlain  found  out,  appeasement  doesn't 

1  work.  Hitler  promised  to  behave  if  they  would  let  him  take 
.  the  Sudetenland,  but  he  came  back  later  for  Poland  and 

■  France. 

'After  a  greenmail  payment,  a  company's  stock  tends  to 

I  plunge  as  takeover  speculators  bail  out — and  someone  like 

I  Irwin  Jacobs,  with  a  shrewd  eye  for  market  overreactions, 

may  well  appear.  Jacobs  bought  into  Avco,  Disney  and 


Maximizing  shareholder  value? 

Conventional  wisdom  notwithstanding,  a  target's 
shareholders  are  often  better  off  if  a  tender  offer  fails. 
We  studied  39  cases  in  which  companies  successful- 
ly resisted  hostile  tenders.  In  17  cases,  the  value  of 
the  target's  stock  at  year-end  1984  exceeded  what  a 
shareholder  would  have  if  the  offer  had  succeeded 
and  the  proceeds  had  been  reinvested  in  the  S&P's 
500  Index.  (Where  a  company  defeated  one  offer  but 
was  later  bought,  our  calculations  run  through  the 
acquisition  date.)  So  when  managers  call  an  offer  for 
their  company  "inadequate,"  it's  not  always  just  to 
protect  their  jobs.  We  didn't  include  capital  gains  tax 
on  the  tender  proceeds  and  didn't  count  cash  divi- 
dends from  the  stock  or  the  S&P's. 

Company 

First 
announce- 
ment date 

How  well  you 
— would  have  fared — 
holding 
stock         investing 
through     proceeds  in 
12/31/84     S&P's  500 

Dictaphone* 

Sep  1974 

133% 

33% 

Inspiration  Consol  Copper* 

Feb  1975 

-16 

17 

Sterndent* 

Feb  1975 

61 

49 

Unitek* 

May  1976 

97 

-7 

Pargas* 

May  1976 

143 

58 

McKesson 

May  1976 

42 

61 

Sabine  and  Sabine  Royalty  Trust 

Sep  1976 

135 

62 

Universal  Leaf  Tobacco 

Oct  1976 

389 

63 

Viacom  International 

Jan  1977 

225 

73 

Sunshine  Mining 

Mar  1977 

36 

69 

Detroit  Intl  Bridge* 

May  1977 

25 

14 

Gerber  Products 

Aug  1977 

51 

73 

Marshall  Field* 

Dec  1977 

-29 

24 

Rowan  Cos 

Jul  1978 

47 

61 

Mead  Corp 

Aug  1978 

_2 

62 

Wurlitzer 

Sep  1978 

-85 

73 

Levitz  Furniture 

Nov  1978 

172 

73 

Chicago  Rivet  &  Machine 

Jan  1979 

-44 

73 

Mission  Insurance* 

Jan  1979 

29 

64 

McGraw-Hill 

Jan  1979 

114 

73 

Ludlow  Corp* 

Feb  1979 

45 

18 

Woolworth 

Apr  1979 

6 

69 

Hoover 

May  1979 

31 

64 

Harnischfeger 

Jun  1979 

-60 

61 

Morrison  Inc 

Jul  1979 

-3 

56 

Telecom  Corp 

Aug  1979 

-87 

54 

Gulf  Resources 

Feb  1980 

-70 

64 

Harsco 

Jan  1981 

26 

47 

Araax 

Mar  1981 

-79 

26 

Canal-Randolph  (in  liquidation) 

May  1981 

229 

29 

Posi-Seal  Intl 

Jun  1981 

-32 

28 

Heinicke  Instruments 

Jul  1981 

-  - 1 4 

36 

Wetterau 

Aug  1981 

19 

43 

Grumman 

Sep  1981 

21 

37 

Maxxam  Group 

Oct  1981 

11 

33 

Brunswick 

Jan  1982 

352 

48 

SCA  Services" 

Mar  1982 

99 

42 

RP  Scherer* 

Jul  1982 

48 

44 

Martin  Marietta 

Aug  1982 

39 

37 

'Acquired  before  12/31/84;  results  through  acquisition 

date 
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Everyone  is  preparing  for  the  takeover  wave  to  go  on  forever,  but 
it  wont.  The  market  created  these  raiders,  and  market  forces  will 
ultimately  make  them  go  away. 


Castle  &.  Cooke  after  they  were  greenmailed 
but  hasn't  taken  any  greenmail  himself.  "I 
think  greenmail  is  terrible,"  he  says,  "but  if 
it's  not  stopped,  I'm  going  to  do  it.  .  .  .  My 
objective  is  to  make  money."  The  sad  thing  is 
that  it  would  be  so  easy  to  stop  greenmail.  fust 
pass  a  law  forbidding  companies  to  make  any 
offers  to  big  stockholders  that  they  don't  offer 
to  all  their  stockholders. 

So  far,  according  to  statistics  compiled  by 
Kidder,  Peabody,  five  companies  have  adopted  antigreen- 
mail  charter  amendments,  and  about  60  more  will  prob- 
ably have  them  in  place  by  the  middle  of  this  year.  Last 
year  alone,  250  companies  installed  various  antitakeover 
provisions.  Everyone  is  preparing  for  the  takeover  wave  to 
go  on  forever. 

But  it  won't.  The  House,  Senate  and  SEC  are  all  holding 
yet  another  set  of  hearings  on  takeovers.  Previous  reform 
attempts  produced  only  minimal  changes  such  as  taxing 
some  "golden  parachute"  payments.  Now  the  business 
establishment  is  after  major  revisions.  "The  people  in  the 
merger  business  want  to  modify  the  rules  by  taking  out  the 
nauseating  things  like  golden  parachutes  and  scorched 


earth  defenses,"  says  Champion's  Andy  Sigler. 
"They  don't  want  to  stop  the  game.  That's 
how  they  make  their  living." 

Even  if  Congress  does  nothing  about  take- 
overs, the  market  may.  Some  takeovers  seem 
in  financial  trouble:  For  one,  Victor  Posner's 
hostile  buyout  of  Royal  Crown  resulted  in 
missed  bank  loan  payments,  since  made  up. 
One  or  two  horrible  failures  will  cut  back  bank 
takeover  money  in  a  hurry.  The  proposed  tax 
law  changes  would  lower  corporate  tax  rates  to  33%  from 
46%,  decreasing  the  value  of  interest  deductions,  and 
would  greatly  reduce  the  1981  tax  breaks. 

Moreover,  the  stock  market  is  strong.  And  with  infla- 
tion having  subsided  to  low  levels,  no  longer  do  asset 
values  increase  10%  a  year  automatically.  As  stock  prices 
more  closely  reflect  basic  asset  values,  the  predators  will 
lose  their  easy  prey. 

No  other  major  merger  wave  has  gone  on  for  more  than 
ten  years.  This  one  is  already  well  advanced.  We  suspect 
that  just  as  they  begin  to  look  unstoppable,  the  financial 
raiders  will  either  disappear  from  the  scene  or  metamor- 
phose into  conventional  businessmen.  ■ 


Mortgaging  the  future 


W'hen  companies  start  worrying  about  sharks, 
practically  the  last  thing  they  care  about  is  to- 
morrow. As  a  result,  one  of  the  first  items  to  go  in, 
corporate  restructurings  is  the  R&D  budget.  Long- 
range  planning  is  pushed  to  the  back  burner  when 
companies  attempt  to  thwart  current  takeover  at- 
tempts, according  to  Michael  Heylin,  editor  of 
Chemical  &  Engineering  yens,  which  is  published  by 
the  American  Chemical  Society.  Aside  from  the 
scientists  and  engineers  who  are  laid  off,  R&D  dilu- 
tion demoralizes  everyone  in  a  company  because 
they  suddenly  realize  that  long-range  thinking  and 
planning  have  gone  by  the  board.  Consider:  Between 
June  1982,  just  prior  to  the  first  assault  on  the 
company  by  T.  Boone  Pickens,  and  now,  Gulf  Corp. 
throttled  back  operations  including  its  research  and 
development.  According  to  one  source,  a  substantial 
number  of  its  scientists  and  engineers  have  been  laid 
off.  Did  it  help?  Chevron  Corp.,  which  took  over 
Gulf  in  June  of  1984,  has  continued  the  cuts.  Gulf's 
once-respected  research  institute,  in  Harmarville, 
Pa.,  will  probably  soon  be  sold  or  donated  to  the 
LJmversity  of  Pittsburgh. 

The  case  is  much  the  same  with  Phillips  Petro- 
leum. In  opposing  Boone  Pickens  and  Carl  Icahn, 
Phillips  came  up  with  a  refinancing  and  asset  sale 
scheme  designed  to  produce  at  least  $2  billion.  To 
raise  that  money,  says  John  Norell,  president  of 
Provesta  Corp.,  Phillips'  biotechnology  subsidiary, 
research  expenditures  have  been  slashed  by  75%, 


from  more  than  S20  million  to  S5  million.  While  no 
scientists  have  yet  been  laid  off,  Norell  says  that 
substantial  numbers  of  scientific  and  technical  jobs 
would  be  threatened  if  assets  were  sold.  In  addition, 
advanced  research  projects  already  on  the  drawing 
boards,  such  as  a  S15  million  dry  yeast  protein  plant 
in  Nebraska,  have  been  scrubbed,  and  the  company 
is  scaling  back  on  venture  capital  commitments 
made  to  fledgling  companies. 

At  a  recent  meeting  of  the  Industrial  Biotechnol- 
ogy Association  in  Fort  Lauderdale,  Norell  made  it 
clear  to  companies  such  as  Biogen,  Cetus  and  Gen- 
entech,  which  are  now  looking  to  the  oil  and  chemi- 
cal giants  as  joint  venture  partners:  "It  won't  be  easy 
to  walk  into  a  large  company  to  get  money.  For  the 
short  term,  spare  cash  in  our  industry  is  going 
toward  the  redeployment  of  existing  assets." 

Why  would  any  company  in  its  right  mind  do 
away  with  R&D  in  an  increasingly  competitive  envi- 
ronment? Says  Norell,  "Everybody  figures,  hell,  let's 
just  get  past  today.  Research  is  intangible,  and  there 
is  little  way  we  can  prove  that  it  benefits  the  com- 
pany immediately.  So  we  can  save  money  by  firing 
the  scientists,  and  when  this  is  all  over  we  can  just 
hire  them  back." 

But  it  isn't  that  simple.  Work  in  progress  that  is 
suddenly  terminated  is  often  superseded  by  more 
advanced  research  elsewhere.  So  what  appears  to  be 
a  short-term  savings  turns  out  to  be  not  a  long-term 
but  an  almost  immediate  loss. — Stephen  Kindel 
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EW-CHRYSLER-TECHNOLOGY 


o 


The  1985  Turbo  New  Yorker 
Once  you  drive  it,  you'll  never  go  back  to  a  V-8  again. 


Chrysler  introduces  the  new  technology  of  driving: 
Turbopower*  in  its  most  advanced  luxury  sedan. 

Here  is  the  confidence  of  front-wheel  drive,  the 
security  of  advanced  electronics  and  the  quiet,  smooth 
ride  you  expect  in  a  fine  luxury  car. 

And  here  are  the  luxuries  you  demand.  Automatic 
transmission,  power  windows,  power  steering,  power 
brakes,  power  remote  mirrors  and  individual  pillow- 
style  reclining  seats  are  all  standard. 

And  finally,  here  is  the  new  technology  of  turbo- 
power.  More  power  to  move  you.  To  accelerate.  To  pass. 
To  cruise  in  serene  comfort... yet  with  remarkable  fuel 
efficiency.  23  hwy.  est.  mpg  [20]  city  est.  mpg.** 


*Turbo  is  optional 


Turbo  New  Yorker  merits  careful  consideration  by 
every  luxury  car  owner.  It  is  backed  by  a  5-year/50,000- 
mile  Protection  Plan  covering  drivetrain,  turbo  and 
outer  body  rust-through: 

The  new  technology  of  driving  must  be  experienced. 
So  Chrysler  invites  you:  test  drive  Turbo  New  Yorker. 
Once  you  drive  it,  you'll  never  go  back  to  a  V-8  again. 

Purchase  or  lease  your  1985  Turbo  New 
Yorker  at  your  Chrysler-Plymouth  dealer. 

And  buckle  up  for  safety. 


Chrysler.  The  best  built, 
best  backed  American  cars.+i 


Division  of 
Chrysler  Corporation 


**Use  these  EPA  ests.  to  compare.  Actual  mpg  will  vary  with  options,  driving  condiiions  and  habits  and  vehicle  condition.  CA  ests.  lower. 
Whichever  comes  first.  Limited  warranty.  Deductible  applies.  Excludes  fleet/leases.  Dealer  has  details.  ttLowest  percent  of  NHTSA  safety  recalls  for  '82 
and  '83  cars  designed  and  built  in  North  America.  Best  backed  based  on  warranty  comparison  of  competitive  vehicles. 
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Taxing  Matters 


Edited  by  Geoffrey  Smith 


Nobody  really  knows  what  the  tax  law  is  until  the  IRS  issues  the 
final  regulations.  Trouble  is,  all  too  often  they  dont  come  out 
until  years  after  Congress  passes  the  legislation. 

"The  regs  aren't 
out  yet11 


By  Laura  Saunders 


When  the  IRS  promised  on 
Jan.  25  to  modify  the  notori- 
ous "contemporaneous"  rec- 
ord-keeping rules  for  business  use  of 
cars,  that  didn't  mean  drivers  could 
toss  out  their  daily  logs.  Until  tempo- 
rary "regs"  were  issued  on  Feb.  15,  no 
one  dared  to  stop  scribbling  in  the 
record  book. 

The  regs,  of  course,  are  IRS 
regulations  spelling  out  exactly 
how  the  tax  laws  will  be  ap- 
plied. "They're  what  Congress 
would  have  written  if  it  had 
been  thinking  of  it,"  says  Mor- 
timer Caplin,  former  IRS  com- 
missioner and  founder  of  Caplin 
&  Drysdale. 

Public  outcry  spurred  the  IRS 
to  issue  the  car  log  regs  in  record 
time.  But  in  too  many  cases,  it 
can  be  years  before  the  regs 
come  out.  In  the  interim,  tax- 
payers have  to  muddle  through. 
Consider: 

•  Texaco  bought  Getty  Oil 
over  a  year  ago,  but  it  still  hasn't 
merged  many  operations  be- 
cause it  might  inadvertently 
trigger  an  estimated  billion-dol- 
lar tax  recapture  under  the  1982 
tax  law.  Why?  There  are  no  regula- 
tions as  to  exactly  what  would  trigger 
the  recapture.  It  could  be  something 
as  simple  as  Texaco's  using  some  of 
Getty's  geophysical  data  or  drilling 
one  well  to  tap  an  oilfield  under  adja- 
cent plots  of  land,  one  each  owned  by 
Getty  and  Texaco. 

•  The  1982  law  also  requires  a  cor- 
poration to  file  documents  with  the 
IRS  supporting  its  tax  position,  or  face 
substantial    penalties.    But    nobody 
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knows  exactly  what  to  file.  "It  could 
be  a  pile  several  feet  thick,"  says  Neil 
Wissing,  a  tax  lawyer  for  Weyerhaeus- 
er. "What  you  file  depends  on  how 
nervous  you  are." 

•  Fred  Keesler,  owner  of  a  small 
Philadelphia  construction  equipment 
distributorship,  thinks  the  law  re- 
quires him  to  collect  12%  excise  tax 
on  the  vehicles  he  sells.  Some  of  his 
competitors  don't.  "It  all  depends  on 


what  you  think  'first  retail  sale' 
means,"  he  says.  The  distinction  may 
be  Talmudic,  but  $3,000  on  a  $25,000 
truck  isn't. 

•  Since  1981  utilities  haven't 
known  if  all  their  methods  of  ac- 
counting for  accelerated  depreciation 
(ACRS)  benefits  will  satisfy  the  IRS. 
They  are  under  pressure  from  rate- 
payers to  take  the  benefits  as  soon  as 
possible.  But  that  might  not  please 
the  IRS,  causing  both  the  utilities  and 


the  ratepayers  to  lose  ACRS  benefits 
entirely. 

•  Since  1982  organizers  of  limited 
partnerships  have  not  known  exactly 
how  to  account  for  special  allocations 
of  profit  and  loss,  an  issue  that  affects 
nearly  every  tax  shelter. 

•  In  the  most  famous  case  of  all, 
businessmen  and  auditors  have  been 
waiting  since  1969  for  congressional- 
ly  mandated  regs  defining  debt  and 

equity.  "I  get  a  couple  of  calls  a 
week  about  that,"  says  Donald 
Ercole,  tax  partner  at  Arthur 
Young.  But  no  one  really  be- 
lieves the  regulations  will  ever 
see  the  light  of  day,  not  even 
Treasury  officials.  "There  are 
some  areas  best  left  un- 
touched," says  Fred  Goldberg, 
chief  counsel  for  the  IRS. 

Regs  come  in  two  types,  "in- 
terpretative" and  "legislative." 
Interpretative  regs  merely  ex- 
plain particulars.  When  Con-j 
gress  changed  the  excise  tax 
three  years  ago,  interpretative 
regs  had  to  be  issued  on  wheth- 
er, for  example,  a  fishing  lure 
made  out  of  cheese  was  "live" 
or  "artificial."  (The  latter.) 

Legislative  regs  are  far  more 
important.  They  have  the  force 
of  law  and  are  usually  the  result  of  an 
ominous  sentence  in  the  statute  be- 
ginning, "The  [Treasury]  Secretary 
shall  prescribe  such  regulations  as  he 
shall  deem  necessary.  ..."  Watch  out 
when  you  see  those  words.  The  tax 
law  governing  consolidated  returns  is 
three  sentences;  the  regs,  125  pages  of  j 
fine  print. 

Legislative  regs  used  to  be  the  ex- 
ception. But  with  the  frantic  pace  of  J 
recent  tax  law,  they  are  now  more 
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A  FEW  GOOD  REASONS 
TO  BUY  THE  NEW  CANON  PERSONAL 

COMPUTER. 


The  Canon  Personal  Computer  runs 
all  popular  IBM  PC  compatible  software. 

If  you're  in  the  market  for  a  smart, 
fast,  modestly  priced  computer  that's 
compatible  with  the  IBM  PC,  look  no  fur- 
ther. Canon  has  just  created  the  ideal  one. 

The  Canon  Personal  Computer  can 
run  hundreds  of  programs  designed  for  the 
IBM  PC.  No  modification  is  required.  (Even 
the  layout  of  the  keyboard  is  compatible 
with  the  IBM  PC.) 

And  with  its  8086  16-bit  micro- 
processor, memory  board  and  display 
adapter,  the  Canon  Personal  Computer 
can  process  complex  data  in  record  time. 

It  expands  as  you  expand. 

As  your  needs  change,  so  can 
our  Personal  Computer.  It  offers  you  five 
expansion  slots.  A  printer  interface, 
asynchronous  communication  port  and 
mini  floppy  disk  controller  are  built  in.  So 
only  one  slot  is  taken  up,  with  a  display 
adapter.  That  leaves  four  expansion  slots  to 
use  for  optional  hardware,  including  IBM 
PC  compatible  boards.  And  with  Canon's 
memory  expansion  board,  you  can 
increase  the  standard  256K  bytes  to  an 
enormous  5I2K  bytes. 

You  also  have  the  choice  of  either  a 
monochrome  or  color  graphic  display  unit; 
each  with  pedestals  for  easy  adjustment. 
And,  when  you're  ready,  Canon  offers  a 
full  line  of  quality  printers  designed  to 
meet  any  need. 

Our  Personal  Computer  comes  with 
Canon  quality  as  a  standard  feature. 

Perhaps  the  best  feature  our  new 
Personal  Computer  has  to  offer  can  be 


summed  up  in  a  single  word— Canon.  Our 
worldwide  reputation  for  quality  and 
dependability  has  been  earned  in 
everything  from  sophisticated  cameras  to 
hard-working  office  machines. 

So  when  you  buy  the  Canon  Personal 
Computer,  you  know  you're  not  only 
getting  a  great  computer,  you're  getting  a 
great  company  to  stand  behind  it. 

How  much  does  all  of  this  cost?  A  lot 
less  than  youd  expect. 

For  more  information,  see  your  local 
computer  dealer  or  call  1-800-323-1717, 
x325.  (In  Illinois,  1-800-942-8881,  x325.) 


Canon* 


Canon  U.S.A.,  Inc.,  One  Canon  Plaza,  Lake  Success,  NY  11042. 
©  1985  Canon  U.S.A.,  Inc. 
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Superb  from 
Even  better  fron 


Pittsburgh. 


The  versatile 
Challenger  601 


Even  if  a  corporate  jet  can  fly 
three  or  four  thousand  miles, 
it  doesn't  mean  you'll  always  be 
traveling  that  far. 

So  your  machine  has  to  be 
versatile.  And  that's  where  the 
Canadair  Challenger  601  comes 
into  its  own. 


Not  only 

does  it  offer  the 

best  fuel  efficiency  in 

its  class  over  intercontinental 

distances,  its  miserly  consumption 

on  short  hops  is  equally  impressive 

Because  of  this  flexibility, 
companies  find  they  can  use 
Challenger  when  they'd  think 
twice  about  using  other  large  jets. 


Reliability  and 
performance 

Advanced  technology  and  metio 
ulous  engineering  are  the  distinguish! 
ing  factors  of  the  Challenger  601. 

Its  basic  airframe  has 
now  logged  over  ^•^^ 

20  million  miles. 
And  configurations 
of  its  GE  engines 
have  flown  for  over 
3  million  hours  on 
military 
aircraft. 


few\6rk  to  Paris 
few\5rk  to 


By  way  of  creature 
)mforts,  the  Challenger 
[fills  your  expectations. 

No  corporate  jet,  for 
:ample,  has  a  wider 
)dy.  So  you're  able  to 
Drk,  relax  and  move 
>ely  in  dimensions 
at  seem  less  like  a 
ing'  tube  and 
ore  like  a     . 
1  room.      j    ^ 


Yet  despite  its  size,  the 
Challenger  601  is  so  quiet  it  beats 
the  new  curfew  regulations  at  noise- 
sensitive  airports. 

But  product  attributes,  no  matter 
how  superior,  are  only  part  of  the  story. 

Finest  service 
and  support 

As  one  of  North  America's  leading 
aerospace  corporations,  Canadair 
provides  service  that's  second-to-none. 
Field  service  representatives  on 
24-hour  call.  Service  centers 
on  two  continents.  And  now,  a 
service  engineering  team  devoted 
exclusively  to  customer  support. 
All-in-all,  a  total  commitment 
that  we  believe  is  outstanding  by 
industry  standards. 

For  more  information,  write 
Charles  G.  Vogeley  President  and 
Chief  Executive  Officer,  Canadair 
Challenger  Inc.,  274  Riverside  Ave., 
Westport  CT  06880,  or  call  (203)  226-1581. 





Challenger  601.  The  logical  choice. 
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Taxing  Matters 


often  the  rule.  Experts  agree  that  the 
1984  tax  act  achieved  new  heights. 
"In  the  statute  on  below-market-rate 
loans,"  says  Lloyd  Ator,  tax  partner 
with  Price  Waterhouse,  "they  basical- 
ly said,  'If  this  doesn't  work  how  we 
thought  it  would,  make  it  work  some 
other  way.'  " 

The  result:  a  crushing  burden  on 
the  reg  writers  at  IRS  and  Treasury 
and  ultimately  on  U.S.  businesses. 
Currently,  nearly  500  sets  of  regula- 
tions have  yet  to  be  issued  in  final 
form,  hobbling  every  sort  and  size  of 
business. 

The  painful  part  is  that,  even 
when  regs  are  late,  they're  often 
retroactive  to  the  date  of  the  statute. 
For  example,  proposed  regs  for  the 
changes  in  accelerated  depreciation 
in  1981  were  finally  issued  in  1984. 
Until  that  time,  businesses  were  in 
the  dark,  and  "several  lost  part  of 
their  1981  benefit  and  had  to  amend 
their  tax  returns  through  no  fault  of 
their  own,"  says  Stephen  Corrick,  a 


tax  partner  with  Arthur  Andersen. 

Even  when  regs  come  out  relatively 
quickly,  they  cause  major  headaches. 
In  the  1984  tax  act,  Congress  changed 
the  law  for  the  withholding  of  tax  on 
sales  of  U.S.  real  estate  owned  by  for- 
eigners. It  will  affect  thousands  of  real 
estate  transactions  in  the  country  be- 
cause there  is  so  much  foreign  capital 
invested  in  U.S.  real  estate.  The  new 
law  took  effect  fan.  1,  1985.  The  regs? 
Temporary  ones  were  issued  Dec.  31, 
1984.  "It  gave  us  lots  of  time  for  plan- 
ning," snorts  David  Benson,  interna- 
tional tax  manager  with  Coopers  & 
Lybrand. 

Lately,  in  order  to  get  something 
out,  the  IRS  has  issued  temporary  and 
proposed  regs  in  question-and-answer 
form.  They  are  easier  to  write,  but  tax 
lawyers  find  them  sketchy,  and  busi- 
nessmen say  they  don't  help.  "The 
questions  I  understand,  but  the  an- 
swers are  legalese  gibberish,"  says 
Fred  Keesler.  "All  I  know  is,  they're 
going  to  cost  me  money." 

What's  more,  regs  don't  always  re- 
flect the  language  of  the  law.  Last 
summer,  for  example,  Congress  re- 


Most  wanted 

There  are  500  or  so  IRS  regula-     form.  Here  are  some  that  tax  law- 
tions  defining  the  tax  law  that     yers,  accountants  and  taxpayers 
have  not  yet  been  issued  in  final     would  most  like  to  see. 

IRS 

code 

section 

Date 

relevant 
portions 
enacted 

Subject 

30 

1981 

Research  and  development  tax  credit 

108 

1980 

Discharge  of  indebtedness 

132 

1984 

Fringe  benefits 

168 

1981 

Accelerated  cost  recovery  system  (ACRSI 

274 

1984 

Adequate  contemporaneous  records 

280 

1976 

Rental  of  vacation  homes 

280 

1984 

Deductions  for  autos  and  computers 

338 

1982 

Mergers  and  acquisitions 

385 

1969 

Determination  of  debt  and  equity 

401 

1978 

Hardship  withdrawals  from  401(k)  plan 

422 

1981 

Incentive  stock  options  (ISO) 

461 

1976,  1984 

Economic  performance  rules 

465 

1976,  1978 

At-risk  rules 

704 

1982 

Special  allocations  for  partnerships 

921-927 

1984 

Foreign  sales  corporations 

1271-1278 

1984 

Original  issue  discount 

6661 

1982 

Substantial  understatement  penalty 

7872 

1984 

Below-market-rate  loans 

Source  Price  Vi'alerlioiise 

146 


pealed  withholding  on  foreign  debt 
obligations.  Reg  writers,  eager  to  pre- 
serve a  tax  revenue  buck,  interpreted 
that  to  mean  only  the  debt  of  public 
offerings,  even  though  Congress 
didn't  say  that.  One  Wall  Street  law 
firm  is  advising  clients  that  the  nar- 
row definition  won't  stick  in  court. 
There  have  been  two  cases  in  which 
the  courts  found  that  Treasury  regula- 
tions for  the  DISC  export  incentive 
contradicted  the  law. 

Tax  lawyers  are  frustrated.  "Clients 
constantly  need  an  answer  about  the 
structure  of  a  deal,  and  we  have  to  say, 
'I'm  sorry,  the  regs  aren't  out  yet,'  " 
says  Leon  Nad,  technical  tax  head  at 
Price  Waterhouse.  Another  says  sim- 
ply, "It's-a  mess." 

Part  of  the  problem,  they  say,  is  that 
regs  are  written  by  freshly  minted 
young  lawyers  who  sign  up  for  a  four- 
year  hitch  at  IRS.  Hence  the  com- 
plaints that  regs  don't  always  reflect 
the  real  world,  even  though  they  go 
through  nine  levels  of  review.  Peat 
Marwick's  Robert  Willens,  an  expert 
in  mergers  and  acquisitions,  tells  of 
being  questioned  by  a  reg  writer  in  his 
area  of  expertise.  "He  was  very  bright, 
but  it  was  clear  he  had  no  background 
in  the  area,"  says  Willens.  "Here  he 
was  writing  the  law  of  the  land,  affect- 
ing millions  and  billions  of  dollars.  It 
was  unsettling." 

But  everyone  agrees  that  the  real 
problem  is  Congress.  "This  bottle- 
neck reflects  the  chaotic  nature  in 
which  tax  laws  are  being  enacted," 
says  Ira  Shapiro,  director  of  tax  policy 
for  Coopers  &.  Lybrand.  "You  have 
constant  changes  in  the  law  that  get 
enacted  without  adequate  hearings, 
with  last-minute  amendments  and 
substantial  changes  in  conference." 
Caplin  says  that,  more  and  more, 
Congress,  "instead  of  writing  stat- 
utes, makes  broad  outlines  and  leaves 
the  rest  to  the  IRS.  It's  an  enormous 
burden." 

And  things  aren't  going  to  get  any 
better.  Even  Treasury  officials  admit 
that.  "There's  a  limit  on  what  our 
small  staff  can  do,"  says  Assistant 
Treasury  Secretary  Ronald  Pearlman. 
"I  hate  to  be  pessimistic,  but  not  ev- 
ery question,  is  going  to  be  answered. 
And  we're  going  to  make  mistakes." 

So  what  happens  if  Congress  really 
enacts  some  sort  of  thorough  tax  re- 
form? "You'll  have  terrible  problems 
with  the  administering  of  something 
like  that,"  says  Graham  Dozier, 
comptroller  for  Wachovia  Bank  & 
Trust  Co.  in  North  Carolina.  "They'll 
have  huge  transition  rule  problems; 
they'll  have  to  keep  up  with  the  old 
and  deal  with  the  new." 

And  you  thought  things  were  bad.  ■ 
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A  FORBES  Special  Advertising  Supplement 


By  Anise  C.  Wallace 


_,ate  last  year,  then  Treasury  Secretary 
Donald  Regan  made  taxes  a  little  less 
jf  a  sure  thing.  His  agency's  proposal 
br  a  simplified  tax  plan  has  created 
xmfusion  among  those  who  market  tax 
shelters,  and,  of  course,  among  taxpay- 
ers who  are  no  longer  sure  what  their 
ax  rate  will  be. 
Because  of  the  uncertainty  now  sur- 
ounding  tax  rates  and  deductions,  real 
;state  deals  have  been  delayed.  And 
jhe  tax-shelter  promoters  are  finding 
ew  takers.  Many  investors  are  refus- 
ng  to  make  decisions  when  they  are  so 


unsure  of  their  tax  liability.  "Most  peo- 
ple are  laying  back  and  waiting,"  says 
Lawrence  D.  Silver,  tax  partner  with 
Peat  Marwick  Mitchell  in  New  York. 
Adds  William  Turchyn,  senior  vice 
president  of  E.  F.  Hutton  &  Co.  Inc.: 
"The  programs  that  just  emphasize  tax 
losses  are  not  good  to  buy  for  1985." 

Many  professionals  say  that  it  is 
highly  unlikely  a  final  tax  reform  pack- 
age will  be  approved  this  year.  It  is 
more  likely,  they  say,  for  the  effective 
date  to  be  1987.  Therefore,  taxpayers 
can  continue  to  make  investments  as 


though  nothing  had  changed. 

But  they  do  so  with  risk,  these  ex- 
perts caution.  Many  tax  shelters  could 
be  adversely  affected  in  future  years 
should  a  tax  simplification  package  be 
passed.  And  experts  warn  that  if  a  tax 
plan  is  approved,  investors  may  find 
that  the  liquidity  of  many  tax-sheltered 
limited  partnerships  will  dry  up. 
Should  that  happen,  these  investors 
may  be  stuck  with  investments  they 
cannot  unload.  Many  of  these  "are  not 
as  charming  as  people  think  they  are," 
says  Joseph  Mintz,  editor  of  the  finan- 
cial advisory  newsletter  NROCA  in 
Dallas. 

But  some  tax  advisers  such  as  Mor- 
ton Helpern,  tax  partner  at  Laventhal 
&  Horvath  in  New  York,  say  that  until 
there  is  an  approved  tax  reform  plan, 
taxpayers  should  continue  as  they  have 
in  the  past.  Helpem  says  his  firm  is  ad- 
vising clients  "not  to  worry  about  the 
legislation."  In  fact,  he  thinks  that  the 
uncertainty  caused  by  all  the  talk  about 
tax  simplification  could  knock  the 
prices  of  real  estate  down,  creating 
bargains  for  investors.  "If  you  wait 
awhile,  you'll  probably  get  better 
buys,"  he  says. 

Whatever  shape  the  final  tax  package 
takes,  most  tax  experts  believe  that 
"qualified"  retirement  plans  such  as 
IRAs,  Keogh  plans  and  employer- 
sponsored  savings  plans  are  sure  to 
become  some  of  the  most  important 
tax-sheltered  forms  of  savings.  "I  am 
very  confident  that  employee  benefit 
shelters  will  not  change,"  says  Avery 
E.  Newmark,  employee  benefit  spe- 
cialist with  Ernst  &  Whinney. 
"They're  very  secure,  and  people 
should  rush  to  get  into  them." 

The  Tax  Reform  Proposals 

The  Treasury  proposal  would  affect 
almost  every  kind  of  investment. 
Obviously,  investments  that  now  help 
to  shelter  income,  such  as  municipal 
bonds,  real  estate,  and  oil  and  gas  part- 
nerships, would  be  less  attractive 
investments.  The  value  of  mortgage 
interest  deductions  would  also  be 
diminished  because  of  the  proposed 
lower  tax  rates.  And  investors  would 
not  find  mutual  funds  that  emphasize 
capital  gains  as  attractive  either. 

IRAs  would  be  one  of  the  biggest 
beneficiaries  of  the  Treasury  Depart- 
ment's tax  reform  proposal.  Under  the 
proposed  plan,  IRA  contribution  limits 
would  be  raised  to  $2,500  for  each 
taxpayer  from  the  current  $2,000. 
And  the  increase  for  the  non-working 
spouse  would  be  increased  from  $250 
to  $2,500. 
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Switch  to  a  Vanguard  IRA  in  GNMA  Portfolio. 


GET  THE  HIGH  YIELDS 
AND  SECURITY  OF  GNMAs 
WITH  A  VANGUARD  IRA. 


If  you're  rolling  over  maturing  CDs  or 
seeking  a  fixed-income  investment 
with  above-average  yields,  consider  a 
Vanguard  IRA  in  GNMA  Portfolio. 

The  Portfolio  invests  in  Ginnie 
Maes  which  have,  historically,  yielded 
one-half  to  one  percent  more  than 
long-term  U.S.  Treasury  bonds.  And 
for  that  extra  peace  of  mind,  the  gov- 
ernment guarantee  assures  the  timely 
payment  of  principal  and  interest  on 
the  underlying  mortgage  obligations. 
The  Portfolio's  share  price,  of  course, 
fluctuates  as  market  conditions  vary. 

GNMA  Portfolio  is  one  of  20 
Vanguard  Portfolios  available  for  your 
IRA  for  as  little  as  $500  (up  to  the 
$2,000  annual  limit).  With  no  commis- 
sions, 100%  of  your  money  goes  to 
work  immediately.  And  remember,  you 
have  the  flexibility  to  exchange  portfo- 
lios as  your  investment  goals  change. 


Call  1-800-662  SHIP 

Ask  for  our  free  Vanguard  IRA  Infor- 
mation Kit.  Or  send  the  coupon  below. 

In  Philadelphia,  visit  our  new  Invest- 
ment Center  at  1528  Walnut  Street. 

r^arTml  f*f£o7o1 

Investor  Information  Department 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  IRA  Information  Kit 
and  a  GNMA  Portfolio  prospectus  that  I  can 
read  carefully  before  I  invest  or  send  money. 
I  understand  it  contains  more  complete  infor- 
mation on  advisory  fees,  distribution  charges 
and  other  expenses.  Also  send  information  on 
D  Keogh. 


Name. 


Address. 


City- 


State- 


-Zip. 
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*JOF  INVESTMENT  COMPANIES 


TheXRowe  Price  IRA  gives  you  freedom 
of  choice  and  freedom  to  change. 


The  T.  Rowe  Price  IRA 

This  IRA  gives  you  more  than  a  competitive  return  on  your  money. 
It  also  gives  you  freedom  of  choice.  You're  free  to  choose  from  a  range 
of  no-load  funds,  each  pursuing  a  different  investment  objective. 

You  also  have  the  freedom  to  switch  from  fund  to  fund  when 
changes  in  the  markets  or  your  needs  suggest  a  change  in  investment 
strategy.  All  it  takes  is  a  toll-free 
telephone  call.  Cgjt 

For  a  free  ERA  information  kit,  T. RoweRta  flL 


call:  1-800-IRA-5000. 


Invest  With  Confidence ' 


Mail  to:  T.  Rowe  Price,  100  E.  Pratt  St., 
Baltimore,  MD  21202 

Please  send  my  free  IRA  kit  and  fund  pro- 
spectuses with  more  complete  information, 
including  management  fee  and  other 
charges  and  expenses.  I  will  read  them 
carefully  before  I  invest  or  send  money. 


Name 
Address 

City  State  Zip 

5 I D  Home   D  Business 

Phone  R 451 

T.  Rowe  Price  Investment  Services.  Inc.,  Distributor.  Member  SIPC. 


Free  IRA  planning  kit:  call  1-800-IRA-5000. 


But  tax  reform  at  this  point  is  simply 
a  proposal.  Passage  will  require  a  coa- 
lition of  legislators  and  the  Administra- 
tion. And  as  the  experts  caution,  by  the 
time  Congress,  the  White  House  and 
the  Treasury  Department  finish  negoti- 
ating, the  tax  reform  package  is  certain 
to  look  much  different  from  the  pro- 
posal now  on  the  table. 

IRAs 

Individual  retirement  accounts  con- 
tinue to  be  one  of  the  most  popular 
tax  defenal  plans  available  to  tax- 
payers. Assets  in  IRAs  swelled  to 
almost  $140  billion  by  the  end  of  1984, 
according  to  the  IRA  Reporter,  a 
Cleveland-based  newsletter,  which 
tracks  these  accounts  and  the  financial 
institutions  servicing  them. 

Such  growth  is  understandable  when 
one  considers  how  attractive  these  ac- 
counts are  for  most  taxpayers.  In  addi- 
tion to  helping  fund  retirement  for 
many  people  who  don't  believe  they 
can  count  on  Social  Security,  IRAs 
make  a  tenific  tax  shelter.  Almost  any 
individual  taxpayer  can  effectively 
lower  this  year's  tax  bill  by  investing  in 
an  IRA.  If  an  investor  is  in  the  35%  tax 
bracket  (earning  about  $25,000  for  a 
single  person  or  $40,000  for  a  married 
couple  filing  jointly)  and  contributes 
the  full  $2,000  to  an  IRA,  he  will  cut 
his  tax  bill  by  $700. 

For  1984  and  1985  tax  planning, 
investors  should  remember  the  basics 
about  IRAs.  The  contribution  is  tax- 
deductible.  All  interest  and /or  divi- 
dends are  tax  deferred.  Anyone  under 
the  age  70%  who  earns  money,  or  is 
married  to  someone  who  earned  a 
salary  in  1984,  can  start  an  IRA. 

Keogh  Plans 

Keogh  plans  are  retirement  plans  for 
the  self-employed  and  some  small- 
business  owners.  They  are  available  in 
addition  to  an  IRA.  This  year  they  have 
been  made  almost  as  attractive  as  cor- 
porate pension  plans.  The  annual  con- 
tribution limit  for  Keogh  accounts  has 
been  increased  to  $30,000,  depending 
on  the  kind  of  plan  a  taxpayer  uses. 

There  are  several  kinds  of  Keogh 
plans.  The  profit-sharing  Keogh  lets 
the  taxpayer  change  the  amount  of  the 
contribution  every  year.  Obviously, 
this  is  attractive  for  those  business 
owners  whose  profits  fluctuate  from 
one  year  to  the  next  and  don't  want  to 
be  locked  into  contributing  a  fixed 
percentage  of  income. 

A  money-purchase  Keogh  allows 
the  taxpayer  to  salt  away  more  than  the 
profit-sharing  Keogh,  but  there  is  one 


"MANAGING  YOUR  MONEY 

alone  is  enough  reason 

for  many  many  people 

to  buy  a  computet:" 

™  ucmdv  i/icriD    ruirArnciiM 


HENRY  KISOR,  CHICAGO  SUN-TIMES,  SEPTEMBER  9, 1984. 


"MANAGING 

YOUR  MONEY 

is,  simply, 

the  finest 

personal 

financial 

management 

program  on 

the  market." 

PERSONAL  SOFTWARE  MAGAZINE, 
JULY  1984, 

"The  first 

fully-integrated 

financial 

program  that 

really  makes 

a  computer 

for  the  home 

worth  the 

money." 

SEYMOUR  MERRIN 
COMPUTER  WORKS  OF  CT 


MANAGING  YOUR  MONET 


UT  AMOfff W  TOMAf  HCOMf  TOO* 

wmu  votm  ccumjrtn 
mm  vov  mammc  voud  money  tfnewecr 


'What  the 
home  computer 
market  needs 
most  is  software 
good  enough  to 
make  people  use 
the  machines 
they  buy.  A  new 
program  by 
Andrew  Tobias 
may  well  be  one 
for  the  money." 


FORBES. 
APRIL  9, 1984, 


Disk  version  for  IBM  PC,  XT,  Comoaq  and  now  for  PCjr  with  256  K  Cartridge  version  available  for  PCjr  at  IBM  authorized  dealers 


'It'sajoytouse 
and  deserves  to 
be  in  every 
household  that 
owns  a  personal 
computer." 

COMPUTERS  &  ELECTRONICS, 
NOVEMBER,  1984. 


The  only  financial  software  you'll  ever  need.  The  easiest  financial  software  you'll  ever  use. 

It's  seven  programs  in  one.  It  prepares  your  budget  and  balances  your  checkbook. 

It  calculates  your  net  worth.  It  helps  manage  your  stock  portfolio.  It  calculates  your  taxes. 

It  estimates  your  life  insurance  needs.  It  analyzes  loans  and  helps  you  do  retirement  planning. 

It  reminds  you  of  important  dates.  No  need  for  a  big,  bulky  manual. 

With  MANAGING  YOUR  MONEY™  all  the  help  you  need  is  constantly  on-line,  on  the  computer. 

And  everything  is  integrated  so  you  only  need  to  enter  data  once. 


meor 

Software  that  makes  your 
personal  computer  worth  having.™ 

■©1984 •  MICRO  EDUCATION  CORPORATION  OF  AMERICA •  285  RIVERSIDE  AVENUE,  WE5TPORT.  CT 06880-I205) 222-1000 
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Mffih, 

Other  fine  software  products  from  MECA 


For  Atari,  Apple  and  IBM 


Available  where  fine  software  is  sold 
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taxpayer  can  never  lower  his 
percentage  rate,  though 

ised.  Of  course,  this  would 
the  business  owner  who 
at,  if  any,  his  profits  will 

1-benefit  Keogh  plan 
ike  some  of  the  more  gen- 
L^orpor,ate  pension  plans.  These 
provide  a  fixed  benefit 
il  the  average  of  the  three 
s  of  a  taxpayer's  earn- 
>0,000  a  year.  Account- 
ants advise  that  this  kind  of  Keogh  is 
best  suited  for  those  taxpayers  older 


than  45  and  earning  more  than  $100,000 
annually. 

IRA  Legislative  Changes 

Recent  legislation  has  resulted  in  sev- 
eral changes  in  IRAs  and  Keoghs.  For 
one  thing,  extensions  on  making  IRA 
contributions  have  been  abolished. 
Taxpayers  must  make  their  contribu- 
tion by  April  15,  even  if  they  have  an 
extension  for  filing  their  tax  returns. 
In  1985,  for  the  first  time,  alimony 
can  be  included  when  calculating  a  tax- 
payer's compensation.  Also  for  the  first 
time,  the  IRS  is  requiring  that  taxpay- 


If  you  had  invested  $2,000  in 
TEMPLETON  GROWTH  FUND 

every  year  since  1 955. . .  that's  30  years . . . 

YOU  WOULD  BE  ABLE  TO 
RETIRE  NOW  WITH  OVER 

$1  MILLION 


It  S  3  FaCl!  An  investment  of  $2,000  per  year  since  1 955  when 
Templeton  Growth  Fund  started      assuming  reinvestment  ot  all  dividends 
and  capital  gains  distributions . . .  increased  in  value  to  $1 ,080,224  by 
December  31,  1984. 

These  30  years  included  periods  of  both  rising  and  declining  stock 

markets ...  the  value  df  the  Fund's  shares  fluctuate  daily  Although  there  is 

no  guarantee  that  future  results  will  be  as  good,  you  should  find  out  how 

the  Templeton  approach  has  produced  this  investment  record.  These 

figures  are  based  on  information  contained  in  the  Fund's  prospectus. 

No  deduction  has  been  made  for  income  taxes  payable  by  investors. 


Free  Brochure 

Send  coupon  for  a  free  brochure  and  prospectus 
containing  more  complete  information  including  charges 
and  expenses.  Read  it  carefully  before  deciding  to  invest. 
Send  no  money. 

Securities  Fund  Investors,  Inc. 

PO.  Box  3942  /  St  Petersburg,  FL  33731 


.State. 


.Zip. 


ers  indicate  what  tax  year  a  contribu- 
tion applies  to.  This  rule  does  not  apply 
to  Keogh  contributions. 

Pros  and  Cons  of  Different 
Investments 

The  most  popular  forms  of  IRA  invest- 
ments have  particular  advantages  and 
disadvantages.  For  example,  certifi- 
cates of  deposit  (CDs)  that  are  avail- 
able from  banks  and  thrift  institutions 
offer  the  taxpayer  a  decent  night's  sleep 
since  he  knows  that  the  CDs  offer  a 
fixed  rate  of  return  and  are  backed  by 
Federal  insurance.  Furthermore,  banks 
charge  relatively  low  fees,  if  any. 

But  the  disadvantage  of  bank  or  thrift 
accounts  is  that  they  charge  a  hefty 
penalty  for  early  withdrawal.  And  if 
the  stock  or  bond  market  takes  off  and 
the  depositor  wants  out,  it  could  prove 
costly  both  in  terms  of  the  penalty  and 
the  opportunity  cost  of  missing  a  mar- 
ket move. 

Mutual  funds  obviously  have  more 
flexibility.  They  offer  a  wide  variety, 
ranging  from  money-market  funds  to 
conservative  bond  funds  to  aggressive 
stock  funds.  Those  organizations  that 
offer  different  kinds  of  funds  under  one 
roof,  frequently  provide  a  convenient 
telephone  transfer  option. 

In  addition  to  the  fact  that  these 
funds  are  not  insured  against  loss, 
there  are  other  drawbacks.  For  one 
thing,  moving  assets  from  one  fund  or- 
ganization to  another  can  be  a  lengthy 
process.  Last  year,  the  SEC  received 
numerous  complaints  about  institutions 
that  delayed  for  several  months  trans- 
ferring assets  to  other  organizations. 

To  solve  this  problem,  many  profes- 
sionals advise  that  investors  take  ad- 
vantage of  the  IRA  Rollover.  This  is  a 
once-a-year  option  allowed  by  the  IRS. 
In  this  transaction,  the  investor  actually 
receives  a  check  for  his  investment 
rather  than  directing  the  assets  from 
one  organization  to  another.  The  inves- 
tor has  60  days  to  invest  the  assets  with 
another  institution,  or  he  will  be  taxed 
on  the  full  amount  and  charged  a  ten 
percent  penalty  by  the  IRS. 

And  although  mutual  funds  are  man- 
aged by  professionals,  there  will  come 
times  when  the  mutual  fund  profes- 
sionals simply  don't  do  a  very  good 
job.  In  both  1983  and  1984,  for  exam- 
ple, the  average  equity  fund  manager 
was  unable  to  match  the  performance 
of  the  market  averages. 

Investors  who  want  to  make  their 
own  decisions  are  best  suited  to  a  self- 
directed  account  with  a  brokerage  firm. 
The  advantage  here  is  obvious:  The 
investor  makes  his  own  decisions.  But 


the  disadvantage  of  these  accounts  is 
that  brokerage  firms  typically  charge 
the  highest  fees  to  open  and  maintain 
in  IRA.  On  top  of  those  fees,  there  are 
xading  commissions  on  purchases 
ind  sales. 

Insurance  companies  generally  offer 
two  kinds  of  annuities  to  IRA  cus- 
tomers. In  effect,  these  are  guarantees 
t)f  regular  payments  for  a  specific  num- 
?er  of  years  or  for  the  holder's  life. 
The  fixed-rate  annuity,  as  the  name 
mplies,  guarantees  the  holder  a  mini- 
■num  specified  rate  of  return.  The  rates 
)n  variable  annuity  contracts  can 
:hange  depending  on  the  investment 
jerformance  of  the  vehicle  chosen 
>y  the  customer. 

The  drawbacks  to  most  annuity 
Products  are  the  high  upfront  fees,  or 
commissions,  charged  by  the  insurance 
companies.  Further,  there  can  be  se- 
vere penalty  fees  for  early  withdrawal. 

Banks  continued  to  have  the  major 
XHtion  of  IRA  assets,  according  to  the 
RA  Reporter.  They  had  $41  billion  at 
he  end  of  September  1984,  compared 
vith  $33.4  billion  in  savings  and  loan 
nstitutions,  $18.3  billion  in  self-di- 
•ected  accounts  at  stock  brokerage 
Irms,  $15.2  billion  with  mutual  fund 
jrganizations  and  $11.4  billion  with 
life  insurance  companies. 

^Vew  Products 

Executives  are  salivating  over  these 
jjrillions  of  tax-deferred  dollars.  They 
ffill  want  to  attract  these  customers 
fevhose  tax-exempt  accounts  will  grow 
lo  tens  of  thousands  of  dollars  in  just  a 
J!*ew  years.  Consequently,  they  are  do- 
ing cartwheels  to  come  up  with  special- 
ized or  "niche"  investment  services  to 
(jnake  themselves  stand  out  from  their 
[competition. 

|  Zero  coupon  bonds  have  proved  to 
be  one  of  the  most  natural  investments 
■or  IRAs  and  Keogh  plans.  These 
Brands  are  sold  at  a  deep  discount  from 
§heir  face  value.  They  pay  no  annual 
interest  but  provide  the  investor  with 
bapital  appreciation  at  the  end  of  their 
maturity  date.  Because  the  IRS  taxes 
|:he  holders  of  these  bonds  as  though 
they  receive  income  each  year,  tax- 
I  exempt  investors  such  as  those  with 
|,RAs  and  Keoghs  don't  have  to  worry 
i.'ibout  this  aspect  and  find  them  attrac- 
tive. Zero  coupon  bonds  come  in  a 
[/ariety  of  forms,  including  corporates 
■md  treasuries  and  have  a  wide  variety 
|j)f  maturity  dates.  They  are  available 
[from  most  brokerage  firms. 
i    Last  year  dozens  of  banks  around  the 
Ipountry  began  offering  mutual  funds. 
I 'some  like  Citibank,  Wells  Fargo 


and  Bank  of  California  set  up  their 
own  commingled  stock  funds,  which 
drew  lawsuits  from  mutual  fund 
organizations. 

Other  banks  simply  became  retailers 
of  funds  managed  by  other  organiza- 
tions. Some  of  these  banks  offer  the 
funds  of  only  one  organization,  such 
as  those  of  Federated.  Other  banks, 
such  as  Security  Pacific  and  Bank  of 
America,  through  its  Charles  Schwab 


subsidiary,  offer  investors  dozens  of 
different  mutual  funds  managed  by 
dozens  of  different  organizations. 

The  mutual  fund  organizations  also 
were  busy  churning  out  new  funds  to 
attract  IRA  and  Keogh  dollars.  Several 
organizations  set  up  funds  available 
only  to  tax-free  investors.  This  enables 
the  portfolio  manager  of  the  fund  to 
ignore  tax  consequences  in  buying  and 
selling  stocks.  Obviously,  short-  and 
long-term  capital  gains  make  no  differ- 
ence to  IRA  and  Keogh  accounts  since 
they  are  exempt  from  taxes. 

Among  the  organizations  offering 
such  funds  are  Merrill  Lynch,  Oppen- 
heimer  Management  Co. ,  Venture  Ad- 
visers, Loomis,  Sayles  &  Company, 
Heine  Security  Corp.,  Equity  Advisors 
Inc.  and  Fidelity  Investments. 

Last  year  witnessed  the  rebirth  of 
an  old  idea  in  mutual  funds.  Investors 
from  the  late  1960s  might  be  forgiven 
if  they  cringe  at  the  mention  of  a  "fund 
of  funds"  concept.  They  probably  re- 
member the  scandalized  Fund  of  Funds 
managed  by  Bernard  Cornfield. 

But,  undaunted  by  investors'  memo- 
ries, two  organizations  recently  began 
offering  variations  on  the  fund  of  funds 
theme.  Vanguard  established  its  Special 
Tax  Advantaged  Retirement  Fund, 


Scudder 


Let  us  show  you  how  a  Scudder  IRA  turns  a  tax  deduction  into  a 
brilliant  deduction.  We're  sure  you'll  find  ii  quite .  .  .  elementary. 

Investigate  the  evidence... 

tE^Low  cost.  Open  your  IRA  [^Flexibility.  Move  your  IRA 

with  as  little  as  S240.  You  pay 
no  yearly  IRA  fee  and  no 


sales  charges. 

[^Investment  choice.  Invest 
in  any  of  8  funds,  including 
money  market,  income  and 
growth  funds. 


investment  among  the 
Scudder  funds  at  any  time 
with  a  toll-free  call. 

B*Tax-free  transfers.  Switch 
your  existing  IRA  to  a 
Scudder  IRA.  and  pay  no 
taxes. 


Give  us  a  call  and  we'll  send  you  everything 
you  need  to  make  a  tax  deduction  even 
Sherlock  Holmes  would  be  proud  of. 


I 


800-453-3305 


175  Federal  St.,  Dept.  12,  Boston,  MA  02110 


Call  or  write  fora  prospectus  with  more  complete  information,  including  management  feesand  expenses 

Read  il  carefully  before  you  investor  send  money 
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"^■M  Start  \ 

Kjlrcvfus 

o^HMhBI^^^  For  more  infi 


This  unusual 

municipal  bond  fund 

offers  attractive  yields  that 

are  100%  free  of  Federal  income 

tax.  Professionally  managed,  it 

offers  strong  price  stability,  even 

though  its  net  asset  value  may  fluctuate. 

100%  tax-free  income.  Especially  attractive 

to  higher  bracket  investors. 

Free  check-writing.  Unlimited  free  checks 

for  $500  or  more. 

•  Complete  liquidity.  No  sales  charge  to  buy  or  redeem 

— and  no  penalties. 

•  Free  exchange.  You  can  shift  your  investment  between 

Dreyfus  funds — even  by  phone. 

Start  with  just  $2,500.  Call  toll  free  number  or  mail  coupon. 
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Intermediate  Tax  Exempt  Bond  Fund,  Inc. 


ormation,  including  managemeni 
fee  charges  and  expenses,  obtain  a  Prospectus  by  sending 
this  coupon.  Read  it  carefully  before  you  invest  or  send  money. 


"I 


Name. 


Address. 


Cn\_ 


State. 


.  Zip_ 


Post  Office  Box  600 
Middlesex,  NJ  08846 

FOR  A  PROSPECTUS 

Call  toll  free,  day  or 
night,  7  days  a  week. 

I-80O-USA-LION 

Extension  353 


0471002  G481 

INCOME  MAYBE  SUBJECT  TO  SOME  STATE  AND  LOCAL  TAXES  NET  ASSET  VALUE  IS  NOT  FIXED  AND  FLUCTUATES 


HIGH  YIELDS. 

MORTGAGE 

^-  BACKED! 

Introducing  Fidelity's  new  Mortgage 
Securities  Fund  for  your  IRA  America. 
For  the  high  yields  available  from  mort- 
gage related  securities  rated  A  or  better, 
including  government  backed  Ginnie  Maes 
and  Fannie  Maes. 
For  more  IRA  performance:  more  choice, 
flexibility  and  service,  call  Fidelity  for  a  free  fact 
kit  today.  Start  with  $500. 

For  a  Fund  prospectus  with  more  complete  information  including  manage- 
ment fees,  expenses  and  the  \%  sales  charge  call,  write  or  visit  a  Fidelity 
Investor  Center  today.  Read  it  carefully  before  you  invest  or  send  money. 
1-800-544-6666  (In  Mass.  617-523-1919).  Fidelity  Distributors  Corporation, 
82  Devonshire  Street,  P.O.  Box  832,  Boston,  Mass.  02103,  Dept.  JB031185 

Mortgage  Securities  Fund 


Fidelity  Investments 

Call  Free  1-800-544-6666 


which  will  buy  shares  of  other  funds, 
but  only  in  the  Vanguard  group.  Once 
it  gets  up  and  running,  says  a  firm 
spokesman,  the  fund  probably  will  in- 
vest in  four  Vanguard  funds,  including 
a  stock  fund,  a  bond  fund  and  a  money- 
market  fund. 

A  Wall  Street  firm  and  a  New  York 
bank  combined  forces  to  offer  a  mutual 
fund  that  will  invest  in  funds  not  lim- 
ited to  one  organization.  FundTrust, 
managed  by  Republic  Bank  of  New 
York  and  distributed  by  Furman  Selz 
Mager  Dietz  &  Bimey,  is  designed 
for  investment  by  banks  and  other 
institutions. 

Insurance  companies  also  came  out 
with  new  IRA  products  last  year.  Sev- 
eral organizations  devised  variable  rate 
annuity  products.  With  these  accounts, 
the  insurance  company  pools  the  assets 
of  IRA  customers  in  mutual  fund-like 
vehicles.  Typically,  these  accounts 
offer  money-market  funds,  stock  funds 
and  bond  funds.  The  yields  depend  on 
the  investment  performance  achieved 
by  each  institution.  Among  those  who 
offer  them  are  New  York  Life  Insur- 
ance and  Annuity  Corp. ,  Prudential 
Insurance  in  Newark,  New  Jersey,  and 
Northwestern  Mutual  Life  Insurance 
in  Milwaukee. 

And  institutions  have  begun  to 
market  real  estate  partnerships  to  this 
marketplace.  This  year,  the  Baltimore- 
based  mutual  fund  organization  T. 
Rowe  Price  Associates  and  a  Sears 
subsidiary,  Coldwell  Banker  Commer- 
cial Group  Inc. ,  are  offering  the  first 
public  real  estate  limited  partnership 
without  a  sales  charge. 

The  T.  Rowe  Price  Realty  Income 
Fund  I  will  invest  its  portfolio  in  exist- 
ing, income-producing  business  and 
industrial  properties.  The  sponsors 
expect  to  provide  quarterly  cash  dis- 
tributions, growth  of  capital  through 
appreciation  of  the  properties  and  a 
hedge  against  inflation. 

IRA  Assistance 

Taxpayers  who  don't  know  whether  to 
set  up  an  IRA  or  where  to  invest  their 
assets  can  receive  help  from  various 
books  on  the  market.  One  of  the  best  is  • 
The  IRA  Book,  published  by  the  Center  ' 
for  the  Study  of  Services.  Available  for 
$6.95  from  the  Center's  offices  at  806 
15th  Street  N.W.,  Washington,  D.C. 
20005,  the  book  provides  investors 
with  just  about  everything  someone 
could  possibly  want  to  know  about 
IRAs. 

The  book  provides  a  comprehensive 
comparison  of  the  different  kinds  of 
investments  available,  covering  bank 
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c  1984  New  England  Mutual  Life  Insurance  Company,  Boston.  Subsidiaries  and  affiliates1  NEL  Equity  Services  Corporation; 
L  PensionAdvisors,  Inc. ;  New  England  General  Life  Insurance  Company;  New  England  Variable  Life  Insurance  Company;  Copley  Real  Estate  Advisors,  Inc  ;  Loomis,  Sayles&  Company,  Inc 
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"My  financial  partner?  New  England  Life,  of  courseAVhy?" 

So  early  retirement  won't  catch  you  off  guard. 
See  our  New  England  Life  professionals  for  the  financial  services  you  need. 
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Mutual  funds 
are  not 

like  banks. 

Thank 
goodness. 


Bank  deposits  are  usually  insured.  Twentieth  Century's  fund 
investments  are  not.  Banks  generally  offer  accounts  that  pay 
fixed  interest  rates,  while  the  values  of  Twentieth  Century's  shares 
will  fluctuate  with  the  market.  So  why  should  you  consider  a 
Twentieth  Century  investment?  In  a  word,  opportunity.  The  op- 
portunity for  the  kind  of  return  Select  Investors  has  recorded  over 
the  past  10  years:  an  annual  compound  rate  of  28%*  Banks  are 
fine,  if  that's  what  you  want.  But  if  it's  opportunity  you're  looking 
for,  it's  better  to  bank  on  us. 

Want  to  know  more?  For  complete  information,  write  or  call  for  our 
free  IRA  Information  Kit.  In  it  you'll  find  a  prospectus  for  the  five 
funds  in  Twentieth  Century's  IRA  program.  Please  read  the  prospectus 
carefully  before  investing. 


No-Load,  No-Minimum  Mutual  Funds 


Please  send  a  free  prospectus  to: 
Name 


Address. 


City- 


State- 


-ZIP- 


P.O.  Box  200,  Kansas  City,  Missouri  64141 
FBS8503H  (816)  531-5575 

•Reflects  performance  ofTwentieth  Century's  Select  Investors  from  October31, 1974  to  October  31, 1984.  Assumes 
reinvestment  of  capital  gams  and  investment  income  distributions.  These  figures  supplement  those  found  on  page 
1 1  of  the  current  prospectus.  Past  performance  is  not  a  guarantee  or  projection  for  luture  results. 


certificates,  mutual  funds,  money- 
market  accounts,  insurance  company 
annuities  and  self-directed  accounts. 
Further,  it  compares  the  rates  of  vari- 
ous banks  and  savings  and  loans,  and  it 
provides  lists  of  the  best  performing 
mutual  funds. 

Taxpayers  who  don't  have  or  don't 
want  to  use  a  financial  planner  or  ac- 
countant should  invest  a  small  part  of 
their  tax-deductible  dollars  in  a  guide- 
book such  as  this  to  help  them  decide 
whether  they  want  an  IRA  and  where 
they  should  put  those  dollars.  □ 

Anise  C.  Wallace  is  a  New  York-based 
financial  writer.  I 


FIGURE  1 :  What  You  Can  Get  Out  of  an 
IRA  or  a  Non-IRA  (Taxable)  Account 
(assumes  investment  of  2,000  pretax 
dollars  first  day  of  each  year,  10%  interest 
rate,  8%  inflation  rate,  35  percent  tax  rate) 
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Numbers  Game 


What  to  watch  for  in  the  current  batch  of  JSK1; 
1984  annual  reports  to  shareholders. 


The  footnote 
follies 


By  Jinny  St.  Goar 


Now  that  those  1984  annual 
reports  are  being  stuffed  into 
mailboxes,  let's  take  a  quick 
jour  of  the  footnotes.  There  are  some 
interesting  new  ones  this  year  as  well 
as  the  old  standbys. 
J  Does  your  company  show  a  surpris- 
ng  increase  in  its  earnings  per  share? 
Flip  to  the  back  of  the  book  to  see  if  it 
lias  repurchased  its  own  stock.  That 
educes  shares  outstanding  and  hypes 
per-share  earnings.  Exxon  made  the 
Urgest  stock  repurchase  in  1984, 
buying  in  $2.7  billion  of  its  own 
[tock.  A  nifty  way  to  shore  up  earn- 
ings per  share  when  oil 
trices  are  weak. 

In  fact,  more  compa- 
nies bought  their  own 
tock  last  year  than  we 
nave  seen  in  many 
rears,  for  a  variety  of 
leasons.  Walt  Disney 
Productions  and  Avco, 
or  example,  were  f  end- 
ng  off  takeover  at- 
empts.  But  some  man- 
igements  bought  their 
itock  to  prepare  for  an 
acquisition  or  because 
,hey  felt  the  market 
Vas  undervaluing  it  or, 
n  extreme  cases,  to  go 
irivate. 

|  Another  reason  for 
in  unusually  large 
ump  in  earnings  per 
fhare  could  be  a  1983 
tharge-off  that  de- 
pressed the  year's  re- 
sults. As  companies 
vorked  out  of  the  re- 
cession in  1983,  many 


wrote  off  outmoded  assets,  taking  a 
hit  to  earnings.  That  makes  1984's 
earnings  look  much  better  by  com- 
parison. But  don't  expect  a  similar 
increase  in  earnings  next  year. 

There  weren't  as  many  LIFO  liqui- 
dations last  year  as  in  1983,  so  there 
weren't  as  many  unusual  gains  in 
earnings  for  that  reason.  In  1983  com- 
panies were  cutting  their  inventories 
to  the  bone,  often  triggering  that 
"LIFO  cushion"  input  to  earnings,  as 
unusually  old,  low-cost  inventory 
was  matched  against  current  sales 
prices.  But,  as  business  picked  up  in 
1984,  so  did  inventory  levels.  B.F. 
Goodrich,  for  example,  had  a  large 


in  1983  that  wasn't  re- 
984  when  the  auto  indus- 
try picked  up. 

Does  your  company's  annual  tell  a 
different  story  from  the  one  you  heard 
throughout  the  year  in  unaudited 
quarterly  reports?  There  could  well 
have  been  some  "fourth-quarter  ad- 
justments." Among  the  items  that 
may  have  changed  are  inventories  or 
allowance  for  bad  debts.  Check  the 
footnotes  and  the  chairman's  letter 
for  an  explanation.  It's  generally  not  a 
good  sign  if  you  see  such  adjustments 
too  often.  Granted,  it's  getting  harder 
to  predict  the  economy's  course,  but 
Arthur  Siegel  of  Price  Waterhouse 
suggests  that  if  you  see  these  adjust- 
ments frequently,  maybe  someone 
isn't  minding  the  store. 

Accounting  changes  are  always 
something  to  look  for.  They  should  be 
described  in  the  footnote  on  account- 
ing policies.  They  can  make  quite  a 
difference.  Here's  one  example:  The 
investment  tax  credit  can  be  taken 
against  a  company's  income  tax  li- 
ability all  at  once  or  spread  over  the 
life  of  the  asset  as  it  is  depreciated. 
GTE,  for  one,  has  just  changed  from 
the  latter  to  the  former;  the  result  is  a 
$45  million  credit  to  1984  income.  All 
aboveboard,  but  don't  confuse  that 
with  operating  earnings  and  don't  ex- 
pect that  easy  profit  next  year. 

The  1984  tax  act  also  produced  a 
few  changes  on  1984's  annuals.  Com- 
panies changed  from  DISC  to  FSC,  for 
eh*  b  siadoran  example.  Created  in 
1971,  Domestic  Inter- 
national Sales  Corpora- 
tions (DISCs)  were  sub- 
sidiaries that  sheltered 
exporters'  foreign  rev- 
enues with  a  generous 
tax  deferral.  Our  trad- 
ing partners  called  this 
an  unfair  subsidy.  So 
Congress  made  the  de- 
ferral an  exemption, 
forgave  all  the  deferred 
taxes  that  may  have  ac- 
cumulated on  DISCs 
and  changed  the  name 
to  Foreign  Sales  Corpo- 
rations (FSCs). 

Since  FSCs  are  de- 
signed to  operate  very 
much  the  way  other 
countries'  export  sub- 
sidies do,  you  could  say 
that  if  we're  being  un- 
fair to  our  trading  part- 
ners now,  at  least  it's 
in  the  same  manner 
that    they    are.    Some 
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companies  claimed  no  intention  of 
ever  repatriating  their  DISC  earnings 
and  thus  hadn't  set  aside  a  reserve  to 
cover  the  deferred  taxes.  No  gain  for 
them.  But  for  those  who  did,  the  for- 
giveness boosts  earnings  significant- 
ly. Look  at  Hewlett-Packard's  DISC 
benefit:  $118  million  of  its  $665  mil- 
lion net  income.  It  is  explained  in  the 
income  tax  footnote.  But  remember 
this  is  a  one-time  gain.  No  such  bo- 
nanza is  in  store  in  1985. 

Congress  provided  a  similar  wind- 
fall for  stock  life  insurance  companies 
by  forgiving  some  of  the  taxes  that 
had  been  deferred  on  policy  reserves. 
That  portion  of  deferred  taxes  can 
now  be  taken  right  into  earnings. 
Here,  too,  look  at  the  income  tax  foot- 
note, which  will  disclose  it  if  the  for- 
giveness  exceeds    5%    of   the    com- 


Fedders  says  the  SEC  will 
closely  track  events  to  see 
if  management  discussion 
sections  are  showing  the 
bad  news  on  a  timely 
basis.  That  should  make  for 
interesting  reading. 


pany's  total  tax  burden.  This  change 
applies  to  all  stock  life  insurance 
companies,  among  them  such  large 
outfits  as  Aetna,  Transamerica  Occi- 
dental, Travelers,  Connecticut  Gener- 
al and  Lincoln  National. 

Then  there  were  regulatory  changes 
that  had  an  impact  on  1984  annuals. 

In  late  1983  the  Financial  Account- 
ing Standards  Board  (FASB)  gave  its 
blessing  to  interest  payment  flow 
swaps,  which  turn  old  debt  into  in- 
stant profit.  You  will  see  this  trick  in 
1984's  profits,  recorded  as  an  extraor- 
dinary gain.  Say  your  company  has 
$100  million  of  old  debt  with  a  6% 
coupon  due  in  1990.  The  fair  market 
value  of  that  instrument  at  today's 
higher  interest  rates  is  perhaps  only 
$80  million.  So  if  the  company  dedi- 
cates that  higher-yielding  $80  million 
to  paying  off  the  lower-yielding  $100 
million,  the  FASB  says  it  can  take  the 
$100  million  debt  off  the  balance 
sheet  and  replace  it  with  $80  million. 
Better  yet,  it  gets  to  record  the  $20 
million  difference  as  profit. 

But  the  FASB  put  a  halt  to  one  vari- 
ant of  this  practice:  instantaneous  de- 
feasance. Here  companies  would  is- 
sue debt  in  one  market  (the  U.S.,  say) 
and  dedicate  it  to  paying  debt  issued 
the  same  day  in  another  market — 
maybe  the  Eurodollar — and  take  the 
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gain  on  the  interest  rate  difference. 

For  the  first  time  this  year,  you  will 
see  disclosure  of  sizable  postretire- 
ment  benefit  payments.  But  there  is 
less  here  than  meets  the  eye.  Most 
companies  with  pension  plans  have 
been  paying  for  their  retirees'  health 
care  and  life  insurance  for  years.  It's 
just  that  in  1984  the  FASB  decided 
that  these  payments  should  now  be 
disclosed. 

The  federal  government's  Pension 
Benefit  Guaranty  Corp.  blessed  the 
practice  of  terminating  one  pension 
plan  in  order  to  establish  a  less  costly 
one.  Some  companies  simply  started  a 
new  plan  of  the  same  kind,  usually 
with  a  smaller  face  amount  of  new, 
higher-yielding  bonds.  Here  the  gain 
from  changing  the  portfolio  must  be 
amortized  over  the  life  of  the  benefits 
stream,  since  the  benefit  obligation 
remains  the  same.  But  if  the  replace- 
ment pension  plan  also  switches  from 
defined-benefit  to  defined-contribu- 
tion,  as  is  more  often  the  case,  the 
gain  can  be  recognized  all  in  one  year. 
Such  shifts  must  be  disclosed  in  the 
footnotes  or  in  the  management  dis- 
cussion section. 

Because  a  rule  concerning  the  man- 
agement discussion  section  of  the  an- 
nual report  has  been  ignored,  the 
SEC's  enforcement  chief,  John  Fed- 
ders,  has  been  jawboning  about  im- 
proving this  required  section.  Specifi- 
cally, he's  been  urging  management 
to  give  readers  a  true  indication  of 
future  operations.  If  a  major  customer 
isn't  renewing  a  contract,  for  exam- 
ple, that  should  be  mentioned.  Fed- 
ders  says  the  SEC  will  be  closely 
tracking  events  to  see  if  management 
discussion  sections  are  showing  the 
bad  news  on  a  timely  basis.  That 
should  make  for  more  interesting 
reading  in  the  1984  annuals. 

For  years  oil  and  gas  producers  have 
traded  their  fields,  recognizing  the  re- 
sulting brokerage  fees  as  income.  The 
actual  cost  of  developing  each  field 
was  always  capitalized.  Starting  in 
1984,  however,  the  SEC  has  called  for 
matching  costs  and  revenues,  just  as 
other  industries  do.  So  in  the  1984 
annuals  brokerage  income  must  re- 
duce those  capitalized  costs. 

Finally,  the  ailing  savings  and 
loans.  Every  S&L  in  the  country  has 
just  received  shares  of  Freddie  Mac 
preferred  stock  as  a  dividend  from  the 
Federal  Home  Loan  Banks,  which  in 
fact  are  owned  by  savings  and  loans.  It 
looks  like  a  simple  related-party 
transaction,  but  the  FASB  has  agreed 
to  let  S&Ls  call  this  preferred  stock 
"income."  It's  unlikely  the  same  she- 
nanigans will  be  allowed  to  boost  S&.L 
income  again  this  year.  ■ 


An  IBM  4361  computer 
system  is  an  ideal  vehiclN 
for  moving  data  quickly. 

To  improve  inventory 
control,  Schwinn  linked  its 
IBM  System/36  computers 
at  four  distribution  centers 
with  an  IBM  4361  compute 
system.  Better  control  has 
helped  reduce  inventory 
investment  and  improve 
customer  service. 

The  4361  is  just  one  of  £ 
number  of  easy-to-use 
Business  Computer 
Systems  from  IBM. 

Whatever  size  your 
business,  they'll  help  you 
do  what  you  do,  better. 

They  can  be  used  as 
stand-alone  computers  or  ; 
part  of  a  network. 

You  see,  there  are  as 
many  ways  to  use  IBM 
Business  Computer 
Systems  as  there  are 
businesses. 

For  a  free  brochure, 
call  IBM  Direct  at 
1800IBM-2468,ext.7. 
Or  send  in  the 
coupon  below. 

Write  to  IBM, 
DRM,  Dept.  KK/7 
400  Parson's  Pond  Driv 

Franklin  Lakes,  New  Jersey 

□  Please  send  me  a  free 
brochure  on  IBM  Business 
Computer  Systems. 

□  Please  have  an  IBM 
marketing  representative 
contact  me. 

Name 


Company. 
Address  — 
City 


Slate. 


Business  Phone. 


l  ===:= 

FORBES,  MARCH  11,  1985 


On  the  Docket 


Labor  negotiations  have  never  been 
rougher  for  the  airlines.  Thats  why  man- 
agements have  started  getting  other  people 
to  do  the  bargaining  for  them. 

"Back  to  you, 
skipper" 


By  Jane  Sasseen 


Remember  the  World  War  II  films 
in  which  the  bomber  pilot  hands 
over  the  controls  to  the  bombardier  as 
the  target  comes  into  range? 

The  bombardier  adjusts  the  bomb- 
sight.  Then  it's  "Bombs  away!"  and 
"Back  to  you,  skipper." 

Well,  it's  "Back  to  you,  skipper"  at 
Eastern  Air  Lines  these  days  after  a 
life-and-death  struggle  with  its  labor 
unions.  Like  Pan  Am,  which  is  in  a 
similar  situation,  Eastern  temporarily 
handed  over  the  controls  of  the  cru- 
cial negotiations  to  a  specialist.  East- 
ern brought  in  consultant  Bill  Usery,  a 
former  Labor  Secretary,  as  point  man 
in  talks  with  its  three  major  unions. 
Pan  Am  went  a  step  further.  It  added 
Ray  Grebey,  known  for  his  tough  bar- 
gaining for  the  owners  in  the  1981 
major  league  baseball  strike,  to  its 
permanent  staff  as  senior  vice  presi- 
dent for  industrial  relations. 

Usery  and  Grebey  are  only  the  most 
visible  outsiders.  As  Eastern's  1985 
contract  talks  came  down  to  the  wire, 
for  example,  the  machinists,  its  feist- 
iest  union,  were  hanging  tough.  For 
labor,  there  were  union  reps  Charlie 
Bryan  and  John  Peterpaul.  But,  for 
management,  nary  a  company  official 
was  in  attendance  except  at  critical 
moments.  Usery  felt  the  bankers  had 
greater  credibility  with  the  union.  So 
Ray  Minella,  a  corporate  finance  vice 
president  of  Eastern's  investment 
bank,  Merrill  Lynch,  and  Fred  Brad- 
ley, a  senior  vice  president  of  lead 
creditor  Citibank,  hammered  out  the 
key  points. 

That's  called  hardball — putting  la- 
bor in  direct  contact  with  the  credi- 
tors. It  represents  a  big  change.  Air- 


line negotiations  used  to  be  private, 
fairly  quiet  affairs.  "No  one  wanted  a 
mouthpiece,"  says  Sandra  Rapoport,  a 
labor  lawyer  with  consultants  Mer- 
cer-Meidinger,  Inc.  "Airline  people 
figured  they  knew  their  business  bet- 
ter than  anyone  else,  so  why  bring  in 
an  outsider?"  Top  management 
would  lay  out  the  terms  they  wanted 
to  their  industrial  relations  people, 
who  would  wrangle  with  the  unions. 
Financial  consultants  hardly  existed, 
and  even  lawyers  played  a  minor  role. 
"All  the  lawyers  did  was  sit  in  the 
corner  and  bang  out  contract  lan- 
guage," says  Bruce  Simon  of  Cohen, 
Weiss  &.  Simon,  general  counsel  to 
the  Air  Line  Pilots  Association. 

Things  have  changed  on  the  union 
side,  too.  When  ALPA  showed  up  in 
Miami  this  year,  it  had  the  backing  of 
Simon  and  a  slew  of  lawyers,  econo- 
mists and  actuarial  consultants.  They 


spent  months  going  over  Eastern's 
cost  estimates  and  business  plans  be- 
fore showing  up  at  the  table.  In  re- 
serve, ALPA  had  Brian  Freeman,  a  for- 
mer Treasury  official  and  the  lawyer 
and  investment  banker  who  ran  the 
government-sponsored  Chrysler  loan 
guarantee  program. 

Interestingly,  Eastern  paid  Freeman 
to  advise  the  machinists  in  the  1984 
contract  talks  and  in  October  put  him 
on  tap  for  the  other  unions  as  well. 
Eastern's  strategy:  The  tradeoffs  be- 
tween wage  concessions  and  equity 
participation  were  getting  so  complex 
that  only  an  expert  who  had  actually 
done  it  before  could  hope  to  negotiate 
an  agreement. 
Eastern's  expert  was  often  Usery, 
who  frequently  offered  disinter- 
ested compromise  solutions, 
based  on  his  extensive  talks 
with  labor.  Usery  was  clearly 
the  ringmaster.  Says  one  East- 
ern official  close  to  the  negotia- 
tions: "Borman  didn't  do  any- 
thing without  checking  with  Usery." 
Among  other  things,  that  meant 
Usery  told  management  when  to  take 
a  few  days  to  cool  off  and  when  to 
push  hard.  He  held  frequent  briefings 
with  Borman  and  his  senior  staff. 
Usery  also  brought  Merrill  Lynch's 
Minella  into  the  negotiations  in  the 
first  place,  and  Usery  decided  to  leave 
him  talking  with  the  machinists  on 
the  final  day.  "Usery  saved  Eastern," 
says  Minella.  "Without  him  there 
would  have  been  no  deal." 

Meanwhile,  with  creditors  threat- 
ening to  ask  for  cash  and  ticket  sales 
drving  up,  Borman's  knuckles  must 
have  been  white.  But  once  you  have 
handed  over  the  controls,  you  have  to 
trust  the  bombardier. 

And   what   of   the   lenders?    They 
couldn't    actively    bargain    lest    the  i 
courts  someday  decide   that  meant  i 
they  had  helped  run  the  company.  If ' 
Eastern  ever  does  go  bankrupt,  that 
could  torpedo  their  claim  on  assets. 

So  what  was  Citibank's  Fred  Brad- 
ley doing  in  the  room  on  the  final  day 
of  negotiations?  Playing  the  spoiler, 
apparently.  For  any  agreement  to 
stand,  the  banks  had  to  be  behind  it. 
They  want  a  substantial  profit  this 
year,  union  problems  or  not.  So  any- 
thing that  looked  bad  for  the  bankers 
was  nixed  instantly  by  Bradley.  And 
that's  how  everyone  came  to  terms. 
As  for  Eastern,  it's  happy  to  still  have 
an  airline  to  fly. 

It  remains  to  be  seen  whether  Ray 
Grebey  can  do  as  well  with  two  more 
unions  at  the  Pan  Am  talks.  ■ 
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CALL  MIKE. 

212708-8888 
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Elegance  will  always  have  its  place.  But  in  today's 
mobile  society,  there's  an  ever-growing  demand  for 
convenience. 

You  can  see  it  in  the  way  we  live.  Today,  the  averag  ^ 
American  household  spends  one  out  of  every  three  fo  & 
dollars  away  from  home— nearly  twice  as  much  as 
twenty  years  ago.  Single  people  and  two-income 
households  spend  even  more  dining  out. 

Fort  Howard  has  grown  by  serving  the  needs  of  th 
society  on  the  go.  In  addition  to  plastic  cups  like  the 
one  on  the  right,  we  make  the  paper  towels  you  use  at  r 
the  office.  The  tissue  you  use  in  hotels  and  motels.  Th<  j 


kins  arid  placemats  you  use  when  you  dine  out.  And 
's  just  the  beginning. 

Our  recent  merger  with  Maryland  Cup  Corporation, 
our  Sweetheart  Products  Group,  maker  of  dis- 
ible  cups,  plates,  straws  and  cutlery,  joins  two  major 
istry  forces  and  creates  the  synergy  to  serve  this 
ket  even  better.  The  result:  Fort  Howard  is  now  a 
billion  company  strategically  positioned  to  offer 


our  customers  the  industry's  broadest  range  of  service, 
products  and  resources. 

The  products  themselves  are  frequently  taken  for 
granted.  But  at  Fort  Howard,  our  commitment  to  supply 
them— and  the  convenience  and  efficiency  they  provide 
—is  something  we  take  very  seriously.  Fort  Howard, 
P.O.  Box  19130,  Green  Bay,  WI  54307-9130. 


Fort  Howard 


•J     STEP     WITH     A     SOCIETY     ON     THE     GO 


Today's  lifestyle. 


¥  44  i  ;l 
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io  ward  Sweetheart '  TFCI2  Plastic  Cold  Beverage  C  up;  Circa  1984. 
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Frankenmuth,  Mich,  has  few  attributes 
around  which  to  build  a  restaurant  busi- 
ness. So  the  Zehnder family  invented  a  few. 


Instant  tradition 


By  Robert  Teitelman 


F|  RANKENMUTH,  MlCH.  (pop. 
2,300)  is  not  exactly  at  the 
center  of  the  universe.  It's  not 
even  close.  Nestled  in  the  woods  of 
central  Michigan,  between  Flint  and 
Saginaw,  Frankenmuth  is  a  good  two 
hours  north  of  Detroit,  even  if  you 
have  a  heavy  foot  on  the  gas  pedal.  At 
first  glance  the  town  seems  a  Norman 
Rockwell  vision  of  rural  mid-Amer- 
ica— farms  and  fields  punctuated  by 
neat   blocks   of   homes   and   church 


spires.  But  don't  be  deceived.  In  the 
world  of  restaurants  and  good  eating, 
haute  and  otherwise,  Frankenmuth  is 
smack  in  the  middle  of  the  action. 
Right  downtown,  in  the  shadow  of  the 
bell  tower  with  the  Pied  Piper  motif, 
stand  the  eighth-  and  tenth-largest 
restaurants  in  the  U.S.,  Zehnder's  of 
Frankenmuth  and  the  Bavarian  Inn, 
both  owned  by  a  single  local  family, 
the  Zehnders. 

That  makes  Frankenmuth  some- 
thing special.  Most  big-league  restau- 
rants are  situated  in  major  cities.  The 


Downtown  Frankenmuth,  Mich. 

Ersatz  Bavarian,  maybe,  but  it  works. 


top  two  restaurants  (sales)  in  the  U.S., 
according  to  Restaurant  Hospitality 
magazine,  are  Windows  on  the  World 
($21.7  million  in  revenues  and  a  $36 
average  bill)  and  Tavern  on  the  Green 
($19  million  in  revenues  and  $31), 
both  with  magnificent  views  of  Man- 
hattan. Close  behind  are  a  handful  of 
waterside  eateries,  such  as  Anthony's 
Pier  4  in  Boston  and  Phillips  Harbor- 
place  in  Baltimore,  and  haunts  of  the 
rich  and  famous — New  York's  "21" 
Club  and  the  Rainbow  Room. 

And  then  there  are  the  two  Zehnder 
restaurants.  How  did  they  make  it  to 
the  top  of  the  restaurant  heap?  Well, 
first  credit  the  humble  chicken.  The 
basic  Zehnder  all-you-can-eat  chick- 
en dinner — which  includes  not  only  a 
sizable  plate  of  chicken  but  also  soup, 
three  kinds  of  bread,  three  kinds  of 
potatoes,  two  vegetables,  apple  sauce 
and  pie — has  long  been  identified 
with  Frankenmuth  restaurants.  In 
1981  the  Bavarian  Inn  alone  sold  some 
193,635  chickens  weighing  581,905 
pounds.  In  the  Midwest,  Zehnder 
means  chicken.  When  a  Detroit  res- 
taurant tried  to  advertise  Franken- 
muth-style  chicken  several  years  ago, 
the  family  sued — and  won. 

But  while  the  food  is  certainly  good, 
and  inexpensive — the  chicken  dinner 
is  now  $8.50 — the  marketing  is  even 
better.  Over  the  last  25  years. Franken- 
muth has  been  remade  by  the 
Zehnders  and  their  neighbors,  who 
knew  there  was  a  good  thing  in  the 
restaurants,  into  a  sort  of  ersatz  Bavar- 
ian village.  Around  the  two  restau- 
rants cluster  a  gaggle  of  shops  selling 
everything  from  gifts  to  fudge.  The: 
names  are  determinedly  Teutonic: 
Zeesenagel  Miniature  Village;  Tiffany 
Biergarten;  Schnitzelbank  Woodcarv- 
mg  Shop.  There's  even  a  45-minutc 
bus  tour  (the  Volks-Wagen)  that  rum- 
bles past  the  soaring  St.  Lorenz  Lu-i 
theran  Church  and  over  the  Holz- 
Briicke,  an  old-fashioned  wooden 
bridge  built  way  back  in  a.d.  1979.' 
And  just  on  the  edge  of  town  sprawls 
Bronner's,  which  advertises  itself  as 
America's  largest  year-round  Christ- 
mas tree  display  store. 

It's  not  Lutece,  but  it  works.  Frank- 
enmuth draws  2.5  million  tourists  a 
year  to  cross  the  bridge  and  take  the 
Volks-Wagen  tour.  And  2  million  oi 
them  eat  at  the  two  restaurants.  Not 
surprisingly,  the  Zehnder  restaurants 
don't  make  it  on  price — the  $8.5C 
price  of  the  chicken  dinner  is  theii 
average  check — but  on  volume. 

Frankenmuth  didn't  always  resem- 
ble a  Bavarian  Disneyland.  The  first 
Zehnder,  Johann,  arrived  in  the  U.S 
in  1845  with  a  band  of  German  Lu 
theran  missionaries  intent  on  con 
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Mwin  (Eddie)  Zebnder  (left)  with  brother-  William  (Tiny)  Zehnder 
Credit  the  humble  chicken  and  a  whale  of  a  marketing  job. 


]/erting  the  Chippewa  Indians  of 
(VIichigan.  Alas,  the  Chippewa  mi- 
grated, so  the  group  settled  in  as  farm- 
ers and  shopkeepers.  As  the  century 
wore  on,  Frankenmuth  became  a  lum- 
bering center.  By  1900  the  town  had 
«even  hotels  and  two  breweries  to 
l>erve  the  lumberjacks  and  salesmen. 
,  In  1929  Johann's  grandson,  William 
Zehnder  Sr.,  traded  his  farm  for  the 
Exchange  Hotel  in  town  and  renamed 
iit  Zehnder's  Frankenmuth  Inn.  The 
bhicken  dinners  have  been  served 
^ver  since. 

A  turning  point  came  after  World 
[War  II.  In  1949  brothers  Edwin  and 
William  Jr.,  of  the  current  Zehnder 
jgeneration,  decided  to  buy  Fischers 
potel,  an  old  boardinghouse  across 
M-83  from  the  Frankenmuth  Inn.  But 
Fischers  turned  out  to  be  a  turkey.  By 
'the  recession  of  1958  it  was  drowning 
(in  red  ink.  That's  when  the  family 
gambled  that  a  Bavarian  decor  might 
bring  in  more  tourists. 

"We  had  this  Bavarian  upbringing," 
says  William  Jr.,  65,  who,  like  many 
In  Frankenmuth,  still  speaks  in  a 
slightly  accented  English.  "And  since 
the  inn  was  always  traditional  Ameri- 
can, with  the  chicken  dinner  and  ev- 
erything, we  thought  it  would  make 


an  effective  contrast." 

Bavarian  proved  to  be  the  key.  The 
crowds  came  pouring  in,  and  not  only 
on  Sundays.  "Instead  of  just  promot- 
ing the  chicken  dinners  on  Sunday, 
the  decor  began  to  bring  them  in  all 
the  time,"  says  William  Jr.,  who  runs 
the  Bavarian  Inn.  "We  began  giving 
people  a  total  experience."  The  suc- 
cess of  that  strategy  was  sealed  when 
the  family  staged  its  first  Bavarian 
Festival  in  1959;  the  festival  now 
draws  over  250,000  to  Frankenmuth 
in  the  fall. 

Still,  the  Zehnders  are  well  aware  of 
the  precariousness  of  good  fortune.  In 
the  1960s  customer  surveys  revealed 
that  a  whole  generation  of  younger 
people  had  stopped  coming  to  Fran- 
kenmuth. Then  the  oil  crisis  of  the 
early  1970s  and  the  recession  of  the 
early  1980s  cut  into  business.  And 
over  the  past  five  years  diet-conscious 
customers  have  been  eating  fewer  of 
the  heavy  Zehnder  meals. 

So  the  Zehnders  have  worked  in 
recent  years  to  diversify  from  just 
serving  food.  Both  of  the  restaurants 
have  their  own  gift  shops,  and  the 
family  has  just  finished  a  $1.5  million 
bakery  to  supply  not  only  the  two 
restaurants  but  also  two  large  bake 


shops  on  the  premises.  And,  to  get  a 
new  generation  coming  to  Zehnders, 
the  family  has  started  a  Children's 
Festival. 

The  family  is  also  trying  to  accom- 
modate a  new  generation  of  Zehnders: 
As  of  Jan.  1,  the  two  wings  of  the 
family  decided  to  break  up  the  family 
holding  company  in  order  to  continue 
expansion.  William  Jr.'s  family  is 
building  a  large  hotel  and  a  conference 
center,  while  Ed's  recently  purchased 
a  local  golf  course.  The  two  families 
will  continue  to  share  services,  such 
as  laundries  and  bakeries,  although 
they  can  no  longer  consult  with  each 
other  on  prices. 

Will  the  Zehnders  ever  go  national? 
Ed  Zehnder  shakes  his  head.  "No,  I 
don't  think  so,"  he  says,  "although 
we've  thought  about  it  a  lot.  And 
we've  been  approached  a  number  of 
times.  Colonel  Sanders  was  up  here 
once,  and  a  major  oil  company.  But 
we  realized  that  if  you  opened  up  a  lot 
of  Zehnders',  you'd  be  nothing  but  a 
troubleshooter.  And  you'd  be  getting 
on  planes  all  the  time.  We  decided  to 
stay  home  and  take  care  of  business." 

Anyway,  how  many  Holz-Briickes 
can  you  build? 
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BELLSOUTH  IS  GROWING 
WITH  THE  SOUTHEAST 


WE'RE  READY  TO  MEET  THE 
TELECOMMUNICATIONS  NEEDS 
OF  A  REGION  GROWING 
82%  FASTER  THAN 
THE  NATIONS  AVERAGE. 
Our  location  in  the  booming  Southeast  is  a 
prime  example  of  the  strength  of  BellSouth. 
Our  nine-state  area,  from  Louisiana  to  North 
Carolina  and  Florida  to  Kentucky  will  experi- 
ence a  growth  rate  almost  double  the  national 
average  over  the  next  20  years  according  to 
U.S.  Census  Bureau  estimates.  We're  pre- 
pared to  make  the  most  of  this  growth  by 
being  ready  to  provide  these  new  customers 
with  the  most  advanced  communications 
services. 

TECHNOLOGY  AT  WORK  TODAY 
Our  involvement  with  new  technologies 
is  opening  exciting  new  fields  of  opportunity 
We're  already  offering  our  customers  a 
wealth  of  innovative  products  and  services. 
For  example,  we're  now  providing  mobile 
telephone  service  through  new  cellular 
technology  and  we're  already  participating 
in  the  first  commercial  application  of  a  re- 
markable videotex  medium  for  at-home 
shopping  and  many  other  uses. 

A  NETWORK  READY  FOR  TOMORROW. 

Another  strength.of  BellSouth  is  our  dedica- 
tion to  providing  a  constantly  updated  com- 
munications system  which  enables  us  to 
provide  high-quality  service  in  a  growing 
marketplace.  Our  operating  companies, 
Southern  Bell  and  South  Central  Bell,  have 
spent  almost  $1 7  billion  on  our  network  since 
1978.  This  means  that  approximately  three 
out  of  every  four  dollars  of  our  investment  in 
equipment  and  facilities  have  been  invested 
in  the  last  six  years. 

These  are  just  some  of  the  strengths  our 
management  is  using  to  provide  new  and 
better  ways  of  serving  our  customers  in  the 
future.  To  learn  more  about  BellSouth,  ask 
your  broker  or  write:  Mr.  L.  E.  Spradlin, 
Director  of  Investor  Relations,  BellSouth 
Corporation,  675  West  Peachtree  Street, 
NE,  Atlanta,  Georgia  30375. 
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THE  RIGHT  COMPANY  IN  THE  RIGHT  PLACE  AT  THE  RIGHT  TIME. 
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/A  S/ngfe  74 "  x  8"  panel  enables  BellSouth  to  control  up 
.  to  1 12. 000  communications  signals  each  second. 


Technology 


Edited  by  Stephen  Kindel 


There  are  superminicomputers  and  there 
are  minisupercomputers.  The  difference 
between  the  two  is  a  major  market.  Maybe. 

Filling  the  gap 


By  Ellen  Benoit 


F|  iguring  out  what  the  weath- 
er will  be  ten  days  from  now 
requires  almost  endless,  com- 
plex calculations:  a  half -trillion  of 
them,  more  or  less,  according  to  the 
European  Center  for  Medium  Range 
Weather  Forecasts  in  Reading,  En- 
gland. How  does  the  center  produce 
such  forecasts  before  the  weather  ar- 
rives? With  lots  of  help  from  its  Cray 
Research,  Inc.  supercomputer. 

Supercomputers  are  generally  de- 
fined as  the  fastest  processors  avail- 
able at  any  given  time.  But  with 
speed,  you  pay  for  what  you  get.  Su- 

Getting  what  you  pay  for 


percomputers  that  can  perform  in  the 
1,000-megaflop  range — that's  1  bil- 
lion floating  point  operations  per  sec- 
ond— run  as  high  as  $14  million  each. 
Pay  less  and  you  get  a  lot  less:  super- 
minicomputers, often  Digital  Equip- 
ment Corp.'s  32-bit  VAX  family,  or 
mainframes,  usually  from  IBM.  These 
are  often  equipped  with  a  special  pro- 
cessor for  scientific  calculations,  run 
in  the  $500,000-to-$2*  million  range 
and  are  typically  1 /100th  as  fast. 
Small  wonder,  then,  that  while  there 
are  more  than  35,000  VAXs  toiling 
away  in  the  world,  there  are  just  over 
100  supercomputers  installed,  mainly 
in  generously  funded  government  re- 


search institutions. 

Such  a  wide  gap  in  price  and  perfor- 
mance (see  illustration)  means  that  a 
good  part  of  the  scientific  community 
makes  do  with  substantially  less 
computing  power  than  it  wants.  The 
result  is  tortured  research  schedules 
to  use  the  large  chunks  of  needed 
minicomputer  time  usually  available 
only  on  nights  and  weekends. 

But  one  man's  need  is  another's  op- 
portunity, offering  a  potential  market 
for  the  half-dozen  or  so  companies 
now  introducing  what  might  be  called 
"minisupercomputers."  These  ma- 
chines are  not  much  more  costly  than 
superminicomputers  but  have  at  least 
20  times  the  power. 

Potential,  note  well,  is  the  opera- 
tive word  for  the  market.  The  compa- 
nies developing  minisupers  are  small 
and  still  private;  and  commercial  and 
technological  imponderables  remain 
to  be  resolved. 

Who  is  developing  minisupers,  and 
how?  One  firm,  Scientific  Computer 
Systems  Inc.  of  Wilsonville,  Ore.,  de- 
cided simply  to  shrink  a  Cray.  Says 
SCS  President  Robert  Schuhmann, 
"Basically,  there  are  three  approaches 
you  could  take  if  you  don't  want  to 
use  a  Cray.  You  can  take  a  VAX  and 
try  to  make  it  run  faster.  You  can  take 
an  IBM  mainframe  and  provide  it  with 
a  set  of  vectoring  instructions,  or  you 
could  start  from  scratch  with  a  totally 
new  architecture  and  a  new  instruc- 
tion set."  According  to  Schuhmann, 
formerly  vice  president  of  marketing 
and  sales  at  Floating  Point  Systems 
Inc.,  a  manufacturer  of  add-on  proces- 


Comparisons  among  the  different  classes  of  computer  are,  perhaps  surprising- 
ly, rough  at  best.  This  is  because  the  industry  lacks  a  standard  measure  for 
speed,  making  do  with  the  shorthand  MIPS,  or  millions  of  instructions 
per  second.  Still,  it  can  be  seen  that  price  and  performance  change 
dramatically  as  you  move  up  the  scale. 


'MIPS  equivalent  Actual  rate:  500,000  8-bit  operations  per  second.     2Nanosecond:  one-billionth  of  one  second. 
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)rs,  each  one  of  those  tasks  is  equally 
uinting.  So  Schuhmann  talked  with 
ray  Research  and  came  away  with 
jrmission  to  build  a  machine  that 
as  compatible  with  Cray's  most 
Dwerful  supercomputer,  the  X-MP. 

Schuhmann  believes  his  mini- 
lpers  will  provide  "satellites"  for  ex- 
ting  Cray  users,  to  make  more  effi- 
ent  use  of  available  computer  time, 
lodels  or  experiments  could  be  de- 
eloped  on  a  Cray,  for  example,  then 
If-loaded  to  an  SCS  minisupercom- 
ater  for  manipulation.  The  SCS-40, 
hen  it's  finally  available  in  1986, 
ill  execute  operations  at  about  one- 
jarter  the  speed  of  a  Cray-1,  but  20 
j)  40  times  the  power  of  Digital's 
AX  series.  Price?  About  $500,000, 
hich  is  close  to  that  of  a  loaded, 
igh-end  VAX. 

Schuhmann  is  quick  to  point  out 
lat  the  SCS-40  will  be  able  to  run  all 
le  application  software  written  for 
le  Cray.  This  compatibility,  he  be- 
eves, will  raise  demand  for  super- 
jmputer  power  to  $7  billion  a  year 
y  1990.  But  that's  a  long  leap.  Cur- 
mtly,  total  supercomputer  sales, 
aiefly  of  Cray  machines  and  Control 
data's  Cyber  series,  run  only  about 
500  million  annually.  Where  will  all 
le  additional  sales  come  from?  In 
ray  installations  alone,  Schuhmann 
lees  30,000  potential  customers,  or 
00  "I-wish-I-had-a-Cray"  users,  as  he 
alls  them,  for  each  machine. 

While  SCS  boasts  of  its  close  rela- 
lOnship  with  Cray,  Convex  Comput- 
er Corp.  of  Richardson,  Tex.  considers 

a  drawback.  Convex'  approach,  ac- 


The  Convex  C-l  and  its  inventor,  Steven  Wallach  Ben  Weaver,Camcra  5 

For  the  scientist  who  has  everything — but  a  Cray. 


cording  to  marketing  director  Stephen 
Campbell,  is  to  exploit  the  program 
development  tools  available  with 
AT&T's  Unix,  the  operating  system 
most  widely  used  by  existing  super- 
minicomputers, such  as  the  VAX  se- 
ries. The  Convex  C-l,  with  some  jig- 
gering,  will  also  run  Cray  application 
software  written  in  Fortran,  but 
Campbell  dismisses  the  Cray  in- 
stalled base  as  too  small  a  market. 
Instead,  he's  counting  on  VAX  users 
to  upgrade.  Like  the  SCS-40,  the  Con- 
vex C-l  runs  at  about  one-quarter  the 
speed  of  a  Cray.  Cost  is  similar,  too,  at 
$495,000. 

If  both  SCS  and  Convex  are  right, 
will  minisupers  spell  doom  for  super- 


minis?  Not  necessarily.  The  two  vari- 
eties of  machines  do  their  jobs  in  dif- 
ferent ways,  which  accounts  for  the 
difference  in  performance.  Supercom- 
puters are  vector  processors,  which 
means  they  organize  similar  problems 
in  strings,  or  vectors,  in  order  to  per- 
form many  operations  at  once;  for  ex- 
ample, whenever  possible,  all  multi- 
plication tasks  are  done  together  and 
all  addition  tasks  done  together.  Vec- 
tor processing  is  not  done  by  most 
minicomputers  and  mainframes;  such 
machines  use  scalar  processing,  in 
which  each  operation  is  done  in  se- 
quence. Some  problems  work  better 
with  vector  processing,  as  when  you 
need  to  multiply  thousands  of  num- 


JMIPS  equivalent.  Actual  rate:  24  nanoseconds  per  instruction  cycle.     Note:  computers  not  drawn  to  scale. 
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Designed  by  artist  Kenneth  Noland,  the  chart  depicts  NEC's  growth  curve  from  fiscal  year  1980  to  1984.  Consolidated  net  sales  in  fiscal  1984  for  NEC's  more  than  15,000  produ 


For  you,  thefirstin  Computers  &  Communications 

The  new  information  age 
is  built  on  C&Q  the  merging 
of  computers  &  communications. 
NEC  is  a  world  leader 
in  the  four  technologies 
that  form  the  foundation 
of  C&C— computers, 
communications, 
electron  devices, 
&  home  electronics. 
Making  NEC  a  balanced 
computer  &  communications 
company  able  to  respond 
to  all  your  needs. 
Now  you  know  why 
the  computer  giants  and 
the  communications  giants 
are  now  reaching  out 
into  each  other's  fields. 
You  deserve  no  less. 

NEC.  The  way  it  will  be. 


7.8  billion. 
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bers  by  thousands  of  numbers.  Some 
work  better  with  scalar  processing — 
high-energy  physics,  for  example, 
where  determining  particle  properties 
must  be  done  in  sequence,  not  simul- 
taneously. Some  operations  are  done 
with  a  mix  of  the  two. 

To  select  the  right  computer,  there- 
fore, you  must  determine  the  kinds  of 
problems  you  intend  to  solve.  That 
variability  is  what  has,  until  now, 
been  the  major  market  for  companies 
such  as  Floating  Point  Systems  in  Bea- 
verton,  Ore.  Since  1981  Floating  Point 
has  offered  processors  that  are  not 
free-standing  like  Convex',  but  attach 
to  mainframes  and  superminicom- 
puters. Floating  Point's  32-  and  38-bit 
machines  are  known  as  array  proces- 
sors, because  they  can  handle  two-  or 
three-dimensional  arrays  of  numbers, 
as  well  as  vectors. 

Floating  Point  bets  supermini  users 
won't  want  to  defect  to  Cray  ma- 
chines when  they  can  simply  attach  a 
processor  to  their  existing  equipment. 
The  company's  most  recent  product, 
the  $640,000  FPS-264,  can  make  an 
IBM  mainframe  or  a  DEC  minicom- 
puter about  one-third  as  powerful  as  a 


Cray-1.  But  the  speed  of  the  32-  and 
38-bit  machines  may  suffer  some- 
what from  the  travel  time  of  data  be- 
tween the  two  processors;  hence  the 
price/performance  ratio  is  slightly 
lower  than  that  of  the  SCS  and  Con- 
vex machines. 

That  doesn't  faze  Floating  Point 
President  Lloyd  Turner,  who  says, 
"People  buy  supercomputers  for  two 
reasons:  to  get  the  price/performance 
they  want,  or  for  the  total  dollar 
amount  that  it  costs  to  do  the  com- 
puting. Even  though  a  Cray  will  give 
them  better  price/performance,  most 
people  simply  can't  afford  it.  But  there 
are  lots  of  applications  that  can  be 
done  on  a  264,  if  you  have  enough 
time." 

That's  the  catch.  If  you  have 
enough  time.  Minisupercomputers 
are  still  slower  than  supercomputers, 
so  scientists  are  likely  to  continue  to 
wish  for  Crays.  But  in  the  meantime, 
the  gap  has  narrowed  considerably. 
Says  Peter  Gregory,  an  SCS  director 
and  former  Cray  vice  president:  "To 
get  some  idea  of  the  scale,  consider 
that  if  a  minisupercomputer  is  even 
60  times  faster  than  a  supermini,  you 


can  do  in  one  minute  what  used  to  *P 
take  one  hour  to  do.  The  difference  is  J 
electrifying." 

More  important,  the  difference 
means  flexibility  in  applications. 
Gregory  sees  a  movement  away  from 
experimentation  and  toward  compu-  ] 
tation  in  the  laboratory.  Aerodynami-  J 
cists,  for  example,  use  wind  tunnels 
to  study  the  effects  of  air  currents  on 
airplanes.  With  a  supercomputer,  says 
Gregory,  the  job  is  done  better  in  sev- 
eral ways:  "In  a  wind  tunnel,  yoq 
must  use  a  cut-down  model  of  a  plane. 
With  a  computer,  researchers  canj 
simulate  events  and  study  the  results 
in  detail  not  available  in  the  wind 
tunnel. 

"Besides,"  he  points  out,  "you  can 
change  the  experiment  more  easily  in 
a  computer,  and  it's  cheaper." 

If  Gregory  is  correct,  minisuper- 
computers may  be  a  step  in  the  right 
direction.  "Lots  of  people  now  can't 
afford  access  to  a  supercomputer,"  he 
says.  "The  transition  to  computation- 
al methods  in  research  will  only  coma 
about  when  researchers  have  the  op-t 
portunity  to  do  real-world  problems 
on  machines." 


Technology 


Health 


Hospital  administrators  may  be  good  at 
many  things,  but  basic  arithmetic  doesn't 
seem  to  be  one  of  them,  particularly  when 
it  comes  to  buying  the  latest  technology. 


The  rush  to  crush 


By  Karen  Freifeld 


ANYBODY  WHO  WONDERS  why 
health  care  costs  defy  all  at- 
k  tempts  to  get  them  under  con- 
trol need  only  look  at  Chicago.  There, 
in  the  not-so-distant  future,  if  the  rec- 
ommendations of  the  board  of  the 
Chicago  Health  Systems  Agency 
(CHSA)  are  approved  by  the  Illinois 
Health     Facilities     Planning     Board 
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(IHFPB),  three  major  hospitals  will  in- 
stall machines  called  lithotripters 
(from  the  Greek  "lithos"  meaning 
stone,  and  "tripsis,"  to  crush).  These 
$1.7  million  devices  use  ultrasonic 
waves  to  crush  kidney  stones.  In  addi- 
tion, one  more  hospital  has  already 
received  approval  to  install  the  de- 
vice, and  a  physicians'  group  has  in- 
stalled one  without  the  necessity  of 
getting  permission.  Those  five  ma- 


chines are  probably  three  too  many, 
As  a  result,  a  lot  of  people  will  windC 
up  paying  for  advanced  technology;  \, 
that  few  people  need. 

Here's    the    problem:    Each    litho-  '.' 
tripter  can  handle  up  to  1,000  patients 
a  year,  and  area  health  care  officials 
estimate  that  1,700  to  2,000  people  ir 
and  around  Chicago  would  likely  use>  ( 
the  device  each  year.  That  works  out  \ 
to  a  need  for,   at  most,   two  litho-  ".' 
tripters  for  metropolitan  Chicago.  So 
why  would  the  CHSA  board  approve 
more    lithotripters    than    necessary: 
The  old  twin  engines  of  economics 
fear  and  greed,  tell  the  story.  When  i , . 
medical  technology  gets  hot,  every)r 
hospital  fears  being  left  out  of  the 
action,    prestige    and    revenue    tha. . 
come  with  having  the  latest  piece  o  L 
equipment. 

Right  now,  there's  no  doubt  tha 
lithotripters  are  the  hot  medical  tech  Ik 
nology.  And  for  good  reason.  InsteauL 
of  surgery,  kidney  stone  sufferers  cai 
lie  in  a  tub  of  water  and  be  subjectei 
to  shock  waves  that  shatter  the  stone: 
into  sandlike  particles,  which  an 
then  passed  with  their  urine. 

But  there  just  aren't  enough  kidne' 
stone  sufferers  anywhere  to  justifr 
the  cost  of  lithotripters  for  all  th 
hospitals  that  might  want  them.  Onl; 
100,000  patients  nationwide  wouli 
need  the  machine  each  year.  Whei 
the  device,  manufactured  by  Wes 
German  aircraftmaker  Dornier  Sys 
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r.  Robert  Rieble  with  lithotripter  patient 
very  expensive  bathtub. 


Mm  Maddux  Rc.hin-, 


:ms  Gmbh,  was  approved  for  com- 
lercial  use  in  the  U.S.  last  December, 
;cretary  of  Health  &  Human  Ser- 
Ices*  Margaret  Heckler  indicated  her 
elief  in  the  limits  of  the  market,  say- 
ig,  "In  our  best  judgment,  about  100 
thotripters  could  handle  80,000  kid- 
gy  stone  cases  a  year." 
But  fear  can  doctor  those  numbers. 
)me  urologists  argue  that  Heckler's 
gures  are  low  because  she  is  count- 
ig  only  patients  who  undergo  surgi- 
il  procedures  for  kidney  stones.  Says 
r.  Robert  Riehle,  director  of  the  lith- 
:ripter  unit  at  New  York  Hospital- 
omell  Medical  Center:  "Although 
)%  of  people  pass  their  stones  on 
leir  own,  many  times  it  takes  them 
eeks  to  months  with  a  lot  of  discom- 
rt.  For  those  patients  this  is  an  alter- 
ative, whereas  surgery  was  not." 
ranslation:  "A  urologist  who  has  no 
:cess  to  a  lithotripter  will  soon  have 
»  refer  all  his  stone  patients  to  doc- 
>rs  who  do,"  says  Dr.  Riehle. 
The  very  Certificates-of-Need 
^ONs)  that  are  meant  to  curb  rising 
aspital  costs  also  turn  out  to  be  a 
our  to  hospital  administrators'  fears, 
ccording  to  Susan  Weed,  executive 
rector  of  the  CHSA,  "There  is  mon- 
l  out  there  for  the  health  care  indus- 
y  to  expand  its  technology  and  its 
ipital  plant.  And  if  it's  a  hot  new 
em  that  helps  them  compete  for 
ialified  physicians,  they  want  it." 
In  a  few  instances,  hospitals  have 


decided  to  avoid  conflict  and  share 
lithotripters.  The  Cleveland  Clinic 
and  University  Hospitals  of  Cleve- 
land are  buying  one  lithotripter  and 
placing  it  in  a  separate  facility  be- 
tween the  hospitals.  But  many  hospi- 
tals don't  want  to  share.  In  Chicago, 
where  every  hospital  seems  to  want 
its  own  lithotripter,  that  has  meant 
intense  jockeying  for  available  CONs. 
The  staff  of  the  CHSA  had  recom- 
mended to  its  board  that  only  three 
CONs  be  issued,  even  though  three 
were  probably  one  too  many  for  local 
demand.  But  then  trouble  set  in:  One 
CON  had  already  been  given  to  Rush- 
Presbyterian-St.  Luke's  Medical 
Center  before  the  spate  of  applica- 
tions. At  the  same  time,  a  consortium 
of  physicians  in  Chicago  already 
owned  a  lithotripter,  so  the  CHSA 
staff  reckoned  that  was  the  equivalent 
of  a  second  CON  already  having  been 
issued.  A  third  institution,  Michael 
Reese  Hospital,  was  testing  an  Ameri- 
can version  of  the  lithotripter  and 
could  go  to  clinical  trials  on  humans 
if  the  CON  were  issued.  So  the  CHSA 
was  really  faced  with  the  task  of  ap- 
proving one  CON  for  the  additional 
four  hospitals  that  wanted  one. 

In  such  a  highly  charged  atmo- 
sphere, the  bureaucracy  did  the  only 
thing  a  bureacracy  can  do.  It  waffled. 
The  CHSA  board  overruled  its  own 
staff  and  recommended  to  the  IHFPB 
that  three  of  the  four  applying  hospi- 


tals— which  are  affiliated  with  the 
University  of  Illinois,  University  of 
Chicago  and  Northwestern  Universi- 
ty— get  CONs.  Oh,  yes.  It  also  denied 
Michael  Reese's  request  for  a  CON  to 
do  clinical  trials  on  the  American- 
made  device,  manufactured  by  Med- 
stone  International,  Inc.  of  Irvine, 
Calif,  and  New  York  City.  That's  es- 
pecially ironic,  because  the  Medstone 
device  is  a  simpler  and  potentially 
cheaper  machine  to  purchase  and  use. 

What  makes  this  even  worse  is  that, 
having  gotten  permission  to  install 
lithotripters,  not  one  of  the  hospitals 
has  any  idea  whether  it  will  make  or 
lose  money  on  the  procedure.  Many 
estimate  fixed  operating  costs  of  some 
half  a  million  dollars  a  year.  The 
American  Hospital  Association's 
Henry  Alder  says  it  should  cost  twice 
that.  Not  even  hospitals  that  already 
have  lithotripters  know  what  to 
charge  for  treatment.  Methodist  Hos- 
pital in  Indianapolis  set  a  machine- 
use  fee  of  $3,000,  while  Massachu- 
setts General  charges  $4,000;  the  av- 
erage total  cost  at  New  York  Hospital 
is  $8,000;  at  Shands  Hospital  in 
Gainesville,  Fla.  it  can  be  $1 1,000. 

Everyone  does  agree  on  one  thing, 
though.  As  lithotripter  co-developer 
Dr.  Christian  Chaussy,  professor  of 
urology  at  the  UCLA  School  of  Medi- 
cine, says:  "It's  the  most  expensive 
bathtub  you  ever  will  find." 
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Despite  the  glamour  of  artificial  intelli- 
gence, its  first  real  applications  may  be  as 
humble  as  those  of  a  toolbox. 

Repairman  on 
a  disk 


By  Robert  Teitelman 


Artificial  intelligence — gener- 
ally defined  as  the  computer's 
i  emulation  of  human  reason- 
ing— has  been  so  hyped  of  late  that  it 
has  almost  ceased  to  mean  anything 
at  all.  That's  especially  true  when  it 
comes  to  AI  software  targeted  to  mi- 
crocomputer users  (Forbes,  July  30, 
1984).  But  overpromotion  does  not 
mean  there  is  nothing  to  the  AI  con- 
cept. Right  now,  while  the  more  gran- 
diose claims  for  AI  are  only  slowly 
materializing,  more  humble  versions 
called  "expert  systems"  are  beginning 
to  creep  into  the  marketplace. 

Consider  an  expert  system  written 
by  Ion  Technology  Services,  Inc.,  a 
small  company  in  Gloucester,  Mass. 
Ion  Technology's  normal  business  is 
technical  training.  It  teaches  repair- 
men how  to  maintain  and  repair  com- 
plex semiconductor  production  ma- 
chinery, such  as  ion  implanters, 
which  coat  a  raw  silicon  chip  with 
ions  (electrically  charged  particles). 

These  particles  provide  the  wafer 
with  its  characteristic  electrical  prop- 
erties. But  the  2,000  or  so  ion  implant- 
ers currently  functioning  are  both  ex- 
tremely expensive— $600,000  to  over 
$  1  million  each — and  prone  to  a  vari- 
ety of  mechanical  and  electronic 
problems.  For  a  chip  to  function  cor- 
rectly, the  wafers  have  to  be  coated 
with  ions  not  only  at  a  specific  dose — 
number  of  ions  per  square  centi- 
meter— but  also  at  a  specific  depth  on 
the  silicon.  When  the  ion  implanter 
isn't  functioning  properly,  a  chip 
manufacturer's  entire  production  line 
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may  have  to  shut  down  while  the 
implanter  is  readjusted.  Then  the 
yield  for  that  time  period  is  zero. 

That  cost  can  be  unacceptably  high 
in  a  business  that  operates  with  the 
narrowest  of  margins,  since  a  non- 
functioning ion  implanter  can  cost 
$5,000  an  hour,  or  the  equivalent  of 
20  wafers  an  hour  at  $250  each. 

The  two  major  U.S.  ion  implanter 
manufacturers,  Varian  Associates  in 
Palo  Alto,  Calif,  and  Cleveland-based 
Eaton  Corp.,  train  customers'  workers 
in  implanter  repair  and  send  experts 
out  for  more  complex  problems.  But 
even  skilled  troubleshooters  some- 
times waste  time  and  money  tracking 
down  the  wrong  problems. 

Enter  the  expert  system.  Ion  Tech- 
nology is  testing  a  microcomputer  ex- 
pert system  that  helps  maintenance 
workers  dope  out  problems  on  im- 
planters faster  than  by  conventional 
means.  The  thought  is  that  a  "repair- 
man on  a  disk"  can  cut  the  time  and 
cost  of  repairing  a  malfunctioning  im- 
planter significantly,  because  a  com- 
puter can  better  handle  the  machine's 
complexity.  "You've  got  digital  and 
analog  electronics,  chemistry  sys- 
tems, pneumatics,  hydraulics  and  me- 
chanics in  an  implanter,"  says  H. 
Dale  Briscoe,  one  of  the  founders  and 
now   president   of   Ion   Technology. 


"The  repair  manual  for  one  of  them  is 
about  2V2  inches  thick  and  filled  with 
7-by-ll-inch  schematic  drawings. 
With  the  growth  in  the  implanter 
business,  the  backlog  for  training  was 
getting  to  be  four  or  five  months.  We 
thought  we  could  find  a  niche  by  of- 
fering better  training." 

Briscoe,   37,    knows   a  great   deal 
about  the  guts  of  an  ion  implanter.  For  I 
a  number  of  years  he  ran  training  pro- 1 
grams  in  ion  implanter  maintenance  I 
and  repair  at  both  Eaton  and  Varian.  I 
Last  July  he  set  up  Ion  Technology  I 
Services  with   two  other  implanter 
veterans,  Stephen  Miller  and  Harry 
Nownes.  To  gain  an  edge  they  began 
compiling   flow    charts    that   would 
serve  as  an  aid  to  troubleshooters.  But 
it   quickly   became    clear    that    the 
charts,  drawn  on  yellow  legal-size  pa- 
per, could  be  put  into  a  computer  pro- 
gram. The  group  spent  the  next  three 
months   putting  all   their   expertise 
onto  three  floppy  disks  on  Bris- 
coe's home  Apple  II  Plus. 

The  program  is  designed  to  run|| 
on  the  microcomputer  built  intc| 
most  implanters.  For  example,  sayjj 
a  red  status  light  for  the  implant' 
er's  water  system  suddenly  flashes 
That  may  mean  that  there  is  some 
thing  wrong  in  the  hydraulic  system 
which  is  mainly  used  to  retain  the 
vacuum,  or  that  something  has  gone 
wrong  in  the  control  panel's  electron 
ics.  You  type  in  the  problem,  and  th<  l] 
program  immediately  asks  to  checl 
the  status  display  for  the  vacuum 
chamber.  You  type  in  G,  for  green;  thi 
vacuum  is  holding.  Now  the  comput 
er  knows  that,  since  it's  not  a  problen 
in  the  vacuum  system,  it  must  be  ii 
the  panel's  electronics.  The  question 
ing  continues  until  the  maintenance 
man  has  replaced  the  defective  circui 
board  that  caused  the  problem. 

Ion  Technology's  expert  systen 
can't  solve  every  problem  that  bed 
devils  an  ion  implanter.  For  example 
variations  in  the  ion  dose,  which  cai 
affect  the  performance  of  the  chip  a 
the  end  of  the  assembly  line,  involv 
complex  adjustments  of  the  device' 
scanner  or  of  the  mechanism  fo 
charging  the  gas.  "We  can't  do  adjust 
ment  or  calibration,  though  we'll  sel 
that  training,"  says  Briscoe.  "This  i 
used  just  on  broken  implanters." 

Still,  Briscoe  believes  that  Ion' 
$10,000  implanter  program  will  brin 
enough  revenue  to  allow  the  compan 
to  begin  to  look  at  other  large  m( 
chanical  systems  that  might  requii 
the  same  sort  of  maintenance  aid- 
kind  of  vertical  markets  strategy.  "A 
that  you  really  need,"  says  Briscoe,  "i 
to  find  the  experts." 
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b  simplify 

four  business 
ommunicotions. 


let  the  FAX. 


LinonhasalltheFAX 

you  need  to  keep 

i  touch  with  business 

around  the  world. 

These  days  business  moves  at 
ijtning  speed.  And  becomes  more 
jfnplex  with  every  passing  day. 
Ijich  is  why  you  need  a  simple  way 
Evommunicate  your  business  quickly 
tfd  accurately. 

With  a  Canon  FAX  you  could 
ed  vital  business  information 
if  where  within  seconds  very  simply. 
Vi  receive  timely  answers  back  just 
Hiutes  later.  All  for  about  the  cost  of  a 
(tone  call. 

Canon  makes  a  full  line  of 
similes  that  make  communicating 


that  simple.  Just  hook 

one  up  to  any  phone 

and  you  can  send  reports,  charts, 

even  drawings  as  easily  as  you  send 

your  voice. 

Just  dial.  Each  Canon  FAX  is  built 
to  international  standards  so  it's  com- 
patible with  facsimiles  the  world  over. 

A  Canon  FAX  says  a  lot  in  a 
short  time,  too.  Our  FAX-510  can  send 
a  page  of  information  in  just  17 
seconds.  Our  FAX-330  in  just  22 
seconds.  And  our  FAX-320E  in  as  little 
as  20  seconds. 

Even  our  most  compact,  the 
FAX-31 ,  does  the  job  in  just  three 
minutes. 

But  whichever  you  choose, 
you'll  always  find  that  documents 
arrive  clear  and  legible.  For  a  fraction 
of  the  cost  of  a  courier. 


So  get  the  FAX  from 
Canon.  We're  sure 
once  you  do,  everything  will  be 
clearer  and  simpler. 

For  information  fill  in  the  coupon,  call  Canon  direct, 
or  see  the  Yellow  Pages  for  your  local  Canon  dealer. 


Canon 


FAX 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

One  Canon  Plaza.  Lake  Success.  New  York  1 1042 
(516)  488-6700  Ext.  4200 

Please  send  me  more  information  on 

QFAX510     DFAX330    OFAX-320E     UFAX31 

D  Please  have  a  salesperson  conlacl  me 

O  Please  contact  me,  I  am  interested  in  a  Canon  FAX  dealership 
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Personal  Affairs 


By  Kelly  Walker 


Edited  by  William  G.  Flanagan 


You  want  a  home  on  the  ocean,  regardless. 
Ask  the  key  questions  now,  so  that  you  can 
have  any  house  at  all  later. 


Sand  castles 


Of  all  the  daffy  things  people 
do,  building  homes  smack  on 
the  oceanfront  ranks  as  world- 
class.  This  year,  and  every  year,  from 
Santa  Monica  to  Southampton, 
storms  will  batter  ocean  beaches,  de- 
stroying or  damaging  hundreds,  even  | 
thousands,  of  waterfront  homes. 

As  soon  as  skies  clear  and  seas  flat- 
ten, trendy  architects  will  huddle 
with  Wall  Street  brokers  and  Malibu 
movie  folk  to  begin  building  anew. 
These  new  palaces  on  sand  will  meet  I 
the  same  fate  as  the  driftwood  that: 
washes  up  on  the  shore  in  front  of  I 
them.  The  only  question  is  when. 

There  are  some  disquieting  statis- 
tics you  should  keep  in  mind  before; 
the  architect  starts  you  thinking! 
about  ocean-view  decks  and  in-sand; 
swimming  pools. 

According  to  the  nation's  coastal 
experts,  80%  to  90%  of  the  country's' 
shoreline  is  actively  eroding.  What's  i 
more,  the  homes  on  the  beach  them- 
selves are  among  the  major  causes  of) 


Malibu,  Calif,  during  1983  storm 

Even  before  the  seas  calm,  new  buyers  queue 


George  BriclVPicture  Git 
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Books  for  the  beach 


Duke  University  Press  has  published  a  series  of 
books,  Living  with  the  Shore,  to  at  least  educate  the 
determined  shore  dweller.  If  you're  interested  in  a 
general  background  of  coastal  problems,  the  overview 
to  the  series,  The  Beaches  Are  Moving:  The  Drowning  of 
America's  Shoreline  ($9.75),  is  a  good  place  to  start. 

The  series  consists  of  ten  books,  each  dealing  with 
the  shoreline  of  an  individual  state  or  area — Alabama 
and  Mississippi,  Louisiana,  Texas,  east  Florida,  west 
Florida,  North  Carolina,  South  Carolina  and  Long  Is- 
land's south  shore.  Books  on  California  and  New  Jersey 
will  be  out  this  year.  Maps 
show  what  is  occurring  on 
each  stretch  of  beach,   in 
enough  detail  to  cover  spe- 
cific homesites. 

The  books  offer  guide- 
lines for  buying  and  build- 
ing at  the  shore.  They  list 
federal,  state  and  local 
agencies  that  are  involved 
in  coastal  development,  as 

well  as  give  up-to-date  in-     

formation  on  laws  that  regulate  land  use. 

If  the  books  Living  with  the  South  Carolina  [or  what- 
ever] Shore  (paperback,  $9.75  to  $1 1 .75  each;  hardcover, 
$22.75  to  $25  each)  are  unavailable  at  your  library  or 
bookstore,  contact  Duke  University  Press,  6697  Col- 
lege Station,  Durham,  N.C  27708  (919-684-2173). 

Another  book  worth  reading  if  you're  planning  to 
build  on  the  beach  or  strengthen  the  home  you  already 
own  is'  Coastal  Design:  A  Guide  for  Builders,  Planners  and 
Homeowners  (Van  Nostrand  Reinhold,  $25.50).  It  de- 
tails how  to  construct  a  home  at  the  shore  in  the  safest 
manner  possible  and  discusses  how  to  analyze  a  build- 
ing already  standing  to  see  where  reinforcement  is 
needed. 

Insurance  can  be  another  problem  for  coast  dwellers. 
Major  insurance  firms  insure  beach  homes  in  one  way 
or  another.  But  there  are  special  conditions.  Prudential, 
for  example,  offers  a  regular  homeowner's  policy  in 
most  areas  that  includes  wind  damage  coverage.  If  you 
live  in  the  Florida  Keys,  however,  Prudential  excludes 


wind  damage  from  its  policy,  and  you'll  have  to  go  into 
the  state's  windstorm  pool  to  buy  that  protection. 

If  your  home  really  hugs  the  shoreline,  however,  you 
may  not  be  able  to  get  any  private  insurance  at  all. 
According  to  Dorothy  Light  of  Prudential's  property 
and  casualty  insurance  subsidiary:  "In  a  couple  of 
states,  Florida  primarily,  we  consider  where  the  high- 
tide  area  is,  and,  generally  speaking,  if  your  home  is 
situated  so  close  to  the  beach — if  it's  not,  say,  1,000 
feet  from  the  high-tide  line — you  may  have  difficulty 
getting  insurance  coverage  at  all." 

But  you  might  still  be  eli- 
gible for  federal  insurance. 
The  National  Flood  Insur- 
ance Act  of  1968  permits 
property  owners  to  pur- 
chase insurance  so  long  as 
the  community  enforces 
certain  flood  plan  manage- 
ment regulations  (for  exam- 
Dauphin  Island,  Ala.  after  1980  hurricane  pje:  faat  buildings  be  con- 

Winds  can  be  worse  than  waves.  structed  in  a  certain  man- 

ner      with      open      space 

beneath,  at  a  certain  distance  from  the  sea,  etc.).  One 
cannot  buy  the  coverage  unless  one  lives  in  an  ap- 
proved community.  Maximum  coverage  for  a  single- 
family  home  ranges  from  $35,000  to  $185,000,  depend- 
ing on  how  far  along  the  community  is  in  its  program. 
The  average  coverage  is  $63,000,  and  the  average  pre- 
mium is  $195,  although,  according  to  D.  Roderick 
Webster  of  Prudential,  the  rates  have  been  going  up 
significantly  in  the  past  few  years. 

Any  broker  can  sell  the  insurance,  and  it  is  not 
immediately  binding;  there  is  a  five-day  waiting  period 
so  that  people  can't  hear  forecasts  of  a  storm  and  rush 
out  to  buy  coverage.  The  minimum  deductible  is  $500, 
and  the  ratings  are  based  on  the  property's  elevation 
and  flood  history.  According  to  Webster,  the  premium 
for  this  flood  insurance  may  easily  cost  more  than  the 
homeowner's  premium.  And,  of  course,  the  limits  are 
fairly  low  considering  the  prices  of  many  oceanfront 
homes.  But  it  is  at  least  some  comfort  when  the  next 
storm  comes. — K.W. 


erosion.  In  other  words,  merely 
itting  a  house  on  the  beach  and  pro- 
cting  it  may  hasten  its  destruction. 
According  to  the  U.S.  Army  Corps 
Engineers,  some  20,500  miles  of 
S.  coastline  are  encountering  sig- 
ficant  erosion,  and  probably  3,000 
those  miles  are  in  critical  danger. 
Of  course,  the  rolling  over  of  barrier 
ands,  where  many  of  the  nation's 
aches  are  found,  is  a  natural  occur- 
nce.  Over  the  centuries  the  coun- 
t's beaches  have  been  progressing 
idward,  keeping  the  amount  of  sand 
them  in  constant  flux.  For  the  past 
years,  the  sea  level  has  been  rising 
average  of  1.91mm  per  year.  Yet 
w  construction  goes  on,  and  each 
ar  there  are  more  horror  stories  of 
mses  dropping  into  the  ocean  and 
ads  ending  in  bays.  A  particularly 
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savage  storm  may  be  blamed,  or  "un- 
usual" tide  or  wind  conditions.  But 
the  true  cause  is  always  the  same,  and 
it  is  always  given  the  same  short 
shrift:  Those  homes  were  built  too 
close  to  the  ocean. 

"It's  not  nature's  gradual  rolling 
over  of  the  barrier  islands  that  is  plac- 
ing us  in  danger,"  says  Orrin  Pilkey, 
James  B.  Duke  Professor  of  Geology  at 
Duke  University,  "but  our  insistence 
on  occupying  and  stabilizing,  buying 
and  selling,  every  valuable  square  foot 
of  real  estate.  People  have  to  learn 
that  it's  safest  to  work  with  nature, 
because  nothing  we  can  try  or  do  is 
going  to  permanently  prevent  the 
beaches  from  moving." 

But  can't  science,  or  stout  construc- 
tion, or  seawalls  and  groins  stabilize 
beachfront  areas?  Sometimes — but  al- 


ways with  side  effects. 

Look  at  Sea  Bright,  N.J.,  a  once 
beautiful  town  on  the  ocean  whose 
residents  made  the  commitment  40 
years  ago  to  put  in  a  seawall  to  protect 
their  homes.  Ocean  currents  proceed- 
ed to  wash  away  nearly  all  the  sand  in 
front  of  the  wall  so  that  the  beach — 
the  reason  residents  live  there — is 
now  gone.  And  New  Jersey  taxpayers 
have  paid  $1  million  over  the  past 
decade  on  emergency  repairs. 

In  Texas  there's  the  Galveston 
seawall,  which  is  causing  the  natural 
shoreline  to  its  immediate  west  to 
retreat  an  average  of  15  feet  per  year. 
There's  also  Miami  Beach,  where  no 
beach  existed  throughout  the  Sixties 
and  Seventies;  seawalls  and  groins 
protecting  the  hotels  had  destroyed 
the  beaches.  At  a  cost  of  $64  million, 
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10  miles  of  beach  were  recently  re- 
sanded.  Yet  replenishment  is  akin  to 
painting  a  house;  it  must  be  done  re- 
peatedly, at  ever  shorter  intervals. 

The  situation  is  a  lot  more  severe 
than  most  owners  of  shorefront 
homes  imagine.  Pilkey  and  his  col- 
leagues believe  that  certain  ocean- 
front  areas  are  already  doomed.  The 
west  coast  of  Florida  and  the  Florida 
Keys,  for  example,  are  just  waiting  for 
a  big  storm.  Buildings  are  constructed 
smack  on  the  beach  and  built  in  a 
manner  insufficient  to  withstand  a 
hurricane.  Worse,  evacuation  routes 
are  poor  because  approaches  to 
bridges  are  easily  flooded. 

Carolina  Beach,  an  unstable  artifi- 
cial beach  in  North  Carolina,  has  been 
given  only  three  to  four  years  to  live. 
Sea  Island,  Ga.'s  beach,  say  the  ex- 
perts, will  follow  soon  after.  Resi- 
dents erected  a  $300-per-foot  seawall 
after  1979's  Hurricane  David.  That 
may  have  bought  some  temporary 
peace  of  mind,  but  it  has  also  effec- 


tively destroyed  the  beach. 

While  many  coastal  experts  endorse 
retreating  from  the  beaches  altogeth- 
er, they  realize  that  very  few  people 
will  heed  their  warning. 

"This  business  about  the  island 
moving  is  poppycock,"  says  Richard 
Friedman,  beach  dweller  and  presi- 
dent of  the  Barrier  Beach  Preservation 
Association  in  Westhampton  Beach, 
N.Y.  "I  sweated  bullets  to  make  my 
home  what  it  is  today,  and  I  find  it 
positively  offensive  to  have  someone 
say  I  should  let  my  house  go.  Man  has 
to  live.  We  can't  just  let  nature  wash 
us  all  away." 

So  rather  than  preaching  to  deaf- 
ened ears,  experts  are  promoting  safer 
development  and  encouraging  beach- 
bound  people  to  work  with  nature. 
Their  advice — if  you  already  own  a 
home  on  the  beach  and  are  intent  on 
staying  there — is  first  to  strengthen  it. 
Get  a  good  book  (see  box,  p.  175)  that 
tells  you  how  to  make  it  hurricane- 
sound.  They  also  recommend  buying 


a  lot  on  the  back  side  of  any  barrier 
island  so  you  and  your  home  can  mi- 
grate with  the  beach. 

If  possible,  become  active  in  yourl 
community  and  promote  good  coastal  J 
zone  management  and  building  laws.  J 

Make  sure  you  know  how  vulner-j 
able  your  lot  might  be.  The  difference! 
of  just  a  few  dozen  yards  can  be  criti- 
cal, especially  where  man  has  already  I 
tinkered   with   the    shoreline — with 
groins  or  seawalls  or  dredging. 

The  risks  are  serious  enough  to  en- 
list the  services  of  a  geologist  or  coast- 1 
al  expert  to  look  at  the  lot  and  home.} 
By  studying  such  things  as  elevation,! 
tide,  erosion  rate  and  beach  forma- 
tion, he  can  provide  valuable  inf  orma-| 
tion  about  where  to  build  your  home! 
or  whether  to  relocate  the  one  already! 
there.  Also  examine  the  construction! 
of  the  home  closely,  even  if  it  means} 
opening  up  some  walls,  and  hurri4 
cane-proofing  if  necessary. 

As  a  shore  dweller  in  Wrightsvillej 
Beach,  N.C.  stated  her  case:  "If  you've! 
made  up  your  mind  to  live  at  tha 
beach,  you've  accepted  the  possibility 
that  you  could  lose  your  home.  Youji 
have  to  be  willing  to  take  that  risk."  I' 


Music  hath  charms  to  soothe  the  weary  traveler  in 
Europe  this  summer,  from  Athens'  fluted  columns  to 
Edinburgh's  storied  castle. 

Bach  among  the  ruins 


Music  festival  in  Spoleto,  Italy 
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The  number  of  music  festivals  around^ 
the  globe,  ranging  from  classical  tot 
jazz  and  everything  in  between,  is 
now  beyond  counting.  Some  of  tha 
best  known  are  already  sold  out,  so- 
strong  is  the  demand.  Herewith,  a 
rundown  of  some  of  this  year's  betterf 
known  offerings,  with  comments  ori> 
prices  and  how  to  find  out  about  getf 
ting  tickets. — Mary  Kuntz 

May 

Maggio  Musicale  Fiorentino 

May  1  to  July  7 

Florence,  Italy 

Opera,  ballet,  drama 

Tickets:  $3  to  $15 

Italian  Government  Travel  Office, 

(in  NYC) 

212-245-4822 

Vienna  Festival 

May  15  to  June  16 

Vienna,  Austria 

Der  Rosenkavalier,  Fidelio,  Aida, 

II  Trovatore 

Tickets:  $5  to  $60 

Austrian  National  Tourist  Office, 

212-944-6880 

Glyndebourne  Festival  Opera 

May  20  to  Aug.  14 
Glyndebourne,  E.  Sussex,  England 
Idomeneo,  La  Cenerentola, 
Arabella,  Carmen 
Tickets:  $11  to  $42 
British  Tourist  Authority, 
212-581-4700 
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GRACIOUSLY  HYATT. 


The  smile  that  greets  you  at  our  front 
desk  is  worth  a  thousand  words.  It  says 
we  enjoy  our  guests  and  we  love  our 
work.  It  says  we  understand  the  special 
needs  of  business  travelers  like  no  one 
else  in  the  world. 

The  Hyatt  attitude  is  unmis- 
takable. From  our  charming  con- 
cierges, who  can  make  an  unfamiliar 
city  feel  more  accommodating.  To  our 
energetic  bellmen,  who  help  with  all 
the  things  you  don't  have  time  to  do. 
To  our  friendly  people  at  the  front 
desk,  who  handle  your  messages  and 
requests  with  cheerfulness  and 
warmth. 

A  little  something  extra  from 
us  can  help  make  your  trip  a  success. 
A  gracious  touch  of  Hyatt. 
DontyouWjSH 

YOU  WERE 
HERE® 

BOSTON 

Overlook  the  Boston  skyline  from  Hyatt 
Regency  Cambridge. 

CHICAGO 

In  Illinois  Center  overlooking  Michigan 
Avenue  and  Lake  Michigan. 

WASHINGTON,  DC- 

Hyatt  Regency  Crystal  City  is  the  closest, 
hotel  to  National  A  irport. 

NEW  YORK 

Grand  Hyatt  on  fashionable  Park 
Avenue  at  (Wand  Central. 

NORTHWEST  CHICAGO 

The  Hyatt  in  Chicago's  suburban 
Schaumburg  is  at  Woodfield  Mall  near 
O'Hare. 

HYATT0HOTELS 

For  reservations,  call  your  travel  planner. 
orX(H)22H  90(H).  e  19X4  Hyatt  Hotels  Corp. 
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June 

Athens  Festival 

June  12  to  Sept.  18 
Athens  and  Epidaurus,  Greece 
New  York  Philharmonic,  Zurich  Or- 
chestra, Stuttgart  and  Kirov  ballets 
Bacchae,  Lysistrata 

Tickets:  $2  to  $6,  usually  some  avail- 
able at  time  of  performance. 
Greek  National  Tourist  Organization, 
212-421-5777 

Madeira  Bach  Festival 

June  15  to  23 

Funchal,  Madeira 

Harpsichord,  chorales,  chamber 

music,  organ,  all  Bach 

Packages:  $545  to  $2,280  per  tour, 

excluding  airfare 

Portuguese  National  Tourist  Office, 

212-354-4403 

Festival  of  Two  Worlds 

Late  June  to  mid-July 

Spoleto,  Italy 

Opera,  dance,  drama,  chamber  music 

Tickets:  $2.50  to  $9.  Seats  for  most 

events  available  at  festival. 

Italian  Government  Travel  Office, 

212-245-4822 

July 

Arena  di  Verona 

July  4  to  Sept.  1 

Verona,  Italy 

Aida,  II  Trovatore,  Attila,  Giselle 

Tickets:  $6  to  $55,  should  be  ordered  a 

month  ahead  of  time. 

Italian  Government  Travel  Office, 

212-245-4822 

Montreux  Int'l  Jazz  Festival 

July  5  to  21 

Montreux,  Switzerland 

Classical  jazz,  blues,  big  bands 

and  jazz  fusion 

Tickets:  $12  to  $20 

Swiss  National  Tourist  Office, 

212-757-5944 

Pori  Int'l  Jazz  Festival 

July  6  to  14 

Pori,  Finland 

Jazz 

Tickets:  free  to  $15 

Finnish  Tourist  Board, 

212-949-2333 

Copenhagen  Jazz  Festival 

July  5  to  14 

Copenhagen,  Denmark 

Jazz 

Tickets:  free  to  $14 

Danish  Tourist  Board, 

212-949-2333 
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Grande  Parade  du  Jazz 

July  10  to  20 

Nice,  France 

Miles  Davis,  Woody  Herman, 

B.B.  King 

Tickets:  average  price,  $15 

French  Government  Tourist  Office, 

212-757-1125 

Bregenz  Festival 

July  23  to  Aug  24 

Bregenz,  Austria 

The  Magic  Flute,  I  Puritani, 

orchestral  concerts 

Tickets:  $15  to  $50.  Advance  sales 

end  June  14. 

Austrian  National  Tourist  Office, 

212-944-6880 

Bayreuth 

July  25  to  Aug.  28 


Bayreuth,  West  Germany 

Ring  cycle  (of  course) 

Tickets:  $33  to  $61,  sold  out  for  1985. 

Order  by  November  for  1986. 

German  National  Tourist  Office, 

212-308-3300 

Salzburg  Festival 

July  26  to  Sept.  1 

Salzburg,  Austria 

The  Magic  Flute,  Cost  fan  tutte,  Carmen 

Vienna  Philharmonic 

Tickets:  $7  to  $125 

Austrian  National  Tourist  Office, 

212-944-6880 

August 

Edinburgh  Festival 

Aug.  11  to  31 

Edinburgh,  Scotland 

Opera,  chamber  music,  ballet,  drama 

film,  poetry  readings,  art  exhibits 

Tickets:  not  yet  available 

British  Tourist  Authority, 

212-581-4700 


The  anemic  franc  might  tempt  you  to  invest  in  gooo 
French  wines.  Tip:  Invest  elsewhere  and  use  the  profit 
to  buy  only  what  you  like  to  drink. 

Wine  before 
its 


By  Stanley  W.  Angrist 


ANYONE  WITH  A  FONDNESS  for  the 
.grape  knows  that  1)  1984  was  a 
bum  year  in  France,  with  quantity  and 
quality  of  grapes  down  in  Bordeaux 
and  Burgundy,  2)  the  franc  is  at  an 
alltime  low  against  the  dollar  and  3) 
the  Bordeaux  vintages  of  1978,  1979, 
1981,  1982  and  1983  were  very  good 
to  excellent  and  in  good  supply  at 
attractive  prices. 

Time  to  invest  in  French  wine?  It 
very  well  might  be — and  doubtless  a 
lot  of  shrewd  wine  merchants  will 
make  a  fortune  in  the  years  to  come, 
as  the  fine  wines  from  the  late  Seven- 
ties and  early  Eighties  mature  and  the 
franc  recovers  against  the  dollar.  Es- 
pecially if  more  poor  vintages  follow 
1984.  But  what  about  you,  the  part- 
time  oenophile  who  might  keep  only 
a  few  cases  of  wine?  There  are  two 
considerations,  both  cautionary. 

First,  even  if  you  buy  well  and  your 
cache  of  Bordeaux  appreciates  hand- 
somely, how  can  you  sell  it?  In  most 
states,  unless  you  are  a  licensed  wine 
merchant  or  have  a  special  permit, 
you  could  wind  up  in  jail  (more  likely 
be  fined)  for  selling  your  wine.  You 
might  negotiate  a  swap  or  a  cash  sale 
with  a  retailer,  but  it  had  better  be  one 


Bordeaux  futures,  offered  in  March 
One  way  of  guaranteeing  a  supply 

you  know  well.  You  are  both  breakir 
the  law. 

In  the  case  of  older  wines,  it  is  po 
sible  to  sell  them  at  auction,  but  gei 
erally  auctioneers  will  handle  odd  lo 
from  individual  collectors  only  if  tl 
wine  is  worth  more  than  $300.  The 
there  are  the  extra  costs.  As  a  sell 
you  will  receive  15%  less  than  tl 
hammer  price  because  of  commissic 
and  insurance,  and  the  buyer  will  p; 
some  17%  more  because  of  commi 
sion  and  taxes. 

Second,  how  do  you  store  the  win 
Wines  like  dampness  and  cool  ter 
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icago  wine  merchant  George  Schaefer 

ew  can  tell  how  good  a  wine  is  going  to  be  after  it  is  only  six  months  old.' 


ratures — ideally  about  55  degrees 
hrenheit — to  age  properly.  Serious 
ne  lovers  spend  fortunes  on  tem- 
rature-  and  humidity-controlled  en- 
'onments.  You  can't  simply  stack 
ses  in  the  coolest  part  of  your  cellar 
d  forget  about  them.  Even  a  small 
ne  box,  capable  of  storing  only  50 
ttles,  costs  about  $900. 
Roman  Weil,  professor  of  account- 

at  the  University  of  Chicago, 
10  keeps  4,000  bottles  in  his  own 
liar,  states  categorically:  "There 
ve  been  certain  vintages  of  wine 
it  have  been  excellent  invest- 
mts,  but  basically  wine  should  be 
ught  for  drinking." 
That  statement  is  enough  to  make 
me  wine  lovers  see  red  (or  white, 
pending).  They  will  quickly  point 
t  that,  had  you  bought,  say,  a  case 
Chateau  Petrus  1982  Bordeaux  in 
83  when  first  offered  in  the  form  of 
ne  futures  at  about  $685,  today  you 
uld  probably  get  $2,200  a  case  for  it. 
lat's  more  than  300%  appreciation 
two  years — and  the  wine  is  not  yet 
nkable. 

Well,  true  enough,  wine  futures  are 
vay  to  invest  in  good  wine.  Indeed, 
ne  critic  Robert  Parker  Jr.  argues 
at  using  wine  futures  is  the  only 
ly  to  buy  exceptional  wines  at  rea- 
nable  prices.  But  as  with  stocks, 
nds  or  real  estate,  there  is  much  for 

uninitiated  to  learn.  To  get  you 


started,  Parker  publishes  The  Wine  Ad- 
vocate, a  bimonthly  critique  of  what 
he  considers  the  current  good  buys  in 
wine.  It  is  one  of  several  savvy  news- 
letters on  the  market.  (Readers  may 
secure  a  sample  copy  for  the  asking,  or 
a  year's  subscription  by  sending  $25 
to  the  magazine  at  1002  Hillside 
View,  Parkton,  Md.  21120.) 

Wine  futures  work  like  this:  Wine 
is  actually  made  in  September  and 
October,  after  the  harvest.  The  wine 
is  undrinkable  until  late  winter, 
while  fermentation  is  taking  place. 
Then  the  best  barrels  are  blended  and 
members  of  the  trade  are  offered  a 
chance  to  taste  the  new  wine.  Wheth- 
er the  mavens  think  the  wine  is  going 
to  be  great  or  not,  futures  will  then  be 
offered  to  wine  brokers  in  Bordeaux. 
(About  the  only  wine  on  which  fu- 
tures are  offered  is  Bordeaux.)  These 
brokers  in  turn  will  offer  futures  to 
wine  importers  all  over  the  world. 

Wine  enthusiasts,  using  the  opin- 
ions of  experts  like  Parker,  must  then 
decide  whether  to  invest.  If  they  do 
choose  to  invest,  then  they  normally 
give  a  wine  merchant  between  50% 
and  100%  of  the  cost  of  the  wine, 
even  though  the  wine  they  have 
bought  will  not  be  delivered  for  two 
more  years  and  won't  be  drinkable  for 
a  few  more  years  after  that. 

Still,  history  shows  that  the  sooner 
you  buy  the  wine  after  it  is  produced, 


the  higher  your  rate  of  return — if,  in- 
deed, it  is  as  good  a  wine  as  initially 
predicted.  And  that  is  a  bigger  if  than 
you  might  think.  George  Schaefer,  a 
major  wine  merchant  in  suburban 
Chicago,  points  out:  "A  lot  of  people, 
including  me,  think  that  there  are 
very  few  individuals  who  can  really 
tell  how  good  a  wine  is  going  to  be 
after  it  is  only  six  months  old.  I  be- 
lieve that  those  few  are  probably  cha- 
teau owners,  who  can  hardly  be  con- 
sidered objective,  given  their  econom- 
ic interest  in  the  product." 

Furthermore,  though  data  are  hard 
to  pin  down  because  of  special  sales 
and  the  like,  wines,  like  stocks,  do  not 
necessarily  hold  their  value.  That  is, 
the  wine  you  bought  last  year  can 
sometimes  be  bought  cheaper  this 
year.  Remember  also  that,  when  pur- 
chasing a  wine  future,  your  money  is 
tied  up  in  a  sterile  investment  for  at 
least  four  years  before  you  can  even 
enjoy  the  wine. 

But  there  can  be  another  good  rea- 
son for  buying  fine  wine  by  the  con- 
tract: so  you  can  have  any  at  all.  "If  an 
expert  has  correctly  identified  a  great 
vintage,"  says  Parker,  "the  only  way 
that  wine  will  be  available  at  a  reason- 
able cost  ten  years  from  now,  when 
the  wine  is  mature  and  ready  for 
drinking,  is  if  you  bought  it  early — 
preferably  as  a  future." 
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Mroducing  everything 

a  station  wagon  was  never 

intended  to  be. 
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Becau^;|jM/Ca])acity  fa ^ban]in^:tl|f|5  is 
onl\  one  o}  the  unpu  —  I've  thin^  dbttHthi<  car. 


around  an  S-curve.  and  discover  it  can  01 
many  sports  sedans. 

( )r  step  i  m  the  gas  leaving  the  lumber 
and  experience  what  a  Y<  ilv  >  fuel-injectc 
head  cam  engine  can  do. 

( k  n<  itice  that  the  1<  >ng  trip  to  the  wee 


Calling  your  telephone  op&'ator  for  assistance  or  in- 
formation can  quickly  bloat  your  monthly  bill. 


Information, 
pretty  please? 


By  Anne  McGrath 


Divestiture  has  given  residential 
phone  customers  a  couple  of  op- 
tions that  might  lower  their  monthly 
bills.  Buying  phones  instead  of  leasing 
them  and  signing  up  with  a  non- 
AT&T  carrier  for  long-distance  ser- 
vice are  two.  But  take  another  look  at 
your  local  Bell  company  bill:  You 
could  be  missing  the  simplest  way  to 
lower  your  residential  phone  bill. 
Don't  call  the  operator  for  information 
or  assistance.  In  many  cases  it  is  the 
most  expensive  call  you  can  make. 

In  New  York  City,  for  example,  lo- 
cal directory  assistance — simply  get- 


ting a  number — costs  40  cents  a  shot 
after  the  first  two  requests  each 
month.  That's  five  times  the  price  of  a 
Manhattan  metropolitan  area  residen- 
tial call. 

Southern  Bell  allows  North  Caroli- 
na customers  five  free  calls  a  month 
and  then  charges  50  cents  each.  On 
the  other  hand,  in  Massachusetts  and 
most  of  Connecticut  you  can  dial  in- 
formation to  your  heart's  content  and 
never  pay  a  cent.  New  Jersey  Bell  cus- 
tomers can  make  25  directory  assis- 
tance calls  before  they  are  charged, 
and  then  the  rate  is  10  cents  a  call. 

But  even  in  an  area  where  local  in- 
formation charges  are  reasonable,  or 


Lily  Tomlin  as  Ernestine  the  operator 
Forty  cents  for  information? 


nonexistent,  beware  of  long-distance 
information  calls.  They  are  never  free. 

Since  divestiture,  AT&T  has  as- 
sumed responsibility  for  in-state  long- 
distance calls  between  local  Bell  com- 
pany service  areas.  If  you  dial  555- 
1212  for  help  in  another  service  area 
within  your  state,  or  if  you  use  AT&T 
to  get  a  number  in  another  state,  your 
local  bill  will  reflect  those  charges, 
too.  AT&T's  in-state  charges,  regulat- 
ed by  the  state  public  utility  commis- 
sions, will  vary.  Its  interstate  charge 
of  50  cents  a  call  (after  two  calls)  was 
imposed  for  the  first  time  last  May.  (If 
you  use  MCI  or  SBS  for  long-distance 
service,  you  can  get  directory  assis- 
tance for  45  cents  a  call.) 

You  can  cut  these  costs  appreciably 
by  requesting  two  numbers  per  call 
(although  not  always;  New  York  Tele- 
phone, for  example,  charges  40  cents 
per  request)  and  by  keeping  regularly 
used  phone  directories  at  each  exten- 
sion. If  you  call  a  distant  city  fre- 
quently, order  its  phone  book  from 
your  local  company.  Contact  a  friend 
who  has  moved  recently  by  calling  his  "j 
old  number  first;  most  likely  you  will  ( 
hear  a  recording  of  the  new  number,  i 

Check  your  phone  company's  per- )  ft 
son-to-person  charges  too.  They  car, 
be  even  more  surprising.  A  New  York 
Telephone  customer  who  makes  i 
person-to-person  call  to  someone  ir 
the  same  service  area  pays  $3.44 — or 
top  of  the  cost  of  the  call.  If  he  place; 
that  call  between  New  York  Tele 
phone  service  areas — from  New  York 
City,  say,  to  Buffalo— AT&T  handle; 
it  for  $3.75.  A  Bell  customer  in  Wesi 
Virginia  pays  $4.  Yet  Mountain  Bel 
customers  in  Colorado  pay  no  sur 
charge  for  person-to-person  calls. 

It  also  makes  sense  to  keep  collec  I 
and  third-party  billing  charges  to  ; 
minimum.  Whenever  possible,  ust 
your  charge  card.  An  Illinois  Bell  cusi 
tomer  who  charges  a  call  to  a  thin 
number  pays  $1.80  for  the  service 
against  35  cents  with  his  charge  card 

What  can  you  do  to  save  on  coir 
phone  calls?  Alas,  not  much,  as  thil 
utilities  have  fixed  surcharges.  Ii 
Texas,  Southwestern  Telco  adds  : 
$1.10  surcharge  to  its  rate.  If  you  caL 
an  Albany,  N.Y.  number  from  a  pa' 
phone  in  Syracuse,  AT&T  tacks  on  a  } 
50-cent  charge.  As  for  local  calls:  1 
you  live  in  a  25-cent  pay-phon 
state — such  as  New  York,  Arizona 
Kentucky,  Ohio — you  will  just  hav> 
to  grin  and  bear  it.  (Ironically,  howev 
er,  directory  assistance  from  pa) 
phones  is  free.) 

If  you  live  in  Connecticut,  Tennes 
see  or  Massachusetts,  enjoy  those  1C 
cent  calls.  Their  days  are  numbered. 


• 
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Small  Wonder 

At  last,  pocket-size  radar  protection. 

New  PASSPORT  can  go  with  you  anywhere. 


.lite  simply,  PASSPORT  is  the 
Uest  superheterodyne  radar 
etor  ever  made— only  5A  "  tall, 
wide,  and  AVz  "  long.  It  fits  your 
cet  as  easily  as  a  cassette  tape. 

SMD  Technology 

This  miniaturization  is  possible 
with  SMDs  (Surface  Mounted 

ces),  micro-electronics  coin- 
in  satellites  but  unprecedented 

dar  detectors.  In  fact,  PASSPORT 
new  the  magazine  testers 

n't  even  had  a  chance  to  select 
superlatives. 

Press  Release 

When  the  magazines  do  catch 
hey'll  report  excellent  per- 
ance.  More  than  early  warning, 
PORT  also  provides  a  precise 
sure  of  radar  range.  Simply  turn 
PORT  on  and  set  the  volume 
At  radar  contact,  the  alert  lamp 
5  and  the  variable-pulse  audio 
ns  a  slow  warning:  "beep"  for 
nd  radar,  "brap"  for  K  band, 
iltaneously  a  bar  graph  of 


Hewlett-Packard  LEDs  shows  signal 
strength.  A  photocell  even  adjusts 
the  alert  brightness  to  the  light  level 
in  vour  car. 


WPORT  is  about  the  size  of  a  cassette  tape 


PASSPORT  comes  with  a  fitted  leather  case. 

Behind  the  Wheel 

As  you  get  closer,  the  pulse 
quickens  and  the  bar  graph 
lengthens.  And  if  you  should  want 
to  defeat  the  audio  warning  during 
a  long  radar  encounter,  a  special 
"mute"  switch  allows  you  to  defeat 
the  audio,  yet  leave  PASSPORT  fully 
armed  for  the  next  encounter.  You 
get  the  complete  radar  picture. 

Upwardly  Mobile 

You  can  take  PASSPORT  any- 
where: on  an  airplane  to  another 
city,  or  to  work  for  trips  in  the 
company  car.  Just  install  on  dashtop 
or  visor,  then  plug  into  your  lighter. 
PASSPORT  keeps  such  a  low  profile, 
it  can  be  on  duty  without  anyone 


noticing.  And  PASSPORT  comes 
complete  with  a  visor  clip,  wind- 
shield mount,  straight  cord,  coiled 
cord  —  even  a  leather  travel  case. 
And  we  back  PASSPORT  with  a  full 
one  year  limited  warranty. 

Order  Today 

Try  a  PASSPORT  in  your  poc- 
ket. Call  us  toll  free.  When  vour 
PASSPORT  arrives,  take  the  first  30 
days  as  a  test.  If  you're  not  com- 
pletely satisfied,  return  it  and  we'll 
refund  your  purchase  and  your 
mailing  costs.  You  can't  lose. 

Call  Toll  Free  800-543-1608 

In  Ohio  Call  800-582-2696 


VISA 


6B 


$295  (OH  res.  add  $16.23  tax) 
Pocket-Size  Radar  Protection 

Cincinnati  Microwave 
Department  100-044-C11 
One  Microwave  Plaza 
Cincinnati,  Ohio  45296-0100 


PASSPORT 

RADAR-RECEIVER 


©  198t  Cincinnati  Microwave,  Inc. 
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Pan  Am  And  American  Exprejl 


NOT  TRANSFERABLE 


SEE  REVERSE  SIDE 


tfia«ii«MMaraaHBBig 


£^3(3Q<3£^K) 


VALID  OATKS   * 


C  F   FROST 

~3JC  NOT  VALID  IF  CANCELLED  OR  REVOKED 


When  your  travel  plans  include  Pan  Am's 
First  Class  Service  and  the  American  Express® 
Card,  you  immediately  assure  yourself  of  a  more 
pleasurable  and  convenient  trip. 

More  pleasurable,  because  the  moment  you 
enter  the  First  Class  cabin  of  a  Pan  Am  747  or 
L-1011,  you'll  notice  the  extraordinary  feeling 
of  space.  You'll  settle  into  a  soothing  Pan  Am 
Sleeperette®  Seat — the  Space  Seat — and  enjoy 
your  choice  of  Pan  Am's  international  entrees 
and  fine  wines.  But  perhaps  most  importantly, 
you'll  experience  a  true  sense  of  privacy  that's 
all  too  rare  in  air  travel  today. 

ie  First  Class  Way  To  Go. 

Then,  once  you  reach  your  destination,  the 
American  Express  Card  will  continue  to  provide 
you  with  First  Class  service.  You'll  appreciate  the 
peace  of  mind  of  knowing  the  Card  is  respected 
and  welcomed  worldwide.  You'll  also  enjoy  the 
ease  with  which  you  can  charge  airline  tickets, 
car  rentals,  hotels  and  dining — in  fact,  the 
American  Express  Card  is  welcomed  virtually 
everywhere  your  travels  take  you. 

Pan  Am  and  American  Express.  The  First 
Class  way  to  go. 

The  American  Express®  Card. 

Don't  leave  home  without  it? 

® 

Pan  Am.\bu  Can  t  Beat  The  Experience.0 


Faces 

Behind  the  Figures 


Edited  by  Pamela  Sherrid 


Siamese  twins 


Tlwo  years  ago  a  Nabisco  marketing 
man  brought  some  cookies  to  the 
offices  of  his  top  bosses.  These  were 
no  ordinary  sweets  but  samples  of 
Procter  &  Gamble's  new  home-style 
Duncan  Hines  brand.  "We  tasted  a 
few,"  recalls  F.  Ross  Johnson,  vice 
chairman  of  Nabisco  Brands.  "Then 
we  said,  'Boys,  we've  got  a  problem.'  " 

Nabisco,  for  decades  the  uncontest- 
ed leader  in  the  packaged-cookie  busi- 
ness, should  have  known  it  had  prob- 
lems before  that  fateful  day.  The  year 
before,  PepsiCo's  Frito-Lay  division 
also  introduced  new  soft  cookies  in 
test  markets.  "We  just  didn't  see  a 
home-style  cookie  as  a  high  priority," 
admits  Johnson. 

But  credit  must  be  given  where 
credit  is  due.  Once  Johnson  and 
Chairman  Robert  Schaeberle  realized 
that  a  better  cookie  threatened  the 


very  heart  of  Nabisco  Brand's  busi- 
ness, they  moved  their  big  company 
to  a  crash  response. 

These  days  Nabisco  is  riding  high. 
Its  riposte  in  the  cookie  war,  the 
Almost  Home  brand,  with  sales  last 
year  of  almost  $200  million,  has 
frustrated  the  ambitious  interlopers. 
And  because  Almost  Home  canni- 
balized other  Nabisco  brands  less 
than  expected,  Nabisco  has  wound 
up  increasing  its  share  of  the  $3 
billion  cookie  market  by  about  6%, 
to  about  40%.  Corporate  profits  fell 
4%  last  year,  to  $309  million,  as  a 
result  of  increased  marketing  expen- 
ditures, but,  thanks  to  a  stock  repur- 
chase, earnings  per  share  still  edged 
ahead  3%. 

The  development  of  Almost  Home 
validates,  by  example,  the  thinking 
behind  the  1981  merger  of  Johnson's 


Johnson  and  Schaeberle  of  Nabisco  Brands 
Biting  back. 


Standard  Brands  with  Schaeberk 
Nabisco  Inc.  Benefits  from  combini 
research  was  one  of  their  motives. 
Almost  Home's  18  varieties,  Nabi 
co's  grain  technology  was  thrown 
the  mixer  with  Standard  Brands'  e 
pertise  in  shortenings. 

All  in  all,  in  fact,  the  Nabisi 
Brands  merger  has  gone  remarkab 
well.  Schaeberle  and  Johnson,  who  i 
fer  to  themselves  jokingly  as  "the  { 
amese  twins,"  have  been  able  to  avo 
a  destructive  jockeying  for  power  tc 
remarkable  degree.  Schaeberle,  6 
wore  the  chief  executive's  title  whi 
the  companies  first  merged,  but  Joh 
son,  53,  smoothly  assumed  it  la 
summer. 

Johnson  is  clearly  the  more  flai 
boyant  of  the  pair,  and  Nabis 
Brands  is  already  assuming  the  stan 
it  will  wear  when  Schaeberle  retir 
in  three  years.  A  youthful-lookii 
Canadian  who  zoomed  to  the  top  pc 
at  Standard  Brands,  Johnson  cheerfi 
ly  calls  himself  a  "big  former  jock 
(He  played  varsity  football  and  hi 
ketball  at  the  University  of  Manit 
ba.)  There's  no  doubt  which  of  t 
Siamese  twins  was  behind  Nabisco 
acquisition  last  year  of  a  $60  millid 
stake  in  ESPN,  ABC's  cable  spoi 
channel. — P.S. 
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Garbage  man 

As  he  is  eager  to  let  you  know,  Dj 
rell  Trent,  47,  is  anyone's  idea  I 
a  Washington  insider.  He  helped  st; 
President    Nixon's    Cabinet,    pull 
Ronald  Reagan's  1976  campaign  o 
of  the  red  and  was  U.S.  Deputy  Sea, 
tary  of  Transportation  under  Drt 
Lewis.  But,  like  Lewis,  who  now  rui 
the  Warner  Amex  cable-TV  ventuiiT 
Trent  is  focused  these  days  on  a  b( 
torn   line,   not   politics.    Since    19 
Trent  has  been  chairman  of  Rolli 
Environmental  Services,  a  high-flyL 
Wilmington,  Del.  firm  specializing 
the  disposal  of  chemical  wastes.  "Y 
having  the  time  of  my  life,"  he  say 

This  isn't  Trent's  first  fling  in  bu 
ness.  He  made  his  first  million  dev 
oping  supermarkets  in  Kansas  in  t 
mid-Sixties.  Trent  moved  back 
making  money,  thanks,  of  course, 
political  connections.  Until  recent 
Rollins  Environmental  was  part 
Rollins  Leasing  Corp.,  a  big  Delawai 
based  trucking  company  controll 
by  J.W.  Rollins,  68,  an  influential  m 
in  Republican  Party  circles.  Rolli 
and  Trent  have  known  each  oth 
since  Nixon's  1968  presidential  cai 
paign.  Rollins  spun  off  his  toxic  was 
venture  in  1982  and  a  year  later  p< 
suaded  Trent  to  run  it. 

The  company  was  poised  to  ta 
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wrell  Trent  at  the  Rollins  Environmental  incinerator  in  New  Jersey 

'iwe  can't  make  the  system  work,  I  don't  know  anybody  that  can. 


tt.  In  the  Sixties  and  Seventies  Rol- 
i|»  bet  heavily  on  high-tech  inciner- 
■rs  that  were  underutilized,  while 
Rustry  leaders  Browning-Ferris  and 
ftste  Management  made  mounds  of 
Bney  in  landfills.  These  days  federal 
■slation  is  stiffer,  putting  more 
assure  on  polluters  to  use  inciner- 
Rin.  That  leaves  Rollins  sitting  pret- 
ULast  year  revenues  increased  44%, 
B$69  million,  while  profits  more 
fep  doubled,  to  $6.5  million. 
Jid  unlike  competitors  still  lug- 
|i|g  around  run-of-the-mill  garbage, 
I'lins  is  a  pure  play  in  chemical 
vjstes  disposal    That's  a  story  Wall 


Street  can  understand.  Rollins  stock 
nearly  doubled  in  1984,  to  15,  making 
it  a  top  gainer  on  the  NYSE.  These 
days  the  stock  sells  for  20.  Trent 
doesn't  own  much  of  the  company 
but  he  doubled  his  $250,000  salary 
last  year  through  profit-sharing.  One 
shadow  on  the  horizon:  Rollins  isn't 
immune  to  the  problems  plaguing 
landfill  operators  because  it  buries  the 
ash  from  its  incinerators  at  sites  in 
Louisiana  and  Texas. 

Trent  has  added  four  other  former 
officials  from  the  Department  of 
Transportation  to  Rollins'  manage- 
ment. That's  a  plus,  he  says,  for  deal- 


ing with  regulators — and  with  indus- 
trial customers  running  scared  from 
regulators.  "If  we  can't  work  the  sys- 
tem," Trent  says,  "I  don't  know  any- 
body that  can."— Janet  Fix 

gyllftr  hftwarft 

Fl  avored  with  the  largest  share  of 
the  voluntary  quotas  limiting  Japa- 
nese auto  exports  to  the  U.S.,  Toyota 
Motor  Corp.  earned  record  profits  of 
$1.1  billion  last  year. 

This  fact  has  led  some  to  suspect 
that  Toyota's  often-stated  opposition 
to  the  restraints  is  less  than  whole- 
hearted. Not  so,  says  Robert 
McCurry,  who  as  senior  vice  presi- 
dent of  Toyota  Motor  Sales  U.S.A.  is 
the  Japanese  giant's  top  American 
employee.  "Thanks  to  the  voluntary 
restraint  agreement,"  he  grouses, 
"we've  got  the  same  number  of  deal- 
ers we  had  in  1980.  Our  aggressive 
dealers  want  to  expand  but  can't,  and 
our  customers  can't  understand  why 
they  can't  get  cars  from  us." 

McCurry  figures  that  without  the 
restraints,  Toyota  might  sell  600,000 
cars  in  the  U.S.  this  year,  a  7.5%  in- 
crease over  last  year.  That  number 
includes  some  35,000  of  Toyota's  new 
MR2  model,  a  spiffy  two-seater  de- 
signed to  compete  against  Pontiac's 
hot  Fiero.  Toyota  "would  understand 
the  position  of  this  marketplace  and 
won't  overload  it,"  McCurry  insists. 

McCurry,  59,  knows  his  American 
competition.  An  Ail-American  center 
at  Michigan  State,  he  earned  his  nick- 
name "Captain  Crunch"  grinding  out 
yardage  at  Chrysler  for  28  years,  rising 
to  group  vice  president  for  North 
American  sales  and  services.  He  took 
early  retirement  in  1978,  shortly  be- 
fore Lee  Iacocca  signed  on  at  Chrysler, 
and  moved  into  his  summer  house  on 
the  Delaware  shore.  From  there 
McCurry  worked  on  his  golf  handicap 
(now  seven  strokes)  by  playing  the 
Pro-Am  circuit  for  a  year. 

Then  he  decided  to  go  with  the  win- 
ners and  became  general  manager  of 
the  privately  owned  mid-Atlantic 
Toyota  distributorship.  In  1981  the 
fellows  back  home  in  Toyota  City 
brought  him  to  their  U.S.  headquar- 
ters near  Los  Angeles. 

McCurry  has  an  interesting  predic- 
tion about  what  will  happen  if  the 
Japanese  are  free  to  send  more  cars  to 
the  U.S.  Restraints  on  the  number  of 
units  the  Japanese  could  ship  natural- 
ly prompted  them  to  concentrate  on 
fancier,  more  profitable  models — 
with  the  result  that  U.S.  used-car 
prices  also  rose.  "Everyone  could  sell 
all  the  expensive  cars  they  wanted, 
and  there  was  no  need  to  push  $5,000 
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Prepare  yourself 

for  A  Higher  Form 

Of  Intelligence. 


.. 


Imagine  being  a  superior  being. 

Imagine  being  so  omniscient  that 
you  not  only  perceive  what  on  God's 
earth  is  really  going  on  in  your  own 
corporation,  but  you  can  also  do 
something  about  it. 

Unfortunately  you  don't  have  the 
know-it-all  to  know  it  all.  And  you 
won't  as  long  as  there's  a  failure 
to  communicate.  Because  if  you  can't 
communicate,  well  then,  you  can't 
act  intelligently. 

It's  a  matter  of  machines  that's 
the  matter. 

In  this  age  of  so-called  advanced 
technology  and  highfalutin  gizmos— 
computers,  word  processors,  com- 
munication networks  and  all  kinds  of 
abstract  software  —  your  business 
world  is  in  a  state  of  confusion. 

Pure  and  simple, 
nothing  is  pure  and  simple  anymore. 

All  those  brilliant  computers  aren't 
compatible.  They  don't  talk  to  each 
other  or  speak  the  same  language  or 
interact  in  any  meaningful  way. 
In  short,  they  don't  communicate. 

Which  is  why  you're  not  getting  the 
information  you  need.  Or  you're 
only  getting  a  mere  fraction  of  it. 
Or  it's  trickling  in  ever  so  s-1-o-w-l-y. 
Or  worse,  it's  completely  wrong.  Or 
it's  in  Chinese  and  that's  Greek  to  you. 

Now  we're  not  going  to  suggest 
that  you  replace  all  your  systems 
with  ones  that  are  compatible. 

What  we  are  going  to  suggest  is 
something  much  more  appropriate 
and  reasonable. 

Become  an  Einstein! 

Take  those  fiercely  intelligent 
machines  you're  in  charge  or  and 
turn  them  into  one  (yes,  one)  big 
integrated,  in  -  h  armony- with  -  each  - 
other  intelligence.  And  you  can  do 
it  right  now. 

But  you've  got  to  talk  to  us  first 
(800-638-9636,  ext.  1014). 

We're  General  Electric  Information 
Services.  And  we'll  give  you  that 
higher  form  of  intelligence  you're 
looking  for. 

By  giving  you  what  we  call  Mark* 
Net™ Applied  Telecommunications. 

It's  really  computer  talk  for  a  highly 
advanced  and  revolutionary  system 
of  connecting  all  the  information 


that's  coming  into  or  going  out  from 
your  corporation.  There's  nothing 
remotely  like  it  anywhere  else  in 
the  world. 

Telecommunications  of  a  higher  form. 
From  GE.  (Who  else?) 

It  consists  of  the  largest  and  most 
comprehensive  commercially 
available  network.  In  other  words,  a 
worldwide  business  telecommuni- 
cations system  that  delivers  all  kinds 
of  information  among  —  get  this  — 
an  amazing  750  cities  in  63  countries 
across  23  time  zones.  (Whew!) 

Well  over  90%  of  the  world's 
business  telephones  can  use  the 
network  simply  by  dialing  a  local 
telephone  number.  And  it's  available 
24  hours  a  day,  365  days  a  year. 

All  of  which  means  that  virtually 
every  computer  can  have  a  chat  with 
every  other  computer  and  be  thor- 
oughly understood.  No  matter  in  what 
building,  in  what  city,  in  what  state, 
in  what  country,  in  what  time  zone. 

In  other  words,  you're  in  control. 

All  your  employees  as  well  as 
suppliers,  distributors,  shippers  — 
anybody  you  deal  with,  anywhere  in 
the  world  —  can  now  talk  to  each 
other.  And  you  get  all  the  meaningful 
information  you  need.  On  time. 

With  that  kind  of  intelligence 
there's  no  corporate  problem  that 
can't  be  solved  quicker  and  more 
efficiently.  And  that's  the  bottom  line. 

Oh  yes,  one  more  tidbit  of  infor- 
mation. Over  6,000  corporations 
including  more  than  two-thirds  of 
the  Fortune  500  rely  on  our  system. 

It  could  have  something  to  do  with 
the  fact  that  we  have  very  impressive 
initials.  Or  that  we've  been  in  the 
business  for  20  years. 

Or  simply  because  a  lot  of  people 
aren't  satisfied  with  just  having 
brains. 

They  want  to  move  up  to  a 
higher  level. 


INFORMATION 
SERVICES 


General  Electric  Information  Services  Company,  U.S.A. 


Faces 

Behind  the  Figures 


cars,"  says  McCurry. 

But  "without  the  VRA,  "  McCurry 
continues,  "automakers  will  be  push- 
ing cheapie  cars  again.  I  think  you'll 
see  across-the-board  price  cuts  on 
used  cars."  Potential  purchasers  and 
sellers,  and  financiers,  of  used  cars, 
take  note. — Lawrence  Minard 

New  tune 

Flebruary  was  a  happy  month  for 
jazz  lovers.  They  celebrated  the 
first  new  releases  of  a  reborn  Blue 
Note  record  label,  now  in  the  hands  of 
recording  industry  veteran  Bruce 
Lundvall.  The  legendary  Blue  Note, 
founded  in  1939,  had  its  heyday  in  the 
1950s  and  1960s  with  artists  like  John 
Coltrane,  Miles  Davis  and  Lee  Mor- 
gan. Then  came  rock  'n'  roll,  and  Blue 
Note  began  changing  hands. 

Like  Blue  Note,  Lundvall,  49,  has 
also  had  some  rocky  times  in  the  rec- 
ord business.  After  working  his  way 
up,  Lundvall  became  president  of  CBS' 
domestic  record  business  in  time  to 
watch  sales  of  the  record  industry  col- 
lapse in  1979.  He  was  in  the  hot  seat, 
and  when  the  losses  came,  Lundvall 
stopped  having  fun.  Lundvall  cut  bud- 
gets and  boosted  profits  but  was 
squeezed  out  from  CBS  in  1981. 

His  next  job,  at  Warner  Communi- 
cations' Elektra/Asylum  label,  in- 
volved moving  the  moneylosing  label 
from  Los  Angeles  to  New  York  and 
slashing  costs.  As  president,  Lundvall 
was  able  to  start  his  own  small  jazz 
label,  one  of  his  longtime  ambitions. 
But  Elektra  also  had  a  chairman,  and 
the  shrunken  company  didn't  really 
have  room  for  two  men  at  the  top. 

So  Lundvall  couldn't  have  been 
happier  when  he  was  asked  last  year 
by  EMI  Music,  the  Hollywood-based 
subsidiary  of  British-based  Thorn 
EMI,  to  revive  Blue  Note  as  part  of  a 
new  Manhattan  Records.  EMI,  whose 
other  U.S.  labels  include  Capitol,  An- 
gel and  EMI  America,  had  acquired 
Blue  Note  from  Transamerica  as  part 
of  a  bigger  deal  in  1979,  but  had  let  it 
lie  dormant. 

Now,  instead  of  cutting,  Lundvall  is 
doing  what  he  says  he  much  prefers — 
discovering  talent  and  playing  taste- 
maker.  EMI  is  willing  to  spend  at  least 
$10  million  this  year  on  his  projects. 
Lundvall's  first  priority  is  releasing  60 
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Robert  McCurry  of  Toyota  Motor  Sales  I '  S.A. 
"Captain  Crunch"  has  a  prediction. 


old  Blue  Note  albums,  including 
some  previously  unreleased  record- 
ings by  Jackie  McLean  and  Hank 
Mobley.  Profits  from  the  old  albums 
will  subsidize  the  costs  of  creating 
and  marketing  15  new  Blue  Note  al- 
bums, Lundvall  hopes.  "We're  going 
to  stay  with  serious  pure  jazz,"  Lund- 
vall says,  "which  will  probably  limit 
our  upside  with  certain  records." 

But  some  jazz  artists  are  able  to  sell 
well.   Lundvall  recently  lured  saxo- 


phonist Dexter  Gordon  from  Elek 
tra/Asylum.  And  Manhattan  Record! 
is  going  after  bigger-selling  black  and 
rock  acts,  such  as  singer  Grace  Jone& 
who  recently  came  on  board  from  Is 
land  Records. 

Lundvall  clearly  enjoys  the  talen 
scout  ordeal,  for  instance,  cheerfully 
staying  up  half  the  night  not  long  agt 
to  sign  promising  young  guitarisi 
Stanley  Jordan. — Gary  Slutsker 


EMI  Music's  Bruce  Lundvall 
Cheerfully  staying  up  hay  the  night 
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"Good  Morning.  Your  Eggs  Are  Frying,  Your  Bacon 
s  Crisr  And  You've  Just  Traveled  400  Miles." 


While  you  were  sweet  dream- 
ing on  your  pillow,  Amtrak  was 
whisking  you  400  miles  closer 
to  your  destination,  and  you 
didn't  even  bat  an  eye. 

Now  Amtrak's  full  service 
kitchen  is  preparing  breakfast 
to  your  order,  and  it  will  be 
served  with  a  smile  and  a 
passing  view.  Where  else  but 
on  one  of  the  most  advanced 
passenger  train  systems  in  the 
world . . .  Amtrak. 

In  the  last  10  years,  Amtrak 
has  replaced  75%  of  its  trains 
with  all  new  equipment,  and 
has  refurbished  the  other 
25%.  We  boast  one  of  the 
best  on-time  performance 
records  of  any  carrier  in  the 
transportation  industry.  Our 
computerized  reservations 
system  is  second  to  none,  and 
now  there  are  over  10,000 
travel  agents  at  your  service. 

So  come  and  feel  the  magic, 
as  19  million  riders  a  year  do. 
Call  your  travel  agent  or  call 
Amtrak  at  1-800-USA-RAIL. 
You'll  find  traveling  so  easy, 
you  can  do  it  with  your  eyes 
closed. 
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"Whether  it's  with  fully 
independent  four  wheel 
suspension  on  Tempo  or 
computerized  air  suspen 
on  Continental  Mark  VII, 
we're  putting  you  in  clos*. 
touch  with  the  road." 


Lonnie  R.  Fredricks. 
Suspension  Design  Engineer 


Ford  Motor  Company  i  I 
only  major  American  <  t 
company  to  offer  fully 
independent  four  whe  I 
suspension  on  most  oi 
smaller,  less  expensive 
Ford  Escort,  Mercury  1 
Ford  Tempo,  Mercury 
Topaz,  and  Ford  EXP  < 
offer  the  comfort  and  j 
handling  of  this  advan 
engineering  developmi 


Ford  Tempo's 
rear  suspension 
longitudinal  tie  rods  al 
for  "give"  which  reduc* 
the  effect  of  hard  impa- 


Ford  Tempo's  front  end 
upper  strut  mounts  channel 
mechanical  hydraulic 
forces  to  fine-tune  ride 
and  handling  quality. 


Get  it  together — Buckle  up! 


lental  and 

nental  Mark  VII  are 

ly  luxury  cars  in  the 

with  computerized 

^pension. 

[Tempo  to  Continental 
iticated  suspension 
hs  like  these  are  just 
fthe  quality  that  goes 
rery  car  Ford  makes, 
ler  you're  behind  the 
yourself,  or  just  a 
lger,  you'11/eeJ  that 

y- 


On  Mark  VII.  nitrogen  gas-pressure  front  struts  and  rear 
shock  absorbers  are  matched  to  variable  rate  air  springs 
illustrated  here,  to  provide  a  unique  blend  of  ride  and  road 
handling. 


Sard 


Quality 
is  Job  1. 


Ford  •  Lincoln  •  Mercury  •  Merkur 
Ford  Trucks  •  Ford  Tractors 


Our  national  parks 

are  one  of  the 

rewards  of  working 

for  America. 

We  are  250  million  strong,  working  for  America, 
working  to  build  a  good  life.  Our  national 
parks  are  part  of  that  good  life,  one  of  the 

rewards  of  our  toil.  InterNorth  is  proud  of  its 
assistance  to  the  parks  in  the  development 
of  audio-visual  programs  for  viewing  by 
millions  of  visitors  who  enjoy 

our  parks  every  year.        A 

INTERNORTH 


i  =  we  work 
for  America. 
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tnbution,  liquid  fuels  and  petrochemicals.  International  headquarters:  Omaha,  Nebr 


The  Forbes/Wilshire  5000  Review 


al  and  wonderful.  The  market  demonstrated  its  ability 
lunge  back  from  a  one-  or  two-day  selling  spree  in  the 
it  few  weeks.  Toward  the  end  of  the  recent  two-week 
riod,  a  day's  trading  on  the  Dow  crossed  the  1300  line, 
is  30-stock  average  closed  this  session  a  whisker  short 
that  level,  but  still  at  an  alltime  high.  The  Wilshire 
iex  of  more  than  5,600  issues  also  hit  a  peak  during  the 
ne  day.  Late  profit-taking  cut  the  Dow's  gain  to  just 
%  for  the  two-week  period  and  a  4.8%  gain  for  the  last 
lr  weeks.  Meanwhile,  the  Wilshire  registered  a  2.2% 
vance  over  the  two-week  stretch  and  a  7.6%  gain  for  the 
lr-week  period.  Over  the  last  20  trading  days  the  Wil- 


shire has  added  more  than  $138  billion  in  market  capital- 
ization. Both  Amex  and  NASDAQ  issues  are  up  more  than 
3%  for  the  last  two  weeks  and  10%  or  more  for  the  last 
four  weeks. 

The  Wilshire  index  now  stands  17.3%  higher  than  it  did 
one  year  ago,  while  the  Dow  industrials  are  up  1 1.5%  and 
the  Forbes  500,  18%.  Since  the  beginning  of  the  year  it  has 
been  hard  for  the  average  investor  to  go  wrong.  Some 
analysts  are  talking  about  a  Dow  soon  reaching  hundreds 
of  points  higher  than  it  is  now.  But  a  market  rally  is  no 
excuse  for  indiscriminate  action.  A  rising  tide  doesn't  lift 
boats  with  holes  in  them. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

ercent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

i  last  4  weeks 

7.6 

7.3 

4.8 

7.0 

10.0 

10.4 

i  last  52  weeks 

17.3 

18.0 

11.5 

17.7 

12.1 

14.5 

Stock  performance  based  on  six  key  investor  yardsticks 

ercent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

i  last  4  weeks 

7.6 

12.6 

18.1 

6.0 

U.9 

9.8 

5.8 

16.8 

15.0 

6.5 

7.5 

14.7 

i  last  52  weeks 

19.5 

12.2 

17.1 

25.0 

6.1 

26.6 

21.3 

16.8 

13.8 

24.5 

23.5 

3.8 

ed  on  sales. 

tock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 

luantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


e:  All  data  for  periods  ending  2/14/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Playing  favorites  again.  The  market  has  been  advancing 
across  a  wide  front,  but  during  the  last  two  weeks  inves- 
tors began  searching  for  favorite  rally  groups.  Energy 
shares  show  the  best  performance  during  this  stretch,  a 
3.5%  gain,  but  at  least  part  of  the  activity  in  the  oils  stems 
from  the  unfolding  Phillips  drama.  Finance  stocks  had  the 
second-best  gain,  a  3.3%   rise.  Consumer  nondurables 


issues  were  up  3%.  But  consumer  durables  stocks  c 
clined  1.3%,  and  raw  materials  managed  only  a  0.6 1 
advance.  A  rallying  market  can  turn  against  an  individi , 
stock  with  a  vengeance  at  the  slightest  drop  of  bad  nev 
Data  General,  for  one,  was  haunted  by  a  loss  of  close  to 
points  in  less  than  a  week.  Other  computer  issues  si 
fered,  and  the  technology  sector  gained  only  0.6% . 


\/s\s  Percent  change  in  last  52  weeks  "O-O-  Percent  change  in  last  two  weeks 
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What  The  Analysts  Think 


Winners  and  losers.  With  both  the  market  and  the  econo- 
my rallying,  analysts  raised  their  1985  earnings  projec- 
tions for  the  finance  sector  (brokerage  houses  and  banks) 


and  consumer  durables  sector  (auto  industry).  But  rec 
disappointments  in  the  computer  industry  promp; 
some  estimate-cutting  for  the  technology  stocks. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 

earnings  per 

share 


P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.79 
4.50 
4.84 


10.4 

8.7 
8.0 


Rank  based  on 
change  in  estimate 



Sector 



Estimated  1985 
EPS            tf/E 

%  change  in  1985  estim 
in  2  weeks       in  4  wee 

1 

Finance 

$3.44 

8.5 

0.24% 

0.19K 

2 

Consumer  durables 

5.09 

7.8 

0.04 

0.13     | 

3 

Utilities 

3.63 

7.1 

-0.19 

-fl.20    1 

4 

Capital  goods 

3.09 

10.4 

-0.34 

-0.32 

5 

Transportation 

3.34 

8.1 

-0.54 

-0.72 

6 

Consumer  nondurables 

2.74 

10.3 

-0.68 

-0.88 

7 

Energy 

3.85 

7.1 

-1.04 

-1.40 

8 

Raw  materials 

2.68 

8.7 

-1.43 

-2.24 

9 

Technology 

3.16 

10.6 

-1.87 

-2.09 

.1 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continously  by  the  Institutional  Bn 
Estimate  System  |IBES),  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm 
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Europeans  spend  $2  billion  a  year 
ilacing  exhaust  systems 


Our  Midas  International 
sidiary  has  213  car  repair  shops  in  Europe, 
irldwide,  1,825  Midas  shops  serve  customers  in 
i  countries,  with  more  to  come. 
Ian  IC  Industries  kind  of  market. 

re  information  on  IC  Industries  (Stock  symbol— ICX),  please  write: 

re;  I)ept.  C.  JC  Industries,  One  Illinois  Center,  ill  tast  Wacker  Drive.  Chicago.  Illinois  60601. 

•  IC  Industries,  Inc.  iC  Industries  is  a  registered  trademark  of  IC  Industries,  Inc. 


: 
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IC  Industry 


Streetwalker 


Market  play 

You  can  buy  brokerage  stocks  if  you 
want  to  bet  that  the  stock  market  will 
remain  perky.  But  there  is  another 
play — mutual  fund  managers.  John 
Shapiro,  a  managing  partner  of  Chief- 
tain Capital  Management  in  New 
York  City,  cites  Dreyfus  Corp.,  the 
largest  publicly  traded  fund  manager, 
with  $23  billion  under  its  aegis. 

Dreyfus  is  not  an  undiscovered 
stock.  In  the  long-term  upswing  that 
began  a  little  over  a  decade  ago,  the 
stock  has  climbed  better  than 
7,500%.  Earnings  have  climbed  470% 
over  the  last  five  years,  to  an  estimat- 
ed $3.37  a  share  in  1984.  Dreyfus  does 
have  $75  million  in  long-term  debt, 
but  that's  more  than  matched  by  $108 
million  in  cash  as  of  Sept.  30,  and  no 
worry  about  capital  expenditures. 
"The  government  is  their  factory," 
says  Shapiro.  "It  manufactures  the 
money  supply." 

Deregulation  may  be  helping  more 
than  hurting  Dreyfus.  Banks  and  sav- 
ings and  loans  are  still  prohibited 
from  running  mutual  funds,  so  Drey- 
fus has  stepped  to  the  plate,  earning  a 
fee  of  nearly  0.4%  for  marketing  and 
administering  funds  to  bank  custom- 
ers. Security  Pacific  Bank  and  Dreyfus 
launched  Pacific  Horizon  Funds  a 
year  ago  and  have  already  brought  in 
$1  billion.  Chase  Manhattan  teamed 
with  Dreyfus  in  December. 

Even  though  the  stock  is  trading 
near  its  12-month  high  of  49  and  has 
an  already  respectable  price/earnings 
ratio  of  12,  Shapiro  thinks  the  stock  is 
a  buy  as  a  takeover  prospect.  An  ac- 
quisitor  could  dip  into  Dreyfus  cash 
to  help  pay  for  the  takeover  and  could 
also  leverage  earnings  by  sheltering 
them  from  taxes.  Currently  the  com- 
pany gets  no  investment  tax  credits  or 
depreciation,  so  its  tax  rate  is  very 
high  (51%).  "There's  probably  some- 
body out  there  who  could  shelter  that 
very  attractive  cash  flow,"  says  one 
analyst. 

On  the  basis  of  the  price  American 
Express  paid  for  fund  manager  IDS 
last  year,  analysts  estimate  Dreyfus 
would  be  worth  $70  to  $75  per  share 
to  an  acquisitor.— Lisa  Gubernick 

Consolation  prize 

In  one  of  the  most  spectacular  drops 
in  recent  market  history,  shares  of 
Chicago  Milwaukee  Corp.  (Forbes, 
Feb.  25)  fell  more  than  50  points  dur- 
ing a  few  days  in  February.  The 
stock's  collapse  was  in  reaction  to  a 


federal  court  decision  ordering  that 
the  holding  company's  Milwaukee 
railroad  be  sold  not  to  the  highest 
bidder  but  to  the  bidder  who  the  court 
felt  would  run  the  railroad  most  in  the 
"public  interest."  The  difference  in 
the  two  offers  was  more  than  $210 
million — nearly  $85  a  share  on  the  2.5 
million  shares  outstanding.  But  weep 
not  for  the  New  York  speculators  who 
control  the  company.  Even  at  the 
stock's  depressed  price,  they  have 
more  than  trebled  their  investment 
and  stand  to  net  close  to  $120  million. 
One  Wall  Streeter  who  follows  the 
situation — Jack  Kneafsey  of  Pruden- 
tial-Bache — figures  the  disappointing 
but  winning  bid,  from  Canadian-con- 
trolled Soo  Railroad,  would  still  leave 
Milwaukee  shares  worth  $170  in  as- 
set value,  plus  an  indeterminate  fur- 
ther value  for  the  company's  huge  tax- 
loss  carryforward.  The  whole  package 
could  still  be  worth  in  the  vicinity  of 
$200  a  share. — Mary  Kuntz 

Changing  channels 

Zenith  Electronics  Corp.  gets  roughly 
half  of  its  $1.7  billion  sales  from  col- 
or-TV sets.  Bad.  But  don't  overlook 
the  "new  Zenith,"  advises  James  Ma- 
gid  of  New  York's  L.F.  Rothschild, 
Unterberg,  Towbin.  The  new  Zenith, 
he  says,  is  the  reason  earnings  were  up 


Zetiith  computers  being  tested 
Ringing  in  the  new. 

last  year  14%,  to  $2.41  a  share,  and 
why  there  ought  to  be  a  similar  in- 
crease in  1985. 

Magid  points  to  cable-TV  products, 
computers,  electronics  kits,  and  com- 
ponents such  as  video  displays  and 
power  supplies.  Since  the  1979  acqui- 
sition of  Heath  Co.,  a  smallish  com- 
puter maker,  these  businesses  have 
grown  from  next  to  nothing  to  $655 
million  in  sales.  Last  year  they  ac- 
counted for  around  half  of  the  $53 
million  in  profits  Zenith  earned.  They 
may  now  account  for  even  more. 

What  of  good  old  color  TVs,  where 


Zenith  holds  about  15%  of  the  $5. ' 
billion  U.S.  market?  Some  manufac 
turing  has  been  shifted  to  Mexico  t 
help  offset  the  edge  enjoyed  by  lowei 
cost  Japanese  and  Korean  producer: 
But  the  imports  still  hurt.  Magid  est  I 
mates  Zenith's  profits  in  the  busines 
last  year  dimmed  from  $1.71  a  shai 
to  just  90  cents.  Now,  however,  h 
thinks  "they've  survived  the  worst.' 

Magid:    "Zenith   is   a   phoenix 
sheep's  clothing."  With  22.1  millio 
NYSE  shares  selling  at  24 '/>,  and  a  P/ ; 
of  8  times  his  1985  estimate,  he  like 
this  particular  bird.— Thomas  Jaffe 


Laying  waste  to  waste 

The  word  is  out  on  Wall  Street:  Sell 
you  are  into  waste.  Leaks  from  a  pn 
liminary    report    by    the    nonprof| 
Council  on  Economic  Priorities  lil 
three  operating  landfills  owned  by  tl 
Big  Eight  waste  disposal  companies ;  | 
hazardous.  That  could  bring  the  ope- 
ators  horrendously  bad  publicity,  ni 
to  mention  the  possibility  of  millioi 
of  dollars  in  cleanup  costs  at  each  sit  | 
"If  you're  an  investor,   the  report: 
more  than  a  bit  scary,  on  the  surface 
says  analyst  Douglas  Augenthaler  i 
E.F.  Hutton.  "So  if  you're  a  gunslingi  j 
riding  this  industry's  recent  skyroc 
et,  get  out.  If  you're  in  for  the  loi 
term,  ride  it  out." 

Preliminary  results  of  the  council  j 
study  haven't  been  released,  and  tl 
final  draft  is  not  due  until  June.  Blj 
Augenthaler,  while  questioning  tl ' 
group's  methodology  and  qualific  I 
tions,  made  his  best  guesses  on  whii  | 
landfills   could  make   the   blackli:  , 
Waste     Management's     Ohio     sit  I 
Browning-  Ferris'  New  York  site,  R(-f 
lins  Environmental  Services'  Loui:»| 
ana  site,  American  Ecology  Corp 
Texas  site  and  IU  International's  Ic 
ho  site. — Janet  Fix 


Buyout  abuilding? 

At  a  recent  price  of  13,  or  13  tim 
estimated  1984  earnings,  Fost> 
Wheeler  looks  loftily  priced.  Last  yc 
the  Livingston,  N.J. -based  constn 
tion  and  engineering  company  nett 
an  estimated  $34  million  on  its  $1 
billion  in  sales,  off  from  a  peak  of  $ 
million  in  1981,  and  its  backlog  r 
shrunk.  But  Nathaniel  Bohrer  of  N< 
York's  Sloate,  Weissman,  Murray 
Co.  sees  a  nice  asset  value,  whi 
could  be  realized  in  an  emplo) 
buyout.  Two  other  engineering  a 
construction  firms,  Parsons  and  R; 
mond  International,  have  gone  r 
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ZIP+4  codes 
will  save 
Household 
Finance 
6,000  ayear." 

IAIL  THIS  COUPON  TO  SEE  HOW  YOUR  COMPANY  CAN  SAVE,  TOO. 

. . 


|FRANDEN.  MANAGER  OF  DISTRIBUTION  SERVICES,  HFC 


household  Finance  is  a  firm  believer  in 
using  ZIP +4  codes— the  Postal  Service's 
9-digit  system  for  First-Class  Mail® 

"We  mail  over  1  million  customer 
statements  each  month,"  Mr.  Franden 
stated.  "ZIP + 4  coding  enables  us  to 
save  an  additional  $3,000  per  month 
over  our  Presort  savings."  The  total 
savings  is  "quite  substantial,"  he 
explained. 

As  for  start-up  costs,  "we  purchased 
software  from  an  outside  vendor,  and 
we  expect  to  recover  that  cost  in  about 
six  months  with  our  ZIP+ 4  savings." 

Find  out  how  the  ZIP + 4  program  can 
work  for  you.  Complete  this  coupon.  For 
immediate  assistance  or  the  number  of  a 
local  postal  customer  service  represen- 
tative, call  1  (800)  842-9000,  ext.  349. 


Please  check  your  line  of  business: 
D  Insurance,  D  Banking,  D  Manufacturing, 
D  Securities,  D  Utilities,  Li  Education, 
D  Retail,  □  Government,  D  Publishing, 
□  Service  Company,  □  Other. 


And  check  your  yearly  First-Class  Mail 
volume:  D  Up  to  10,000,  D  10,001-50,000, 

□  50,001-100,000,  □  100,001-1,000,000, 

□  1,000,000+ 

U.S.  Postal  Service,  Regular  Mail  Services 

P.O.  Box  2999 

Washington,  D.C.  20013-2999 

Name 


Title. 


_Company. 


Address. 
City 


State. 


ZIP. 


1C51 
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ADDRESSING  TOMORROW  TODAY. 


©  USPS  1985 


OBBIllfll 


This  announcement  is  under  no  circumstances  to  be  construed  as  an  offer  to  sell  or  as  a  solicitation  of  an  offer  to  buy  any  of 

these  securities.  The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUES 


February  19,  1985 


Gemini  II 

A  Dual-Purpose  Investment  Company 


A  member  of 


TH^ui^uardGROUP 

%JC*  INVESTMENT  COMPANIES 

Wellington  Management  Company  will  serve  as  investment  adviser  to  the  Company. 

10,000,000  Capital  Shares 
Price  #10  Per  Share 

New  York  Stock  Exchange  symbol-GMI 


10,000,000  Income  Shares 
Price  #10  Per  Share 

New  York  Stock  Exchange  symbol-GMI  Pr 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated 
from  the  undersigned  or  other  dealers  or  brokers  as  max  lawfully  offer  these  securities  in  such  State. 


Merrill  Lynch  Capital  Markets 


Streetwalker 


i  in  the  past  two  years  using  em- 
/ee  stock  ownership  plans. 
sen  this  way,  at  current  levels  Fos- 
sells  at  a  30%  discount.  Bohrer 
filiates  the  assets  are  worth  $18  to 

a  share,  including  $6  in  cash,  New 
ey  real  estate  conservatively  val- 

at  $6  to  $8  and  a  backlog  worth 
ut  25  cents  on  the  dollar,  or  $7. 
g-term  debt  is  about  $1.50  a  share, 
rer  doesn't  think  profits  will  re- 
:  before  1986,  when  Foster  will 
e  shifted  away  from  conventional 
ity  and  energy  contracts  to  cogen- 
ion  and  waste-to-energy  projects. 

he  says:  "If  things  work  out  in 
ter's  energy  and  construction  busi- 
5,  there  could  be  a  lot  of  upside 
;ntial.  Even  if  they  don't,  you're 
I  buying  more  than  enough  assets 
over  the  stock  price." — L.G. 

e  brake  for  stampedes 

Is  are  touting  machine  tool  leader 
ss  &.  Trecker  Corp.  as  cheap  on 
ire  earnings.  A  word  of  warning: 
leap"  is  based  on  projections  for 
7.  Last  year  $268  million  (sales) 
ss  earned  just  33  cents  a  share.  But 
j,  thanks  to  the  recovery  and  the 
iwd  1984  acquisition  of  Bendix 
omation  for  $65  million,  it  will 
l  as  much  as  $1.50  a  share  in  fiscal 
5  (ending  Sept.  30).  Some  bulls 
iict  spectacular  growth  beyond 
t— $3  in  fiscal  1986,  $4.50  or  more 
.987.  Since  January  the  12.3  mil- 
i  shares  are  up  about  20%,  to  a 
:nt  o-t-c  price  of  29. 
>on't  join  the  stampede,  cautions 
ly  Silver  of  Donaldson,  Lufkin  &. 
ette.  While  he  expects  machine 
[  orders  to  rise  perhaps  25%  this 
r,  to  $3.5  billion,  he  says  that  the 
um  is  already  discounted  in  Cross' 
e.  "To  buy  the  stock  now,"  he 
5,  "you  have  to  believe  that  ma- 
le tool  orders  will  rise  steadily 
mgh  1988."  Not  only  would  this 
he  longest  cycle  in  the  industry's 
ory,  it  would  result  in  bookings 
ig  to  about  $5  billion,  equal  to 
ir  1979-80  peak.  That's  unlikely, 
Silver.  During  the  Eighties  Japa- 
machine  toolers  like  Yamazaki, 
ima  and  Mori  Seiki  have  made 
stantial  inroads.  And  machines 
become  more  productive  be- 
ise  new  tooling  systems  have  im- 
ved  them. 

esult:  Silver  thinks  manufacturers 
ii't  need  to  order  as  many  as  before. 
t  these  prices, "he  says,  "I'd  pass  on 
jss."— T.J. 
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Could  You  Be 

Comfortable  Owning 

A  $Multi-Million  Dollar 

Company? 


We  have  more  than  1 00  franchisees  from  coast- 
to-coast  throughout  the  U.S.  Every  single  one 
of  them  has  built  a  ^Multi-Million  Dollar  busi- 
ness for  sale  inventory  of  its  own,  with  our 
assistance,  within  its  very  first  year  in  business. 

If  you've  been  considering  a  career  change 
—  can  afford  a  $35,000  franchise  fee  (a  portion 
of  which  is  available  on  terms)  —  and  would 
have  a  nominal  sum  of  additional  cash  for  start- 
up and  operating  capital...  consider  this: 

We  are  Corporate  Investment  Business 
Brokers,  Inc.,  the  nation's  most  professional 
business  brokerage  company.  And  we  are 
currently  expanding  our  national  network  of 
affiliates.  You  could  qualify  to  cash  in  with  us  on 
the  booming  ^Multi-Million  Dollar  field  of  busi- 
ness brokerage.,  that  is,  serving  as  the  presi- 
dent of  your  own  business  brokerage  firm  in 
assisting  others  who  want  to  buy  or  sell  bus- 
inesses... small  ones  through  million  dollar 
corporations. 

What  qualifications  should  you  have?  The 
desire  to  earn  a  tremendous  income,  the  desire 
to  be  a  prestigious  member  of  your  professional 
business  community,  and  the  desire  to  profes- 


sionally help  other  people...  we'll  do  the  rest. 
Our  current  franchisee's  backgrounds  run  the 
spectrum  of  retail  operator  through  attorney. 

Our  program  is  completely  successful  be 
cause  we  have  developed  and  utilize  the  most 
totally  comprehensive  training  and  ongoing 
support  systems  in  the  industry  You'll  be 
instructed  and  continually  assisted  by  the  most 
successful  business  brokers  in  America.  And 
you'll  be  entitled  to  participate  in  our  national 
and  international  sales  programs  as  well. 

We  are  absolutely  certain  this  is  the  most 
lucrative  and  prestigious  career  opportunity 
available  in  America  This  really  could  be  the 
golden  opportunity  you've  been  searching  for. 

If  you're  as  serious  about  making  money  as  we 
are,  call  us  toll  free  (800)  382-8240.  Ask 
for  our  Director  of  Marketing... 
We'd  Like  to  tell  you  more. 


Corporate  Investment 
Business  Brokers.  Inc. 

X  •  the  nation 's  professionals ' ' 

1515  E   Missouri  Ave  •  Phoenix.  AZ  85014 


YOUR  BEST  EMPLOYEE  COULD  BE  DYING  0FA  MISCONCEPTION 


One  out  of  six  of  your  employees  has  high  blood  pressure.  Anyone  from  the 
mail  boy  on  up  to  the  chairman.  Some  of  them  might  even  realize  it.  But  might 
not  realize  that  high  blood  pressure  can  only  be  normalized  if  they  stay  on  daily 
medication. 

They  might  even  be  under  the  dangerous  misconception  that  hypertension 
(the  fancy  name  for  high  blood  pressure)  only  occurs  under  stress  situations.  It 
doesn't. 

For  literature  about  these  and  other  high  blood  pressure  misconceptions,  how 
to  set  up  a  company  work  session,  or  obtain  a 
speaker,  write  to  Jerry  Wilson,  The  High  Blood 
Pressure  Information  Center,  120/80  National 
Institutes  of  Health,  Bethesda,  MD  20014. 

It's  in  your  company's  interest  to  do  so.  Because 
some  of  your  best  employees  may  have  hyperten- 
sion. And  they  can't  give  you  their  best  for  long,  if 
they're  laboring  under  a  dangerous  misconception. 


NATIONAL 

HIGH  BLOOD  PRESSURE 

EDUCATION  PROGRAM 
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The  week  Newsweek  readers 
began  firing  at  Will. 


N 


„     The  week  was  January  12th, 
1976,  The  subject:  "Knute 
Roekne  for  President." 

Itwas;George  Will's  first 
column  for  Newsweek.  And  as 
he  comjittcd  the  histrionics  of 
a  pregame  speech  to  the  hyste- 
ria of  pre-election  politics,  a 
new  generai'ifcjp  (dreaders  was 
born.  Readers  wlmhaye  a  pecu- 


liar habit  of  reading  our  maga- 
zine backward.  (From  the  back 
page,  where  George's  column 
appears,  forward.) 

His  witty,  erudite  style  has 
earned  him  the  respect  and  loyal- 
ty of  a  large  (but  split)  audience: 
those  who  love  him,  as  well  as 
those  who  love  to  hate  him. 

Alternating  with  Meg 


Greenfield,  our  other  natidj 
affairs  columnist.  Will  hitMl 
wide  range  of  subjects:  fni 
future  of  American  politic  | 
the  future  of  the  Chicago  ( j 
His  column  is  the  contii 
tion  of  one  of  News  week's 
boldest  innovations  in  new 
weekly  journalism:  the  eoi 
of  signed  opinions.  Pionec 
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®  NEWSWEEK  1985 


n  Raymond  Moley's  first 
I  rspective"  column  in  1937. 
i J  continuing  through  the 
ts  with  voices  as  calm  as 
/Iter  Lippmann  and  as  impas- 
(ied  as  Stewart  Alsop. 

In  addition,  Newsweek 
ijoduced  the  first  newsweekly 

iinns  on  business,  econom- 
jand  sports,  the  first  column 


authored  by  guests  and  the  first 
signed  criticism  of  the  arts. 

Will  and  Greenfield  have 
garnered  top  honors.  Both  are 
Pulitzer  Prize  winners.  And  both 
have  been  notable  figures  in  the 
National  Magazine  Awards. 

In  fact,  Newsweek  staffers 
have  won  over  600  awards  for 
excellence  in  journalism.  More 


than  any  other  newsweekly. 
Which  brings  us  to  our 
point:  when  a  magazine  starts 
striving  for  excellence,  where 
there's  a  Will,  there's  a  way. 

Nobody  gets  you  into 
the  news  like   m.  , 

Newsweek 


Statistical  Spotlight 


With  the  Dow  up  more  than  1 75  points 
since  last  summer,  we  couldnt  resist  peek- 
ing at  our  computerpicked  test  portfolios. 


Smart  darts 
revisited 


By  Leslie  Pittel 


How  good  are  simple  comp  ! 
er  programs  at  picking  stocl 
Sometimes,  very  good.  Usu  j 
ly  they  are  just  average.  Such  are  t 
early  indications  from  five  comput ! 
generated  portfolios  published  ho 
last  July. 

This  game  goes  back  to  1967,  wh| 
we  took  a  whimsical  look  at  the  n  [ 
dom  walk  theory,  the  notion  that  | 
vestment  analysis  can't  beat  gue 
work  in  picking  stocks.  Three  Fori  1 
executives  selected  28  stocks  by  d 
throws.  But,  thanks  to  mergers  a 
liquidations,  the  list  dwindled  to 
and  we  finally  put  our  portfolio  to  r  { 
(Forbes,  July  30,  1984).  It  had  besij 
the  Dow  by  more  than  10-toT. 

We  replaced  our  original  dart  bo;  | 
with  the  Smart  Dart  Fund  of  25  stoc  L 
selected  by  a  microcomputer.  Ai| 
again  with  some  help  from  our  col 


i    r 

The  early  leader: 

The  Pure  Play  Price/Earnings  Fund 

T/J^* 

"Contrarians"  say  they  can  beat  the  market  by  buying  out-of-favor  stocks 
with  low  multiples.  This  test  portfolio  of  low-P/E  issues  is  up  27.2%  since  last 
summer,  assuming  equal  dollar  investments  in  each  stock. 

Company/business 

recent 

Latest 

12  month 

EPS 

s 

P/E 

Yield 

Book 
value 

Estimat 
EPS 
1985 

original* 

0/ 
/o 

change 

American  Century/real  estate 

10% 

8 

30% 

$0.90 

11.5 

— 

$6.63 

$2.00 

Central  Maine  Power/electric  utility 

10% 

ll'/s 

-7 

2.64 

3.9 

13.5% 

16.68 

2.42 

Chase  Manhattan/bank  holding 

55 

39% 

39 

9.01 

6.1 

6.9 

91.02 

10.62 

Chemical  New  York/bank  holding 

41 

25% 

59 

6.48 

6.3 

5.8 

45.77 

6.65 

Cincinnati  Gas  &  Elec  utility 

15  M 

11 

39 

2.45 

6.2 

14.2 

20.24 

2.47 

Commonwealth  Energy/utility 

28% 

19% 

48 

4.75 

6.1 

8.1 

23.58 

4.18 

Consumets  Power/electric  utility 

6l/4 

6Vi 

2 

1.66 

3.8 

— 

25.92 

1.46 

Contl  Illinois/bank  holding 

5'/2t 

5% 

-2 

NA 

NA 

NA 

NA 

NA 

DWG/propane  gas 

2% 

2% 

-4 

0.36 

7.3 

— 

5.51 

1.00 

El  Paso  Electric/electric  utility 

14V4 

10  Vi 

38 

2.88 

5.0 

10.1 

13.41 

2.85  j 

Finl  Corp  America/savings  and  loan 

10 

11% 

-15 

-1.09 

NM 

2.0 

NM 

2.31 

First  Am  Finl/title  insurance 

31 

25 

24 

6.34 

4.9 

2.3 

29.22 

7.00 

First  Western  Finl/savings  and  loan 

6% 

6'/4 

8 

1.23 

5.5 

3.0 

NM 

1.77 

Ford  Motor/auto 

46% 

35  !/> 

31 

16.19 

2.9 

5.4 

50.43 

14.88 

Gibraltar  Finl/savings  and  loan 

9% 

6% 

42 

2.05 

4.8 

— 

9.75 

2.21 

Golden  Western  Finl/savings  and  loan 

26  Vi 

11% 

123 

3.91 

6.8 

0.8 

NM 

4.22 

Kansas  Cty  Pwr  &  Lt/electric  utility 

21'/8 

15 

41 

4.49 

4.7 

11.2 

23.46 

4.15 

Long  Isl  Lighting/electric  utility 

8% 

5% 

53 

3.01 

2.7 

— 

19.28 

2.90 

Maine  Public  Svc/electric  utility 

16  W 

15% 

2 

5.12 

3.1 

8.7 

37.04 

4.95 

Manufacturers  Hanover/bank  holding 

40M 

25% 

59 

7.12 

5.7 

8.0 

63.62 

8.04 

Middle  South  Utils/electric  utility 

14% 

11 

31 

2.76 

5.2 

12.4 

18.19 

2.59 

Public  Svc  Ind/electric  utility 

8'/8 

8% 

-6 

2.07 

3.9 

12.3 

27.24 

1.11 

Public  Svc  New  Hamp/electric  utility 

4% 

5'/8 

-5 

3.07 

1.6 

— 

20.24 

3.32 

Toledo  Edison/electric  utility 

18V, 

15  Vi 

22 

3.70 

5.0 

13.6 

24.09 

3.56 

United  Illuminating/electric  utility 

16% 

13'/8 

29 

5.40 

3.1 

11.9 

31.48 

4.95 

*As  published  in  Forbes,  July  30,  1984.     tRecent  value  represents  1  share  of  Contl.  Hldg  and  1  right  to  new  Cont'l.  Illinois     NA:  Not  available. 
NM:  Not  meaningful. 
Sources:  Wilslrire  Associates:  Standard  &  Poor's  Stockpak-H  System:  The  Institutional  Brokers  Estimate  System  (IBES),  a  service  of  Lynch,  Jones  &  Ryan:  Forbes 
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. 


Want  to  see  the  old  mill  stream 
urn  out  clean  new  energy? 


Borg-Warner  mini-hydroelectric  turbines  turn  the  energy  in  small  rivers  and  streams 
into  pollution-free  electrical  power.  That's  today's  Borg-Warner.  Diversified  for  financial 
stability.  A  company  worth  watching. 


BergWarner 


Watch 
Borg-Warner 

^H  ^V  ©  1984  Borg-Ufamer  Corporation 

For  an  annual  report  write:  Borg-Warner,  Dept.  50,  200  South  Michigan  Avenue,  Chicago,  Illinois  60604. 


itn 


puter,  we  created  four  other  groups, 
each  based  on  a  simple  version  of  an 
accepted  stock-picking  principle.  The 
Pure  Play  Price/Earnings  Fund  con- 
sisted of  25  shares  with  the  lowest 


price/earnings  ratios.  The  Pure  Play 
Book  Value  Fund  contained  25  issues 
selling  at  steep  discounts  from  book 
value.  The  Pure  Play  Growth  Fund 
consisted  of  firms  with  high  sales  and 


earnings  growth  over  the  past  f< 
years.  And  the  Pure  Play  Analy; 
Choice  Fund  was  25  stocks  wh 
anticipated  1985  earnings  wo 
show  the  largest  gains  over  1983's 


Second  place:  Pure  Play 

Growth  Fund 

With  a  19.5%  gain,  this  portfolio 

beat  the  Dow,  up  15.6°/i 

>,  but  not  the  Wilshire  index, 

up  20.6%. 

Company/business 

recent 

Price 

Latest 
12  months 

EPS                  P/E 

Yield 

Book 
value 

Estimai 
EPS 
1985! 

original* 

0/ 

/o 

change 

Academy  Insur  Grp/insurance 

10% 

8% 

19%            $ 

-0.65 

NM 

1.9% 

$4.14 

$1.22 

Amfesco  Inds/footwear 

15% 

12% 

20 

2.33 

6.5 

- 

9.57 

NA 

Avant-Garde  Computing/software 

18 

19  Vi 

-6 

0.57 

31.6 

- 

5.12 

1.101 

Berg  Enterprises/mortgage  banking 

16% 

9 

82 

1.64 

10.0 

— 

4.93 

1.67 

BR  Communications/electronics 

12'/4 

16% 

-27 

1.19 

10.3 

- 

6.38 

1.25 

Comair/airline 

16 

10 

56 

1.03 

15.5 

— 

7.03 

2.13 

Commodore  Intl/computer  equip 

133/s 

28% 

-54 

4.77 

2.8 

— 

10.56 

3.46 

CPI  Corp/industnal  svcs 

18 

18% 

-5 

1.47 

12.2 

— 

4.60 

1.74 

Dreyfus/financial  svcs 

48% 

26% 

82 

3.53 

13.8 

2.1 

11.36 

3.94J 

Dysan/computer  equip 

14% 

10 

44 

-1.80 

NM 

- 

9.82 

0.0" 

First  Executive/insurance 

14% 

10% 

32 

1.10 

13.1 

— 

9.78 

1.42! 

General  Homes/building 

8% 

6'/2 

35 

0.72 

12.2 

— 

8.91 

0.6/ 

GTS/oilfield  svcs 

11 

7% 

40 

1.10 

10.0 

— 

2.91 

1.5C 

Gulistream  Aerospace/aerospace 

16'/2 

15% 

4 

1.67 

9.9 

33 

6.67 

1.4} 

Helen  of  Troy/cosmetics 

8% 

7 

25 

0.71 

12.3 

- 

3.58 

1.0; 

Jeffrey  Martin/cosmetics 

8 

6'/2 

23 

0.60 

13.3 

— 

1.61 

0.7( 

Key  Pharmaceuticals/ethical  drugs 

11% 

12'/2 

-7 

0.62 

18.8 

1.7 

1.67 

0.85 

Limited/retail 

371/. 

19 

96 

1.38 

27.0 

0.6 

4.10 

2.0: 

Liz  Claiborne/apparel 

30% 

19  Va 

60 

1.77 

17.4 

0.8 

4.46 

2.3) 

Phoenix  American/financial  svcs 

m 

6% 

-40 

1.00 

3.8 

- 

2.22 

0.8: 

Provincetown-Boston  Air/airline 

4% 

9 

-50 

0.48 

9.4 

— 

4.38 

0.8l> 

Quick  &  Reilly  Grp/securities  brokerage 

■       24% 

16'/2     ' 

50 

1.23 

20.1 

0.8 

6.64 

1.61  ■ 

Southern  Hospitality/restaurants 

5% 

3% 

48 

0.35 

16.4 

— 

2.22 

0.6! 

Yankee  Cos/integrated  oil 

7 '/it 

9'/8 

-18 

1.15 

6.5 

— 

3.82 

O.61 

*As  published  in  Forbes,  July  30,  1984.     tFormerly  Yankee  Oil  &  Gas.     NA:  Not  available.     NM:  Not  meaningful 
Sources  Wilshire  Associates:  Standard  &  Poor's  Stockpak  II  System.  Hie  Institutional  Brokers  Estimate  System  (IBESI 

a  seriice  of  Lynch,  Jones  &  Ry 

an:  Forbi  \ 

, 

The  Smart  Dart  Fund 

1,  up 

18.1% 

These  25  shares,  picked  randomly  by  computer,  beat  the  Dow  and  the  analysts.  But 

they  couldn't  top  the  Wilsh 

Company/business 

Price 

Latest 

12  months 

EPS                  P/E 

Yield 

Book 
value 

recent 

original" 

/o 

change 

EP 

198 

American  Sterilizer/health  care  equip 

22 '/it 

16  W 

38% 

$1.51 

14.9 

— 

$14.18 

$1.5  J 

Ampad/paper  products 

19% 

14  Vi 

36 

1.23 

16.1 

2.0% 

6.90 

1.5 

ArgoSystems/electronics 

21% 

17 

28 

0.95 

22.9 

— 

4.90 

l.C 

Bellwether  Explor/oil  and  gas  expl,  dev 

2% 

3% 

-27 

0.22 

10.8 

— 

1.97 

0.5 

Big  Bear/grocery  stores,  retail 

12% 

9Vi 

34 

1.63 

7.8 

- 

8.16 

1.8 

Burndy  /electronics 

im 

15 

-17 

1.07 

16.6 

4.7 

10.86 

1.: 

Dreyer's  Gr  Ice  Crm/ice  cream 

19 

18'/. 

4 

0.91 

20.9 

- 

4.12 

1.! 

AG  Edwards/securities  brokerage 

33% 

22  Va 

52 

1.49 

22.7 

2.4 

13.61 

2.1 

Forest  Labs/drugs 

20 

15 

33 

0.57 

35.1 

— 

5.54 

1, 

Home  Centers  of  Am/home  products 

lit 

9% 

14 

NM 

NM 

NM 

NM 

Nl 

Infodata  Systems/computer  software 

3% 

7'/2 

-55 

-1.35 

NM 

- 

2.54 

0.( 
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In  a  major  independent 
ur  vey  one  computer  company 
Misistently  had  the  fastest 

rvice  response  time. 


^ 


f  user  satisfaction  with  customer  service- 
al  Data  Corporation,  July  1984 


©  1985  Burroughs Corp)r;;ii» hi 


The  Smart  Dart  Fund,  up 

18.1% 

— 

Company/business 

recent 

p  • 

Latest 

12  months 

EPS                  P/E 

Yield 

Book 
value 

Estimai 

EPS 
1985 

original* 

0/ 
/o 

change 

Intl  Banknote/printing 

3'/4 

4% 

-26% 

$-1.43 

NM 

— 

$0.89 

$  0.36  , 

Iomega/computer  equipment 

11% 

5V& 

129 

9.00 

NM 

— 

1.40 

0.94 

Perm  Central/multicompany 

53'/: 

46 

16 

4.45 

12.0 

— 

39.63 

3.88  | 

Rainier  Bancorp/bank  holding 

24% 

18 

36 

3.13 

7.9 

4.0% 

21.99 

3.49 

Richardson-Vicks/cosmetics 

29 

26% 

10 

3.15 

9.2 

5.1 

11.96 

3.08 

Sandwich  Chef/fast  food 

8% 

7Vi 

17 

0.61 

14.3 

— 

5.87 

0.78 

SIS  Corp/fast  food 

5 

6% 

-22 

NA 

NA 

— 

NA 

0.35 

Steiger  Tractor/agricultural  equip 

7 1/8 

8 

-11 

0.03 

NM 

— 

10.24 

0.39  | 

Texas  Am  Bancshares/bank  holding 

37 Va 

37  Vi 

-1 

4.06 

9.2 

4.1 

33.84 

4.72. 

Time/publishing 

50  Vi 

40  Vi 

25 

3.37 

15.0 

1.6 

12.50 

3.71 

Toro/appliances 

W/i 

11'/. 

47 

1.48 

11.1 

1.2 

8.93 

1.46  , 

Ultrasystems/engineering,  construct 

8'/4 

!8'/2 

-55 

0.93 

8.9 

0.7 

5.09 

1 .26  j  j 

Victoria  Bankshares/bank  holding 

23  Vi 

21 

12 

1.80 

13.1 

4.3 

21.00 

2.0C 

Winnebago/recreational  vehicles 

20'/2 

10'/. 

100 

1.16 

17.7 

0.5 

4.84 

1.55 

*As  published  in  Forbes,  July  30,  1984     tWent  private      ^Acquired  by 
Sources:  Wi/shire  Associates.  Standard  &  Poor's  Stockpak-Il  System.  Thi 

K  man.     N'A:  Not  available.     NM:  Not  meaningful 

Institutional  Brokers  Estimate  System  (IBESl.  a  service  of  Lynch,  Jones  &  R\ 

11)1.  FOKBE  i 

The  Pure  Play  Analysts' 

Choice  Fund 

The  analysts' 

portfolio, 

up  17.5%, 

trailed  the  Wilshire  and  three  of  our  other  portfolios. 

Company/business 

recent 

p  • 

Latest 

12  months 

EPS                P/E 

Yield 

Book 
value 

1985  EPS 
estimate 
current          fuly ' 

original* 

% 

change 

Alcan  Aluminium  Ltd/aluminum 

30% 

27  Vl 

12% 

$2.21 

14.0 

3.9% 

$28.88 

$3.38 

$6.4 

Allen  Group/auto  parts 

19% 

18 

6 

1.59 

12.4 

3.0 

12.36 

2.65 

3.2 

Aluminum  Co  of  Am/aluminum 

39'/s 

32% 

19 

3.13 

12.5 

3.1 

41.36 

4.77 

7.1 

Arrow  Electronics/electronics 

16% 

21% 

-22 

2.11 

8.0 

1.2 

11  62 

2.38 

3.7 

Black  &  Decker/tools 

26  Va 

22% 

17 

1.96 

13.4 

2.4 

11.76 

2.36 

2.7 

Chesapeake/paper  products 

38% 

32 

21 

3.35 

11.5 

3.2 

29.59 

3.93 

4.8 

Chrysler/auto 

34 '/it 

25 '/4 

35 

7.31 

4.7 

2.9 

14.31 

12.08 

11.0 

Clark  Equip/industrial  equip 

30% 

28 

10 

1.73 

17.8 

3.6 

32.49 

2.89 

4.7 

Data  General/computer  equipmen 

56% 

48  Vi 

17 

3.55 

16.0 

— 

24.32 

4.15 

3.8 

Esterline/precision  inst 

22% 

27% 

-18 

2.14 

10.6 

3.2 

10.42 

2.55 

3.1 

Federal  Paper  Board/paper  product! 

22% 

18 'A 

25 

2.93 

7.8 

3.1 

14.41 

3.55 

3.4 

Foxboro/electrical  equip 

28 

29'/> 

-5 

0.49 

57.1 

3.7 

23.65 

2.10 

3..: 

Georgia-Pacific/paper,  forest  prods 

27'/s 

18% 

46 

2.24 

12.1 

2.9 

19.48 

3.04 

Arr 

BF  Goodrich/tire  and  rubber 

29% 

28  '/> 

5 

3.06 

9.8 

5.2 

45.45 

3.74 

6.C 

Joy  Mfg/construct  machinery 

27 

23  Va 

16 

1.80 

15.0 

5.2 

24.06 

2.25 

2.< 
l.t 

Koppers/diversified  chemical 

19% 

19% 

2 

1.28 

15.4 

4.1 

19.39 

2.18 

Lotus  Development/software 

29% 

18% 

59 

1.97 

15.1 

—    > 

5.31 

2.76 

3..: 

Marshall  Inds/electronics 

24 

23% 

1 

3.08 

7.8 

— 

12.92 

NA 

3.! 

Mead/paper  &.  forest  prods 

39 

31 

26 

4.17 

9.4 

3.1 

31.06 

5.46 

5..' 

Moore  McCormack  Res/cement 

23% 

21  Vi 

11 

1.91 

12.5 

4.4 

39.42 

2.91 

4.< 

Paccar/trucks 

50  Vi 

41  Va 

22 

6.91 

7.3 

4.4 

36.88 

7.09 

7.' 

Signal  Cos/industrial  machinery 

34 

26% 

28 

2.39 

14.2 

2.9 

23.00 

3.19 

3/ 

Singer/precision  inst 

37% 

28% 

32 

2.57 

14.7 

0.3 

15.49 

4.18 

4.. 

St  Regis/paper  &  forest  prods 

55  %t 

37 

50 

NA 

NA 

— 

NA 

5.25 

5.. 

United  Energy  Res/natural  gas 

29W 

24 

22 

2.32 

12.6 

8.5 

32.85 

3.67 

3.' 

*As  published  in  Forbes,  July  30.  1984.     tAcquired  by  Champion  International.     NA:  Not  available 
Sources  Wilsljire  Associates,  standard  &  Poor's  Stockpak-Il  System.  The  Institutional  Brokers  Estimate  System  IIBES),  a  service  of  Lynch,  Jones  &  Ryan 
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The  low-P/E  list  is  off  to  an  early 
ad,  with  a  gain  of  27.2%,  vs.  20.6% 
ir  the  Wilshire  index  (both  figures 
cclude  dividends).  It  did  well  mostly 
:cause  of  the  bank  and  utility  stocks 
i  it,  groups  that  have  recently  recov- 
ed  sharply  from  their  depressed  lev- 
s.  The  best  stock  on  this  list  was 
olden  West  Financial,  up  123%. 
In  sharp  contrast,  the  Pure  Play 
3ok  Value  Fund  slipped  3.7%  and 


recorded  the  worst  performance  dur- 
ing the  initial  stretch.  This  portfolio 
shows  that  book  value  is  not  the  same 
as  value.  Look  at  Crompton  Co.  The 
books  told  only  part  of  the  story. 
Crompton,  one  of  the  oldest  textile 
firms  in  the  U.S.,  has  seen  its  operat- 
ing income  decline  over  the  past  few 
years.  Its  bloated  book  value  came 
from  textile  production  machinery 
with  limited  resale  value.  Crompton 


filed  for  bankruptcy  last  October  and 
is  being  liquidated. 

During  the  same  month,  Transcon- 
tinental Energy  also  filed  for  bank- 
ruptcy under  Chapter  1 1 .  Continental 
Illinois  survived  a  painful  restructur- 
ing. The  future  value  of  the  bank  is 
much  in  doubt,  but  some  sharehold- 
ers see  another  Chrysler  and  have  bid 
the  stock  up. 

Our  1967  dart  board  portfolio  had 


Last 

place:  The  Pure  Play  Book  Value  Fund 

Now  we  know  why  Ben  Graham  said 

to  look  for 

more  than 

just  book  value.  This 

portfolio  declined  3.7% 

p  . 

Latest 

12  months 

EPS                  P/E 

Yield 

Estimated 
Book                EPS 
value               1985 

Company/business 

recent 

original* 

% 

change 

Allied  Supermarkets/supermarkets 

2% 

2% 

10% 

$0.00 

NM 

— 

$7.23              $0.10 

Barber-Greene/construct  machinery 

5 

5 

0 

-11.14 

NM 

— 

2.06              -3.05 

Biotech  Capital/venture  capital 

2% 

2'/4 

17 

NA 

NA 

— 

3.68                 NA 

Charter  Co/integrated  oil 

3% 

2'/8 

59 

-39.88 

NM 

— 

25.16                3.50 

Consumers  Power/electric  utility 

6'/4 

6'/8 

2 

1.66 

3.8 

— 

25.92                1.46 

Contl  Illinois/bank  holding 

SVif 

55/8 

-2 

NA 

NA 

NA 

NA                 NA 

Crocker  National/bank  holding 

25  Vi 

16% 

51 

-15.93 

NM 

1.6% 

52.80                2.48 

Crompton/textiles 

4'/2t 

9'/d 

-51 

NA 

NA 

— 

NM                 NA 

Digicon/oilfield  svcs 

25/8 

4V4 

-45 

-12.32 

NM 

— 

11.17              -2.42 

Evans  Products/building  materials 

4!/2 

5% 

-16 

-6.96 

NM 

— 

9.63              -1.50 

General  Pub  Utils/electric  utility 

12% 

8'/2 

50 

1.53 

8.3 

— 

24.23                1.97 

Inspiration  Res/metals  and  mining 

5'/4 

8% 

-37 

-2.25 

NM 

— 

15.59                0.45 

a  small  unmanned  trolley  goes  into  a  dark 
warehouse.  it  unloads  at  one  shelf.  it  then  gets 
an  order  to  pick  up  a  box  at  another  station.  it 
stops  on  its  way  to  let  other  trolleys  pass.  it 
finds  the  station,  picks  up  the  box,  tells  the 
computer  to  register  the  new  stock  situation, 
it  goes  out  into  the  daylight.  it  delivers  the 
box. to  a  truck  at  a  loading  bay.  when  it  passes 
the  doorway  it  charges  its  electrical  batteries 
through  a  cable. 

After  the  job  is  done,  it  stops  and  waits  for  a  new 
order.  it  goes  24  hours  a  day.  it  never  forgets 
to  register  what  it  is  doing.  it  is  a  carrier 
from  volvo  automated  systems,  a  company  in 

THE  VOLVO  GROUP.  volvo 
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What  business 

do  we  have 
helping  you  avoid 
overfunding  your 
pension  plans? 


As  one  of  the  nation's  leading  benefit  consultants, 
the  answer  is:  plenty. 

For  example,  over  80  percent  of  the  Fortune  500 
companies  that  have  analyzed  their  pension  plans  with  our 
Johnson  &  Higgins  liability  planning/asset  allocation  system 
have  reached  the  same  conclusion:  they  are  overfunding  their 
plans,  in  some  cases  by  very  large  amounts. 

The  exclusive  J&H  system,  developed  by  Dr.  Howard 
Winklevoss,  employs  unique  computer  forecast  and  projection 
techniques  that  help  CFOs  evaluate  alternative  actuarial 
assumptions  and  funding  methods  simultaneously. 

This  lets  CFOs  get  a  better  fix  on  pension  plan  costs 
so  that  they  can  fine-tune  funding  policy  with  confidence. 
Many  have  concluded  that  they  can  prudently  reduce  current 
contributions  and  continue  to  meet  corporate  objectives. 

Benefitting  the  bottom  line;  that's  what  J&H 
consulting  is  all  about. 

Johnson  Higgins 

Consulting  on  a  lot  more  than  insurance. 

HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING;  RISK  AND  INSURANCE  MANAGEMENT  SERVICES  THROUGHOUT  THE  WORLD 


Last  place: 

The  Pure  Play  Book  Value  Fund 

Latest 

12  montl 

EPS 

IS 

P/E 

Yield 

Book 
value 

Estimated 
EPS 
1985 

Company  /business 

recent 

original* 

% 
change 

Keystone  Consol  Inds/steel 

3 

4'/4 

-29% 

$-3.62 

NM 

— 

$18.45 

NA 

Long  Isl  Lighting/electric  utility 

m 

5% 

S3 

3.01 

2.7 

— 

19  28 

$2.90 

Manufacturers  Hanover/bank  holding 

40 '/» 

25Vs 

59 

7.12 

5.7 

8.0% 

63  62 

8.04 

Manville/building  materials 

8'/2 

8'/4 

3 

1.47 

5.8 

— 

34  62 

1.13 

Marine  Midland  Banks/bank  holding 

33% 

20 1/8 

66 

4.17 

8.0 

4.8 

52.88 

5.48 

Offshore  Logistics/oilfield  svcs 

27/8 

5'/4 

-45 

-16.22 

NM 

— 

7.99 

-4.47 

Peoples  Restaurants/restaurants 

% 

l'A 

-70 

-3.59 

NM 

— 

2.14 

NA 

Petto-Lewis/oil,  gas  explor,  prod,  dev 

4 

4>/4 

-6 

-2.98 

NM 

— 

4.61 

-1.75 

Public  Svc  Ind/electric  utility 

8'/8 

85/8 

-6 

2.07 

3.9 

12.3 

27.24 

1.11 

Republic  Steel/steel 

22    ** 

22  Vi 

-2 

NM 

NM 

NM 

NM 

NM 

Transcontl  Energy/oilfield  svcs,  energy 

'/32f 

% 

-89 

NA 

NA 

— 

NM 

NA 

Twin  City  Barge/maritime 

l'A 

1% 

-29 

-6.58 

NM 

— 

0.50 

-2.30 

Wheeling-Pitt  Steel/steel 

14'/8 

21% 

-35 

-4.62 

NM 

— 

61.35 

5.00 

'As  published  in  Forbes,  July  30,  1984.     tRecent  value  represents  1  share  of  Cont'l.  Hldg.  and  1  right  to  new  Cont'l. 
NA:  Not  available.     NM:  Not  meaningful. 
Sources:  Wils/jire  Associates.  Standard  &  Poor's  Stockpak-II  System,  Tlx  Institutional  Brokers  Estimate  System  (IBES), 

Illinois.     ^Chapter  11     "Acquired  by  LTV. 
a  service  of  Lynch,  Jones  &  Ryan:  Forbes 

me  extremely  lucky  pick,  Texas  Oil 
k  Gas,  which  jumped  more  than 
',000%.  Lightning  has  yet  to  strike 
:wice.  But  Iomega,  on  our  random  list 
)f  1984,  is  up  129%  in  seven  months, 
rhe  random  portfolio,  with  an  18.1% 
;ain,  seems  to  be  mirroring  the  over- 
ill  market.  But  give  the  computer 
'.redit  for  having  picked  two  buyouts. 
American  Sterilizer  went  private  this 


February,  a  38%  gain  on  our  imagi- 
nary investment.  And  K  mart  bought 
out  Home  Centers  of  America  for  $1 1 
a  share  last  September. 

The  Pure  Play  Analysts'  Choice 
Fund,  up  17.5%,  performed  slightly 
under  the  random  group.  The  experts' 
predictions  of  handsome  earnings 
gains,  it  seems,  were  already  incorpo- 
rated into  most  share  prices.  But  the 


security  analysts  also  hit  on  one  ac- 
quisition, St.  Regis,  which  was  taken 
over  by  Champion  International. 

The  Pure  Play  Growth  Fund  was 
the  second-best  group,  with  a  19.5% 
gain.  The  best  issue:  The  Limited,  up 
96%.  Dysan  went  from  growth  to 
deficits  but  still  gained  44%,  thanks 
to  a  pending  merger  with  Xidex. 

Stay  tuned  for  further  results.  ■ 


Volvo  penta  is  the  most  international'  of 
all  volvo  companies,  marketing  marine  and 
industrial  engines  and  providing  aftersales 
support  in  130  markets. 

Twenty-five  years  ago  volvo  penta  revolu- 
tionized THE  MARINE  POWER  INDUSTRY  WITH 
THE  INTRODUCTION  OF  THE  AQUAMATIC  IN- 
BOARD/OUTBOARD DRIVE.  THE  AQUAMATIC  DRIVE 
CAN  NOW  BE  EQUIPPED  WITH  ANOTHER  EXCITING 
INNOVATION,  THE  DUOPROP,'  WHICH  IMPROVES 
BOAT  PERFORMANCE  AND  HANDLING,  SAVES 
FUEL  AND  ENSURES  THAT  VOLVO  PENTA  WILL 
STAY  COMPETITIVE  IN  THIS  BUOYANT  MARKET. 


VOLVO 
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NYSE  Index  Options. 

Whether  the  market  moves  up  or 
down,  there  are  opportunities  to 
profit  if  you  are  a  sophisticated 
investor  who  can  correctly  anticipate 
the  trend. 

These  opportunities  come  in  the 
form  of  NYSE  Index  Options,  which 
are  based  on  all  the  more  than  1500 
common  stocks  listed  on  the  New 
York  Stock  Exchange. 

You  can  use  NYSE  Index  Options 
to  establish  a  position  or  to  protect 


an  existing  one.  But  you  will  be 
taking  a  position  in  the  whole 
market,  rather  than  in  a  single  stock. 

The  market  for  NYSE  Index 
Options  is  extremely  liquid,  so  you 
can  change  your  position  easily. 
Another  advantage:  as  an  index 
option  buyer,  you  know  the  exact 
amount  you  are  risking— the  amount 
you  pay  for  the  option  premium 
plus  transaction  costs.  Selling 
options  is  considerably  riskier, 
because  it  is  difficult  to  achieve 


a  perfect  hedge. 

Of  course,  no  option  is 
appropriate  for  every  investor.  Your 
broker  can  help  you  decide  if  the 
uses  and  risks  of  NYSE  Index 
Options  are  right  for  you.  Be  sure  to 
read  the  disclosure  documents  on 
both  options  and  index  options 
which  can  be  obtained  from  your 
broker  or  from  the  New  York  Stock 
Exchange.  1 1  Wall  Street,  New  York, 
NY.  10005. 1-800-692-6973.  In  New 
York,  212-623-8533. 


New  York 
Stock  Exchange 


Capital  Markets 


MONEY  &  INVESTMENTS 


Some  investors  in  zero-coupon  bonds 
have  forgotten  a  simple  truth:  When  some- 
thing is  in  demand,  the  price  goes  up. 

A  HARD  LOOK 
AT  ZEROS 


By  Ben  Weberman 


Investing  in  zero-coupon  Treasury 
issues — whether  the  brokers' 
CATS,  TRs  and  TIGRs  or  the  Trea- 
sury's new  STRIPS — is  not  nearly  as 
simple  as  most  people  originally 
thought. 

As  many  investors  know  by  now, 
zero-coupon  securities  are  produced 
by  stripping  the  interest  coupons 
from  Treasury  bonds  and  selling 
them  separately  from  the  principal, 
or  corpus,  at  discounted  prices.  The 
price  is  calculated  to  result  in  full 
face  value  at  maturity,  assuming 
the  interest  were  compounded 
semiannually.  You  don't  actually 
receive  any  interest  until  maturity; 
then  you  get  it  all. 

The  advantage  is  stability.  You're 
not  faced  with  reinvesting  cash  in- 
terest payments  every  six  months  at 
possibly  lower  rates.  Zeros  are  espe- 
cially useful  in  IRAs  or  other  tax- 
advantaged  vehicles.  Otherwise,  the 
"accreted"  interest  is  taxed  even 
though  not  received. 

The  idea  has  proven  spectacularly 
popular — and  that  very  popularity 
means  it's  time  to  take  a  hard  look 
at  zeros.  Those  who  sell  them  are 
naturally  charging  what  the  traffic 
will  bear.  And  when  anything  is  as 
popular  as  zeros  have  been,  that 
may  be  quite  a  lot. 

Take  the  Treasury's  new  "wire- 
able"   STRIPS— so    called   because 

Ren  Weberman  is  economics  editor  of 
Forbes  magazine. 


purchases  can  be  handled  on  the 
Fed's  wire  transfer  system  (Forbes, 
Feb.  11).  They  yield  close  to  or  more 
than  full-coupon  Treasury  issues  in 
maturities  up  to  about  20  years.  But 
after  that,  the  straight  Treasurys 
pull  ahead.  The  same  relationship 
holds  true  for  full-coupon  Treasurys 
versus  the  brokers'  proprietary 
CATS,  TIGRs  and  generic  Treasury 
Receipts  (TRs). 

Say  you  were  to  invest  in  a  zero 
security  for  one  year,  from  Feb.  15, 
1985  to  Feb.  15,  1986.  Short-term 
zeros  are  the  least  popular,  because 
most  zero  investors  are  planning 
long  range.  That  means  the  pricing 
on  the  shorter  zeros  must  be  more 
attractive.  On  full-coupon  Treasury 
lCF/ss  of  Feb.  15,  1986,  for  example, 
you  would  get  around  9.20%.  One- 
year  wireable  Treasury  STRIPS  re- 
turn 9.10%.  But  Merrill  Lynch's 
one-year  TIGRs  pay  9.25%,  Salo- 
mon's CATS  9.30%,  and  First  Bos- 
ton's TRs  9.40%. 

At  five  years,  the  cash  market 
yield  is  10.85%.  But  both  five-year 
CATS  and  Feb.  15,  1990  Treasury 
STRIPS  pay  11.20%,  and  TRs  about 
11.35%.  That's  right— at  the  five- 
year  maturity,  you  can  get  up  to  half 
a  percentage  point  more  with  zeros. 

But  at  20  years,  things  start  to 
change.  Merrill's  TIGRs  and  Salo- 
mon's CATS  fall  behind.  The  full- 
coupon  Treasury  bond  pays  11.4% 
in  the  cash  market.  Treasury 
STRIPS  also  return  11.4%.  TRs  are 
still  ahead  at  1 1 .50% .  But  CATS  are 
priced  to  yield  only  11.35%  and 
TIGRs  1 1.25%.  Talk  about  charging 
what  the  traffic  will  hear! 

Go  to  longer  maturities  and  the 
zeros  look  even  less  attractive.  The 
full-coupon  13  lA  Treasury  due  May 
15,  2014,  callable  in  2009,  trades  at 
115  in  the  cash  market,  to  yield 
1 1 .30% .  That  bond  is  not  yet  on  the 
Treasury's  wire  transfer  system,  so 


it  can't  be  stripped  by  the  govern- 
ment. If  you  buy  the  TRs  version 
stripped  by  First  Boston,  the  yield  is 
11.30%.  In  other  words,  TRs  are 
even  with  the  cash  market  but  no 
longer  ahead.  And  CATS  and  TIGRs 
fall  even  further  behind,  at  1 1 .20% 
and  10.95%  respectively. 

At  these  longest  maturities,  Trea- 
sury STRIPS  are  the  only  zero-cou- 
pon securities  that  have  an  assured 
maturity  of  up  to  30  years.  Starting 
in  February,  the  Treasury  for  the 
first  time  issued  a  30-year  bond  ful- 
ly guaranteed  against  early  call.  In 
these  noncallable  30-year  maturi- 
ties, the  yield  advantage  of  full-cou- 
pon Treasurys  over  zeros  is  widest 
of  all.  The  full-coupon  bond  yields 
11.20%  in  the  cash  market,  while 
the  noncallable  30-year  Treasury 
STRIPS  return  only  10.45%. 

In  short,  except  for  the  problem  of 
reinvestment  of  cash  interest 
(which  is  only  a  problem  if  interest 
rates  fall,  of  course,  not  if  they  rise), 
straight  Treasurys  are  a  better  way 
to  go  than  zeros  in  the  longer  matu- 
rities where  zeros  have  been  most 
popular.  You  can  earn  up  to  0.75% 
more  in  annual  return  on  the  full- 
coupon  security  than  on  the 
stripped  issue. 

On  top  of  this,  some  firms  now 
charge  a  commission  of  about  1.5% 
of  the  maturity  value  of  zeros  at 
time  of  purchase.  Sounds  low.  But 
figure  it  out:  Say  a  $1,000,  10.95% 
zero  due  in  25  years  costs  $77.50.  A 
commission  of  $15  is  added  on  top 
of  that.  That  means  that  more  than 
16%  of  the  investor's  cash  outlay  is 
going  toward  commission. 

This  kind  of  front-loading  cannot 
be  done  with  full-coupon  bonds. 
Dealers  sell  a  $1,000  bond  for 
$1,000  or  close  to  that,  less  a  reason- 
able commission  of  2>/2%  to  4%. 

One  strategy  for  zeros  is  to  make 
a  "stream"  of  investments.  Say  cash 
is  to  be  required  in  15  years.  Invest 
one-third  in  5-year  zeros,  one-third 
for  10  years  and  one-third  for  15 
years.  That  spreads  the  reinvest- 
ment out  through  the  shorter  matu- 
rities where  zeros  yield  more  than 
full-coupon  bonds,  while  at  the 
same  time  providing  a  means  of 
hedging  against  different  economic 
climates. 

When  a  product  gets  popular,  the 
price  is  going  to  go  up  sooner  or 
later.  That's  what's  happening  with 
zeros.  Investors  beware.  ■ 
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The  Big  Portfolios 


With  the  stock  indexes  racing  to  catch  up 
with  each  other,  money  runners  are  spot- 
ting some  super  stocks. 

SMART  OR  DUMB? 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


No  doubt  about  it.  Market  action  in 
January  and  February  was  hot  stuff. 
Most  indexes  moved  up  sharply,  es- 
pecially the  NASDAQ,  Amex  and 
Value  Line  Composites.  Some  of 
the  torrid  action  in  the  secondary 
market  was  just  catch-up  ball: 
Small  cap  stocks  did  worse  last  year 
than  the  big  names  on  the  Dow 
Jones  industrials.  But  the  Dow 
Jones  industrial  average,  after  lag- 
ging a  bit,  hit  some  new  highs. 

This  leaves  money  runners  with 
two  ways  to  go.  They  can  either 
place  their  bets  in  the  secondary 
market,  hoping  that  the  sizzle  will 
go  beyond  mere  catching  up.  Or  they 
can  place  their  money  on  the  stocks 
in  the  DJIA,  hoping  the  big  caps  will 
regain  a  leadership  position. 

Which  way  will  they  go?  That 
depends.  Most  money  movers  won't 
exactly  bad-mouth  DJIA  stocks,  but 
there  doesn't  seem  to  be  much  en- 
thusiasm, either.  Sure,  a  lot  of  them 
are  up  for  IBM,  but  they  complain 
that  the  index  is  loaded  with  no-nos 
(Union  Carbide)  and  ho-hums  (Gen- 
eral Foods  and  Procter  &  Gamble). 

Nonetheless,  there  are  a  few  man- 
agers who  are  up  for  the  big  names. 
They  grant  that  last  year  was  a 
bomb:  Only  12  DJIA  stocks  were  up, 
and  those  a  slight  7.8%.  But  some 
money  runners  expect  the  DJIA  to 
be  a  real  fire-eater  in  1985,  with 

Si4san  Lee  is  a  senior  editor  of  Forbes 
magazine. 


selected  stocks  setting  a  front-run- 
ner pace. 

Michael  Tierney  of  Wachovia 
Bank,  for  example,  likes  a  bunch  of 
commodity  companies  and  basic 
producers.  These  companies  were 
decked  by  both  the  economic  slow- 
down in  the  U.S.  late  last  year  and  a 
weak  world  economy.  But  now, 
says  Tierney,  that's  all  about  to 
change.  Inflation  in  commodity 
prices  will  quicken,  and  the  world 
economy  will  move  ahead. 

A  few  money  runners  have  their 
eye  on  Alcoa  as  a  comer  because 
aluminum  prices  should  firm  up. 
Tierney  also  mentions  Inco,  the  big 
nickel  producer,  along  with  Bethle- 
hem and  U.S.  Steel;  he  figures  that, 
with  demand  heating  up  and  tighter 
supplies,  prices  will  get  a  boost.  Dit- 
to for  Goodyear  Tire,  which  should 
have  a  better  year,  especially  with  a 
worldwide  recovery  and  most  espe- 
cially with  a  drop  in  the  dollar. 

There  is,  however,  one  stock  in 
the  DJIA  that  nobody  seems  to 
like — Union  Carbide.  The  reason- 
ing is  that  chemicals  look  bad  any- 
way, so  why  buy  stock  in  a  chemi- 
cal company  that  has  additional 
problems?  (One  money  runner  tells 
me  he  bought  some  UC  bonds  after 
the  Bhopal  accident  whammied  the 
price  by  about  8  points.  The  bonds 
are  yielding  14.2%  and,  he  says, 
UC's  $5  billion  net  worth  consti- 
tutes a  fat  cushion  against  risk.) 

Meanwhile,  the  smug  small  stock 
pickers  are  counting  on  NASDAQ 
and  Value  Line  stocks  to  keep  them 
looking  smart.  These  money  mov- 
ers are  busy  slurping  up  a  whole 
range  of  small  caps — from  high  tech 
to  transportation.  There  isn't  a  lot 
of  agreement  across  the  board,  ex- 
cept for  one  area — regional  banks. 

As  a  group,  regionals  did  very  well 
last  year.  Their  expenses  were  un- 
der control,  loan  demand  was  strong 


and  interest  rates  were  falling.  As 
for  this  year,  money  runners  think 
the  outlook  is  still  good,  even  if 
rates  stabilize  or  go  back  up  slightly. 
Just  as  important,  money  movers 
find  many  regionals  are  cheap. 

One  name  I  keep  hearing  is  Bar- 
nett  Banks  of  Florida.  And  why  not? 
Florida's  economy  looks  like  gang- 
busters,  so  loan  demand  should 
keep  steaming,  and  Barnett,  the 
state's  largest  bank  holding  com- 
pany, should  keep  raking  it  in.  Rich- 
ard Tashjian  of  Sovran  Bank  says 
that  Barnett  has  a  premium  record 
of  earnings  growth.  It  is  also  selling 
at  only  8  times  earnings. 

Lawrence  Trotti  of  the  Trust  Co. 
Bank  in  Atlanta  is  hot  for  Tashjian's 
employer,  Sovran  Bank.  It's  the  larg- 
est bank  in  Virginia  and  part  of  Sov- 
ran Financial,  a  holding  company. 

On  the  other  hand,  Miles  Seifert 
of  Gray,  Seifert  &  Co.  is  staying, 
away  from  bigger  regionals,  such  as 
Barnett  and  Sovran.  Seifert  favors 
banks  that  stick  to  their  knitting- 
"the  ones  that  are  not  about  to  go 
out  and  buy  other  banks  outsidel 
their  operating  area."  Seifert's  other  I 
no-nos  are  regionals  with  foreign,! 
energy  and  farm  loans.  He  keeps  hisl 
portfolio  to  little  banks  selling  ati| 
around  7  times  earnings. 

Seifert,  for  example,  is  one  of  the  J 
largest  holders  of  First  Hawaiian,! 
the  oldest  financial  institution  iri 
the  islands.  He  is  also  up  for  AmosJ 
keag  in  New  Hampshire,  Marshal]] 
&  Ilsley  in  Milwaukee  and  Subur| 
ban  Bancorp  of  Maryland. 

(Caveat:  One  money  runner  says 
he's  turning  bearish  on  regionals 
He  argues  that  there  is  a  surplus  o  | 
lendable  money  now  that  energ 
real  estate — except  for  New  Yorl 
City — and   farm    lending   are    outl 
That  leaves  consumer  lending,  andl 
with  those  rates  coming  down,  th| 
rules  of  the  game  have  changed.) 

Whether  their  taste  runs  to  big  ol 
small  stocks,  most  money  managl 
ers  see  some  good  months  out  there  I 
After  the  secondary  markets  catcT 
up,  most  expect  that  the  Dow  Jonej 
and  the  other  indexes  will  move  u  [ 
in  sync.  For  the  small-stock  marke  | 
the  return  of  individual  investor;  i 
who  favor  small  caps,  is  crucial.  Fc 
the  bigger  cap  market,  the  big  inst 
tutions     and     index-fund     buyin 
should  buoy  prices.  And  only  hincl 
sight  will  tell  who  was  smart  an| 
who  was,  well,  dumb.  ■ 
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"Of  course  Vm  sure,  I  read  it 
in  Business  Week  International." 

Marisa  Bellisario 

Chief  Executive 

Italtel  Societa 

Italiana  Telecomunicazioni 

Marisa  Bellisario  is  the  chief  execu- 
tive of  Italy's  largest  telecommunica- 
tions manufacturing  company.  And  no 
one  knows  better  than  she  that  no  matter 
what  a  company's  national  origin,  it  has 
to  be  international  in  outlook  to  prosper. 

In  just  the  last  three  years,  she  has 
explored  partnerships  with  companies 
in  the  U.  S.,  Japan  and  France  as  well 
as  her  native  Italy. 

That's  why  she  and  thousands  of  other 
top  executives  worldwide  use  Business 
Week  International  as  a  source  of  accu- 
rate information,  expert  interpretation 
and  unique  insight  on  the  fast-changing 
world  of  international  business. 

And  why  both  our  readers  and  our 
advertisers  agree  that  one  authoritative 
voice  stands  out  clearly  above  the  din 
of  worldwide  business  news. 

Business  Week  International. 

■^INTERNATIONAL!  A  M  ■ 

BusinessWeek.-;, 

THE  VOICE  OF  AUTHORITY 
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By  Ann  C.  Brown 


Stock  Trends 


Demographic  research  and  creative  ex- 
trapolation suggest  that  what  we  may  be 
seeing  is  a  doubling  of  the  Dow  by  1990. 

UP  AND  COMERS 
MARKET 


The  savings  rate  could  continue 
to  rise  over  the  next  couple  of  de- 
cades at  least  because,  so  far,  the 
baby  boomers  have  shown  no  par- 
ticular interest  in  the  mini-man- 
sions, jewelry  and  other  material 
stores  of  wealth  that  so  captivated 
their  parents,  and  captured  their  el- 
ders' excess  cash  when  they  entered 
middle  age.  That  generation  felt  free 
to  spend  freely — secure  in  the  belief 
that  the  government  would  take 
care  of  them  in  their  old  age.  No 
such  feeling  among  today's  young 
adults.  Not  when  scarcely  a  day 
passes  without  words  from  Wash- 
ington questioning  the  future  sol- 
vency of  the  Social  Security  system. 

Today,  individuals  are  being 
urged  to  take  a  more  active  role  in 
their  own  financial  futures.  Retire- 
ment programs,  such  as  IRAs, 
Keogh  plans,  contributory  pension 
and  profit-sharing  trusts  and  stock 
purchase  plans,  all  require  personal 
involvement.  The  moves  to  lower 
the  capital  gains  taxes  have  helped 
to  make  investing  attractive.  Last 
year's  decision  to  shorten  the  hold- 
ing period  for  determining  long- 
term  gains  didn't  hurt,  either. 

As  a  group,  these  young  adults  are 
better-educated  than  their  moms 
and  dads,  and  are  more  capable  of 
understanding  the  stock  market — 
as  much  as  anyone  understands  it — 
particularly  the  more  complicated 
trading  vehicles  and  techniques, 
such  as  options,  futures  and  hedg- 
ing. These  dynamite  youngish  men 
and  women  radiate  a  confidence  in 
their  financial  judgment  that  can 
come  only  from  a  generation  twice- 
removed  from  the  Crash  of  '29  and 
the  Great  Depression.  Theirs  is  a 
world  of  heightened  awareness  of 
the  stock  market,  through  such  in- 
novations as  continuous  TV  cover- 
age, hand-held  remote  stock  quote 
machines      and      home-computer 


Are  the  Yuppies  behind  the  recent 
"uppies"  in  the  stock  market?  You 
bet  they  are!  Directly  or  indirectly. 
As  the  first  of  this  bulge  in  the  soci- 
etal snake  moves  into  its  peak  earn- 
ings/savings/investing years,  the 
market  is  quick  to  respond.  A  little 
demographic  research  and  a  lot  of 
creative  extrapolation  suggest  that 
what  we  are  seeing  may  be  the  start 
of  a  knock-your-socks-off  move  in 
the  averages — like  maybe  double 
the  present  DJI  by  1990,  and  possi- 
bly 4000  to  5000  by  the  end  of  the 
century.  Here's  how  it  could  happen 
and  what  to  look  for  today  when 
planning  a  "tomorrow"  portfolio. 

Take,  first  of  all,  the  young  adults 
who  came  into  the  world  during  the 
post-World  War  II  baby  boom.  No 
longer  babies,  these  60  million-plus 
25-to-40-year-old  working  Ameri- 
cans tend  to  have  a  good  deal  of 
disposable  personal  income,  largely 
because  of  the  trend  toward  two- 
income  families  with  few  depen- 
dents. Personal  savings,  which 
comes  out  of  disposable  personal  in- 
come, is  on  the  rise  for  all  Ameri- 
cans— up  33%  last  year  from  the 
year  before.  What's  more,  the  per- 
sonal savings  rate  jumped  50%  from 
the  second  quarter  of  1983  through 
the  third  quarter  of  1984 — the  latest 
available  figures. 

Ann  C.  Brown  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  management 
firm  of  AC.  Brown  &  Associates. 
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stock  services  with  access  to  large 
stock  market-oriented  databanks. 

Finally,  compared  with  ten  years 
ago,  it's  both  easier  and  cheaper  to 
buy  stocks.  Many  banks  are  now  in 
the  securities  business.  Sears,  Roe- 
buck owns  Dean  Witter.  Discount- 
ers abound.  The  stock  market  has, 
at  last,  become  user-friendly,  and 
the  baby  boomers  intend  to  get  in 
on  a  game  that  was  once  the  private 
preserve  of  a  clubby  group  of  stuffy 
old  men  located  within  walking  dis- 
tance of  Broad  and  Wall  streets, 
New  York,  N.Y.,  U.S.A. 

What  kinds  of  stock  are  these  new 
buyers  likely  to  purchase?  Probably 
McDonald's  over  U.S.  Steel.  Apple 
Computer  over  Caterpillar  Tractor. 
The  Limited,  Wal-Mart,  Lorimar. 
Stocks  in  companies  they  grew  up 
with.  Concept  stocks.  Stocks  with 
plenty  of  growth  potential.  Service 
company  stocks  instead  of  smoke- 
stacks. Stocks  like  The  Gap  Storei 
(24),  Wherehouse  Entertainment  (22 
and  US  Surgical  Corp.  (21,  o-t-c). 

The  Gap  Stores  operates  a  chair 
of  over  600  specialty  stores,  selling 
casual  clothing  to  the  young.  The 
transition  from  jeans  for  teens  tc 
merchandise  directed  at  an  olde 
crowd  threw  earnings  off  the  tracl 
in  1984,  but  by  the  second  half  o 
this  year,  the  growing-up  pain 
should  be  over.  Furthermore,  tw< 
other  Gap  businesses,  trendy  Ba 
nana  Republic  and  the  restructure 
Pottery  Barn  chain,  look  ready  fc 
add  to  The  Gap's  bottom  line.  Fo 
the  fiscal  year  starting  this  Ma> 
Gap  Stores  is  estimated  to  ean 
$2.40  or  more  per  share. 

Wherehouse  Entertainment  isn 
cheap  at  17  times  fiscal  1985  (enc 
ing  June  30)  estimated  earnings  i\ 
some  $1.25  per  share.  Nevertheles: 
this  relatively  large,  mostly  Califo: 
nia  retail  chain,  selling  audio-  an 
videocassettes  and  computer  sof 
ware,  could  grow  20%  to  30%  p( 
year  for  some  time.  For  fiscal  1 98« 
Wherehouse  Entertainment  is  est 
mated  to  earn  $1.65  per  share. 

U.S.  Surgical  Corp.  is  number  or 
in  the  world  in  the  manufacture  i 
surgical  staples.  With  the  feder 
government  all  over  high  heall 
care  costs,  it  is  likely  that  mo 
operations  will  utilize  stapling  i» 
stead  of  needle-and-thread  suturiri 
which  can  cost  hundreds  of  dolla 
more.  U.S.  Surgical  Corp.'s  estinu  j 
ed  EPS  for  1985  is  $1.55.  ■ 
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'alue  Line's  new  estimates  reveal  these  "special"  NYSE  stocks: 

Low-Priced  Stocks  (Under  $15) 
Poised  for  BIG  Earnings  Gains. 

heir  estimated  12-months  earnings  gains  average  over  100% 


fith  The  Value  Line  Investment  Survey's  current  reports  on  each  of 
700  leading  stocks,  you  can  quickly  and  easily  find  stocks  that  meet 
most  any  set  of  requirements  you  select. 

ecently,  for  instance,  we  thumbed  through  Value  Line  looking  for 
w-priced  stocks  that  seemed  poised  for  big  earnings  gains.  Speci- 
ally . . . 

|  Each  stock  had  to  be  priced  at  $1 5  or  under. 

)  Each  stock  had  to  be  listed  on  the  New  York  Stock  Exchange. 
(We  ignored  AMEX  and  OTC  stocks,  where  so  many  are  "low 
priced.") 

|  Value  Line's  estimate  of  each  stock's  1 985  earnings  had  to  be  at 
least  50%  higher  than  1984s.  (We  ignored  stocks  showing 
deficits  for  1 984,  no  matter  how  good  1985  looked;  there's  no 
way  to  figure  percentage  gains.) 

iPECIFIC  FINDINGS 

.pplying  these  requirements  to  all  1 700  stocks  covered  by  Value 
ine,  we  ended  up  with  just  67  NYSE  stocks,  priced  between  $1  and 
15,  with  year-to-year  estimated  earnings  gains  of  50%  or  more. 

he  average  price  of  all  67  stocks  works  out  to  about  $9.25  a  share, 
he  average  estimated  12  months  earnings  gain  comes  to  105%. 
rhe  range  is  from  a  minimum  of  50%  up  to  about  400%.) 

Ve  also  checked  Value  Line's  estimated  price  projections  for  these 
7  stocks  3  to  5  years  from  now.  On  average,  their  projected  future 
rices  are  more  than  triple  their  recent  quotations. 

OTHER  CONSIDERATIONS 

ife  will  send  you  a  list  of  these  67  low-priced  stocks  as  a  bonus 
•nder  the  invitation  below.  Keep  in  mind,  though,  that  stock  prices 
ihange  and  earnings  estimates  are  subject  to  revision  whenever 
ew  evidence  requires.  But  with  Value  Line  at  your  fingertips,  you 
an  readily  update  the  list  at  any  time. 

toreover,  no  matter  how  interesting  these  stocks  (or  any  others) 
lay  look,  be  sure  to  see  how  Value  Line  currently  ranks  them  for 
lafety  and  for  Timeliness  (probable  price  performance,  relative  to 
:ie  market,  in  the  next  12  months).  These  ranks  range  from  1 
[Highest)  down  to  5  (Lowest). 

OMPLETE  COVERAGE 

alue  Line  gives  you  more  information,  on  more  stocks,  than  any 

per  investment  advisory  service  we  know  of: 

JLL-PAGE  REPORTS.  Each  of  1 700  stocks  is  the  subject  of  a 
bmprehensive  new  full-page  Rating  &  Report  at  least  once  every 
free  months.  The  Report  presents  22  series  of  vital  financial  and 
aerating  statistics  (including  earnings,  of  course)  going  back  as  far 
•  15  years  and  estimated  for  the  year  ahead  and  for  the  next  3  to  5 
tars.  About  1 30  new  full-page  Reports  are  issued  every  week  .  . . 
'00  every  13  weeks  in  regular  rotation. 

EEKLY  UPDATES.  Every  week,  Value  Line's  regular  40-page 
jmmary  &  Index  presents  up-to-date  ratings  of  EACH  of  1700 
jxks — relative  to  all  the  others — as  follows: 

Rank  for  Timeliness — probable  price  performance  in  the  next  1 2 
months — ranging  from  1  (Highest)  down  to  5  (Lowest). 

^ank  for  Safety  (from  1  down  to  5)  reflecting  a  stock's  price 
stability  and  its  company's  financial  strength. 

Estimated  Yield  in  the  Next  12  Months. 

Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years,  show- 
ng  the  future  "target"  price  range  and  percentage  change  from 
current  price. 


•  Current  price,  P/E,  Beta,  estimated  earnings  and  dividends  in  the 
current  12  months.  Plus  latest  quarterly  results  vs.  year-ago 
results. 

SPECIAL  INVITATION 

If  this  is  the  kind  of  investment  help  you've  been  looking  for,  we  invite 
you  to  try  The  Value  line  Investment  Survey  for  the  next  1 0  weeks  for 
only  $39 — well  below  the  regular  rate — IF  no  one  in  your  household 
has  subscribed  in  the  past  two  years.  (Otherwise,  you  may  take  the 
one-year  subscription  below.)  You  get  this  bonus: 


A  Subscriber's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


V 


The  72-page  booklet  A  Subscriber's  Guide — by 
Arnold  Bernhard,  Value  Line's  founder  and  re- 
search chief — revealing  and  fully  explaining 
methods  of  stock  evaluation  that  took  decades  to 
develop.  You  keep  this  valuable  guide  even  if  you 
decide  to  return  the  other  material  under  our 
30-day  money-back  guarantee. 

SPECIAL  BONUS  OFFER 

Subscribe  to  The  Value  Line  Investment  Survey 
for  a  full  one  year  term  and  receive  as  an  ad- 
ditional bonus  Value  Line's  2000-page  Investors 
Reference  Service,  including  our  latest  full-page 
Reports  on  each  of  1700  stocks — fully  indexed 
and  looseleaf  bound  for  your  easy  and  instant 
reference,  and  systematically  updated  by  new 
full-page  Reports  you'll  receive  in  the  weeks 
ahead. 

To  accept  this  invitation  call  us  or  mail  the  coupon  today. 

SCall  toll-free 

(24  hrs.  a  day  7  days  a  week)  Operator  #284 

1-800-633-2252 

MasterCard,  American  Express  or  Visa 

r  — The  Value  Line  Investment  Survey — 

Value  Line.  Inc.,  711  Third  Ave.,  New  York.  N.Y.  10017 

DEPT.  316L11 
INTRODUCTORY  OFFER 

□  Begin  my  1 0-week  trial  subscription  (or  $39  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send  me 
"A  Subscriber's  Guide"  booklet. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1  -Year  (52  issues)  subscription  for  $395  and  send  me  the 
two  bonuses  listed  above.  There  are  no  restrictions  with  this  annual 
subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Invest- 
ment Survey  fo  one  year.  This  subscription  is  tax- 
deductible  and  non-assignable. 

(N.Y.  residents  add  sales  tax  )  Foreign  rates  upon  request.  Allow  4  to  6 
weeks  for  delivery. 

□  My  payment  is  enclosed.  Please  charge  to: 

□  American  Exp.  □  MasterCard  □  visa 

Expiration  Date 


Account  # 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 


^ 


Advertisement 


CORPORATE 
REPORT 


# 


A  SPECIAL  FORBES  ADVERTISING  SERVICE  FOR   INVESTORS  AND  THE  FINANCIAL  COMMIT 

N  New  York  Stock  Exchange         A  American  Stock  Exchange  O  Over-the-Counter  P  Pacific  Stock  Exchange 


AMETEK  INC.  N 

AMETEK  SALES  AND  EARNINGS 

A  RECORD  IN  1984 

PAOLI,  PA  (February,  4, 1985)— AMETEK,  Inc.  (NYSE-PSE) 
today  reported  record  sales  and  earnings  for  the  fourth 
quarter  and  full  year  ended  December  31,  1984. 

AMETEK's  sales  exceeded  $121  million  in  the  fourth 
quarter  of  1984,  producing  income  of  $8.1  million  or  37  cents 
per  share,  a  13  percent  increase  over  the  $7.1  million  or  33 
cents  per  share  reported  in  the  fourth  quarter  of  1983,  before 
an  extraordinary  gain.  In  last  year's  fourth  quarter  AMETEK 
sold  its  investment  in  Robertshaw  Controls  Company  stock 
for  an  after-tax  profit  of  $5.7  million,  equivalent  to  a  gain  of 
26  cents  per  share,  which  increased  net  income  in  the  '83 
fourth  quarter  to  $12.8  million  or  59  cents  per  share. 

For  the  full  year  of  1984,  the  industrial  manufacturer's 
sales  reached  a  record  $503.9  million,  up  12  percent  from 
the  previous  year's  sales  of  $448.2  million.  Net  income  in 
1984  reached  $42.7  million  or  $1.96  per  share,  highest 
earnings  in  AMETEK's  history,  and  an  increase  of  more  than 
thirty  percent  over  1983s  income  of  $32.1  million  or  $1.48 
per  share  recorded  before  last  year's  extraordinary  gain. 
Including  that  gain,  net  income  in  1983  was  $37.8  million 
or  $1.74  per  share. 

During  1984  AMETEK  purchased  for  cash  two  small 
businesses;  Eastport  International,  a  marine  technology  and 
offshore  service  company  was  acquired  in  April,  and  the 
ACME  heat  exchanger  product  line  was  purchased  from 
Gulf  +  Western  in  October,  1984. 

AMETEK's  cash  dividend  payments  were  increased  for  the 
35th  consecutive  year  in  1984,  as  the  company  distributed 
80  cents  per  share  to  its  stockholders,  a  14  percent  increase 
over  the  70  cents  per  share  dividend  paid  in  1983. 

Three  Months  Ended  December  31 


1984 

1983 

Sales 

$121,039,000 

$116,554,000 

Income  before  extraordinary  gam 

8,058,000 

7,108.000 

Per  Share 

.37 

33 

Net  Income 

8,058,000 

12.779.000 

Per  Share 

.37 

59 

Average  Shares  Outstanding 

21,870.251 

21,705,486 

Dividends  Per  Share 

.20 

20 

Year  Ended  December  31 

1984 

1983 

Sales 

$503,926,000 

$448,152,000 

Income  before  extraordinary  gain 

42,697,000 

32.082,000 

Per  Share 

1.96 

148 

Net  Income 

42,697,000' 

37.753.000 

Per  Share 

1.96* 

174 

Average  Shares  Outstanding 

21.816,273 

21.739.072 

Dividends  Per  Share 

.80 

.70 

'Includes  a  $4  million,  or  18  cents  per  share,  income  tax  reduction  in  the 
third  quarter  as  a  result  ot  a  provision  of  the  Tax  Reform  Act  of  1984,  which 
eliminated  income  taxes  that  had  been  deferred  on  earnings  of  the  company's 
Domestic  International  Sales  Corporation  (DISC). 

(Contact:  Darrah  Ribble,  AMETEK  Inc.,  Station  Square 
Two,  Paoli,  PA  19301.  Phone:  (215)  647-2121.) 


ARCHER  DANIELS  MIDLAND  COMPANY  N 

DECATUR,  IL,  JAN.  15,  1985— Archer  Daniels  Midland 
Company  today  reported  net  earnings  of  $49,195,000 
equal  to  51  cents  per  share  for  the  three  months  ended 
December  31,  1984,  based  on  average  shares  of  ADM 
stock  outstanding  of  96,453,000  shares   This  compares 


with  earnings  of  $25,690,000,  equal  to  28  cents  per  share 
on  92,820,000  average  shares  outstanding  in  the  same 
period  a  year  ago,  adjusted  for  the  5%  stock  dividend  in 
September,  1984. 

For  the  first  six  months  of  the  current  fiscal  year,  July 
through  December,  net  earnings  after  taxes  totaled 
$80,830,000,  or  84  cents  per  share  based  on  average 
shares  outstanding  of  96,407,000,  compared  with  earnings 
of  $61,100,000,  or  67  cents  per  share  on  92,278,000 
average  shares  outstanding  for  the  six  month  period  of  a 
year  ago,  adjusted  as  above. 

Provision  for  federal  and  state  income  taxes  for  the 
first  six  months  of  the  current  fiscal  year  were 
$54,640,000,  compared  with  $33,354,000  in  the  same 
period  last  year. 

(Contact:  R.E.  Burket,  Archer  Daniels  Midland  Company, 
P.O.  Box  1470,  Decatur,  IL  62525.  Phone:  (217)  424-5413.) 


COMPUTER  TASK  GROUP  INC.  0 

BUFFALO,  N.Y.,  Jan.  21, 1985— Computer  Task  Group  Inc. 
announced  record  1984  revenues,  earnings  and  net  income 
in  what  Chairman  and  Chief  Executive  Officer  David  N. 
Campbell  of  the  professional  services  company  referred  to 
as  a  "super  growth  year  for  CTG." 

Revenues  of  $82,623,000,  net  earnings  of  $2.1  million 
and  earnings  per  share  of  $1.02  for  the  year  ended  Dec. 
31,  were  up  52  percent,  44  percent  and  36  percent 
respectively  over  1983  results  of  $54,193,000,  $1,454,000 
and  75  cents. 

For  the  fourth  quarter  of  1984,  CTG  had  revenues  of 
$24,741,000,  with  net  earnings  of  $714,000,  and  earnings 
per  share  of  34  cents.  These  figures  represented  increases 
of  53,  88  and  79  percent  over  the  fourth  quarter  of  1983, 
and  comprised  the  eighth  consecutive  quarter  in  which  CTG 
recorded  record  revenues. 

According  to  Campbell,  CTG's  growth  can  be  attributed  tc 
several  major  factors,  among  them;  strong  demand  for  the 
company's  services,  continued  geographic  expansion  and 
the  acquisition  in  the  third  quarter  of  Amtec  Systems  Corp., 
a  professional  services  firm  based  in  Los  Angeles. 

Campbell  also  stated  that  during  1984  the  company's 
technical  staff  grew  by  more  than  a  third  to  over  1,500 
systems  development  professionals. 

John  P.  Courtney,  President  and  Chief  Operating  officer, 
stated  that  "CTG  will  continue  to  aggressively  pursue 
growth  opportunities  in  the  40  cities  currently  served  along 
with  expanding  into  markets  we  do  not  now  service." 

Computer  Task  Group  Inc.  is  the  largest  independent 
supplier  of  commercial  computer  systems  development 
services  in  the  United  States. 

CTG  also  announced  that  on  January  24th,  1985  it 
acquired  Berger,  Vernay  &  Company,  a  Professional  services 
firm  which  serves  the  Fortune  500  market  place  in  Houston, 
Texas.  This  acquisition  is  a  significant  step  in  CTG's  Plans 
to  expand  its  operations  in  the  southwest. 

Shares  are  publically  traded  through  the  National  Associ- 
ation of  Securities  Dealers  under  the  symbol  CTSK. 
COMPUTER  TASK  GROUP 

Financial  Highlights 

Quarter  Ended  Year  Ended 

12/31/84  12/31/83  %  Inc       12/31/84  12/31/83   %  Inc 

Revenue        $24,741,000       (16.136,000     53   $82,623,000       {54.193,000     52 

Net  income    $      714,000        (     379000     88    $  2,100,000        J  1.454.000     44 

EPS  $.34  (19     79  $1.02  (75     36 

Contact:  William  P  Adamucci,  Vice  President — Finance, 
Computer  Task  Group  Inc.,  800  Delaware  Avenue,  Buffalo, 
NY  14209.  Phone:  (716)  882-8000.) 


EL  TORITO  RESTAURANTS  INC. 

IRVINE,  CALIF.,  Jan.  29— El  Tonto  Restaur  ,s 
(NYSE:  ET)  today  reported  net  income  of  $11,12)! 
1984,  a  43  percent  increase  over  1983  ea  i( 
$7,755,000. 

On  a  per  share  basis,  earnings  rose  to  97  cen1  <\ 
compared  with  68  cents  in  1983,  also  up  43  p  19 
Torito's  sales  reached  $250,052,000  in  1984,  a  4 
percent  over  1983  sales  of  $210,671,000. 

For  the  quarter  ended  Dec.  31,  1984,  net  incoi  M 
$2,144,000,  an  increase  of  37  percent  from  the  $  16' 
earned  in  the  1983  quarter.  Earnings  per  share  fo  e 
final  quarter  increased  36  percent  to  19  cents  froi  4i 
in  1983.  Sales  in  the  1984  fourth  quarter  were  $6  18 
up  14  percent  from  1983. 

The  company's  initial  public  offering  took  lat 
January  1984,  and  all  amounts  (including  the  M 
shares  outstanding)  have  been  adjusted  to  W 
company's  operations  as  if  the  offering  had  been  .up 
on  Jan.  1,  1983. 

Commenting  on  these  results,  Larry  J,  Cano  es 
and  chief  executive  officer,  stated,  "We  are  pleas  :ha 
company  achieved  its  overall  objectives  in  our  fir:  tar 
public  entity.  We  believe  that  El  Tonto  will  iMa 
positive  growth  trend  in  1985. 

"Our  strategy  will  be  to  fully  integrate  24  (  a  I 
restaurants  scheduled  to  be  acquired  early  in  se 
quarter  and  to  continue  controlled  expansion." 

El  Torito  Restaurants  Inc.,  a  majority-owned  bsi 
of  W.R.  Grace  &  Co.,  is  the  largest  operat  of 
service,  family-style  Mexican  restaurants  in  Ui 
States. 


EL  TORITO  RESTAURANTS  INC. 


Year  Ended  Dec  31 

1984 

Sales 

$250,052,000 

Pro  forma 

Net  income  (A) 

11,123,000 

Pro  forma  earnings 

Per  share  (A) 

$.97 

Fourth  Quarter 

1984 

Sales 

$  61.018,000 

Pro  forma 

Net  income  (A) 

2,144,000 

Pro  forma  earnings 

Per  share  (A)  $.19 

(A)  Adjusted  to  reflect  the  operating  results  ofthe  company  as  if  'Wt 
offering  had  been  completed  on  Jan.  1,  1983. 

(Contact:  Martin  M.  Casey  of  El  Torito  at  245  jW 
Irvine,  CA  92714,  phone  (714)  863-6405,  or  G  Kalti 
(212)  819-6669  for  El  Torito.) 


SANDERS  ASSOCIATES,  INC. 

NASHUA,  N.H.,  Jan.  25— Sanders  Associate:  c.  (J 
SAA)  has  received  $136  million  in  awards  f  I 
Naval  Air  Systems  Command  for  continued  |  jut 
AN/ALQ-126B  electronic  countermeasure  systi  |* 
fighter  and  attack  aircraft. 


(For  advertising  information  on  Corporate  Report  Updates,  call  Sarah  Madison  (212)  620-2371. 
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/aids  include  a  $103.3  million  contract  for  produc- 
ot  III,  and  approximately  $33  million  additional 
for  continued  Lot  II  production,  bringing  the  total 
he  contract  for  Lots  II  and  III  to  $202.5  million.  The 
lards  bring  to  more  than  $338  million  the  total 
to  date  by  Sanders  for  the  AN/ALQ-126B  program, 
spares  and  support  materials, 
impany  is  currently  under  contract  to  produce  a 
74  systems  for  the  U.S.  Navy.  The  third  production 
les  foreign  military  sales  of  22  systems  for  the 
stralian  Air  Force  and  20  systems  for  the  Spanish 
i,  for  the  protection  of  F-18  Hornet  aircraft.  In 
under  a  separate  $40.5  million  contract,  the 
is  producing  AN/ALQ-126B  systems  for  the  Cana- 
ss  for  their  CF-18  Hornets. 
.Q-126B  is  an  improved  version  of  Sanders  ALQ- 
irethan  1,100  of  the  ALQ-126A  systems  have  been 
to  the  U.S.  Navy.  The  AN/ALQ-126B  features  a 
id  microprocessor  control  system,  re-programma- 
et  changing  threats.  The  system  provides  consider- 
rovements  in  signal  processing,  signal  generation 
es,  and  power  management, 
deliveries  of  the  ALQ-126B  systems  began  in  May 
and  delivery  of  Lot  III  is  scheduled  to  maintain 
in  on  the  program  through  1987. 
let:  John  A.  Ruggiero,  Vice  President-Treasurer, 
Associates,  Inc.  Daniel  Webster  Highway,  South, 
N.H.  03061,  or  phone  (603)  885-3610.) 


NT  AVIATION,  INC.  N 

IT  REPORTS  $58.2  MILLION  NET  PROFIT  FOR  1 984; 
S  NEW  EARNINGS  RECORD  FOR  SINGLE  YEAR 

0N-SALEM,  NC — Piedmont  Aviation,  Inc.,  reported 
ngs  of  $58.2  million  for  the  year  ended  December 
,  the  most  of  any  year  in  its  history.  The  results 
i  a  significant  improvement  over  the  earnings  of 
llion  reported  for  the  year  1983. 
3  year,  Piedmont  reported  per  share  earnings  of 
'Hy  diluted),  an  increase  of  more  than  100  percent 
U.82  per  share  (fully  diluted)  recorded  in  calendar 
ir  share  earnings  data  for  both  years  have  been 
to  reflect  a  20  percent  stock  dividend  declared  by 
|  on  January  25,  1985,  and  payable  to  common 
(ers  of  record  on  February  8,  1985.) 
Hilt's  revenues  for  calendar  1984  grew  to  $1.28 
ii  increase  of  36.1  percent  over  the  $942.4  million 
I  generated  a  year  earlier.  It  was  the  first  year 
((exceeded  one  billion  dollars  in  revenues. 
I  the  three  months  ended  December  31,  1984, 
i  had  after-tax  earnings  of  $16.1  million,  an 
i  if  35.7  percent  over  the  $11.9  million  reported  in 
i  three  months  of  1983.  Per  share  earnings  for  the 
liter  of  1984  rose  to  $1.03  (fully  diluted),  up  from 
iDer  share  (fully  diluted)  a  year  earlier. 
les  for  the  final  three  months  of  1984  grew  to 
•'illion,  a  26.2  percent  increase  over  the  $279.0 
miorted  for  the  same  period  of  1983. 
•  ng  expenses  for  the  12  months  rose  to  $1.14 
».?9.9  percent  increase  over  the  $880.1  million  for 
Earlier.  For  the  three  months  ended  December  31, 
i"  expenses  were  $312.7  million,  an  increase  of  26.1 
*Jer  the  same  period  a  year  earlier  when  expenses 
■.47.9  million. 

I'ard  Mackinnon,  senior  vice  president-finance, 
increased  earnings  reflect  careful  cost  controls 
'expansion  program  that,  while  substantially 
■'■  the  industry's  growth  rate,  focuses  on  develop- 


ment of  Piedmont's  existing  air  service  hubs  to  minimize 
expansion  costs. 

Piedmont's  previous  record  earnings  year  was  1981  when 
the  Company  reported  earnings  of  $32.6  million. 

PIEDMONT'S  AVIATION,  INC. 
Summary  of  Financial  Results 

(Thousands  of  Dollars  except  Earnings  Per  Share) 


Three  Months  Ended  December  31,  1984 


1984 


1983 


%  Increase 
(Decrease) 


Total  operating  revenues 

$ 

352,074 

$279,005 

26.2 

Total  operating  expenses 

312,728 

247,907 

26.1 

Net  operating  income 

39,346 

31,098 

26.5 

Non-operating  income 

and  expenses — net 

(12,294) 

(12,652) 

(2  8) 

Net  income  before 

income  taxes 

27,052 

18.446 

467 

Income  taxes 

10,969 

6,590 

66.4 

Net  income 

$ 

16,083 

$  11,856 

35,7 

Earnings  per  share* 

Assuming  no  dilution 

$ 

1.14 

$       ,86 

326 

Assuming  full  dilution 

$ 

1.03 

$       .78 

32,1 

Average  shares  outstanding* 

Assuming  no  dilution 

14,419,499 

14,317,679 

,7 

Assuming  full  dilution 

16,789,375 

16,711,837 

,5 

For  Twelve 

Months  Ended  Dece 

mber  31 

Total  operating  revenues 

$1,282,879 

$942,434 

36.1 

Total  operating  expenses 

1 

,143,599 

880,090 

29.9 

Net  operating  income 

139,280 

62,344 

123.4 

Non-operating  income 

and  expenses — net 

(47,242) 

(26,074) 

812 

Net  income  before 

income  taxes 

92,038 

36,270 

153.8 

Income  taxes 

33,863 

10,731 

215.6 

Net  income 

$ 

58,175 

$  25.539 

1278 

Earnings  per  share* 
Assuming  no  dilution  $         4.16       $      190         118.9 

Assuming  full  dilution  $         3.75       $      182         106.0 

Average  shares  outstanding* 
Assuming  no  dilution  14,378,107     14,285,407  ,6 

Assuming  full  dilution  16,754,892     16,614,451  8 

*AII  earnings  per  share  and  average  shares  outstanding  data  has  been  restated 
to  reflect  retroactive  ad|ustment  for  20%  stock  dividend  declared  on  January  25, 
1985,  and  payable  to  common  shareholders  on  record  on  February  8,  1985. 

(Contact:  Piedmont  Airlines,  Public  Relations  Depart- 
ment, Smith  Reynolds  Airport,  Winston-Salem,  N.C.  27156. 
Phone:  (919)  767-5697.) 


UNITED  ENERGY  RESOURCES,  INC.  N 

HOUSTON,  TEXAS,  February  7,  1985— United  Energy  Re- 
sources, Inc.  today  reported  unaudited  1984  consolidated 
net  income  of  $36  million,  or  $1.28  per  share,  compared 
with  $29  million,  or  $1.04  per  share,  in  1983. 

J.  Hugh  Roff,  Jr.,  United  Energy's  chairman,  president  and 
chief  executive  officer,  stated,  "Our  competitive  strategies 
are  meeting  with  success,  and  both  of  our  major  pipeline 
businesses  recorded  significant  volume  increases  during 
1984.  Volumes  sold  and  transported  by  United  Gas  Pipe  Line 
Company  of  821  billion  cubic  feet  and  United  Texas  Trans- 
mission Company  of  479  billion  cubic  feet  represent  in- 
creases of  nine  percent  and  18  percent,  respectively,  from  the 
1983  levels.  In  addition,  our  currently  effective  interstate 


sales  rates  are  now  among  the  lowest  in  the  country,  which 
should  assist  with  the  company's  further  progress." 

(Contact:  Ed  P.  Segner  III,  Director  of  Financial  Relations, 
United  Energy  Resources,  Inc.,  P.O.  Box  1478,  Houston,  TX, 
77001.  Phone:  (713)  229-4123.) 


.   «  . 


TELEFLEX  INCORPORATED  A 

TELEFLEX  REPORTS  1984  RESULTS 

LIMERICK,  PA  (February  13, 1985) — Teleflex  Incorporated 
today  announced  1984  revenues  of  $155,736,300,  an  in- 
crease of  19  percent  from  the  1983  level  of  $130,729,300. 
Net  income  increased  19  percent  from  $9,501,100  in  1983 
to  $11,310,000  in  1984.  Earnings  per  share  increased  $2.15 
in  1984  compared  to  $1.83  in  1983. 

Revenues  in  the  fourth  quarter  increased  12  percent  to 
$41,812,300  from  $37,496,300  in  1983.  Net  income  was 
$2,769,000,  or  $.53  per  share  in  1984,  as  compared  to 
$2,311,100,  or  $.43  per  share  in  1983. 

TELEFLEX  INCORPORATED 
COMPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 
Year  Ended 
Dec.  30,  1984      Dec  25.  1983 
Revenues  $155,736,300      $130,729,300 

Net  income  $11,310,000        $9,501,100 

Earnings  per  share  $  2.15       $  163 

Shares  outstanding  5,213,900  5.192,100 

Three  months  ended 
Dec.  30,  1984      Dec  25.  1983 
Revenues  $  41,812,300       $  37,496,300 

Net  income  $     2,769,000      $    2,311,100 

Earnings  per  share  $  .53       $  .43 

(Contact:  John  H.  Remer,  Senior  Vice  President  or  John  F. 
Schoenfelder,  Treasurer,  Teleflex  Incorporated,  155  South 
Limerick  Road,  Limerick,  PA  19468  Phone:  (215)  948-5100.) 


UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO.  Feb.  5— United  Telecommunications, 
Inc.  earnings  per  share  were  $2.57  in  1984,  up  16  percent  from 
$2.21  in  1983,  Chairman  Paul  H.  Henson  reported  today. 

Earnings  per  share  from  continuing  operations  were  $2.36 

in  1984,  compared  to  $2.35  in  1983.  Prior  year  results  have 

been  restated  for  the  June  1984  acquisition  of  U.S.  Telephone. 

Following  a  6  percent  gain  in  1983,  United  Telcom's  total 

revenues  and  sales  increased  12  percent  to  $2.86  billion.  Net 

income  for  the  year  increased  18  percent  to  $235.2  million. 

UNITED  TELECOMMUNICATIONS,  INC. 

(Consolidated) 

(Thousands  of  Dollars) 

Twelve  Months  Ended 

December  31, 
1984  1983 

Revenues  and  Sales. 
United  Telephone  System 
Regulated  $2,145,167       $1,966,322 

Non-regulated  4,749  510 

U.S.  Telecom  222,084  160,645 

Diversified  Operations  490,589  451,664 

Inter-company  Sales  (7,074)        (19,812) 


$2,855,515 

$2,559,329 

Income  from  Continuing  Operations 

$ 

215,871 

$  211,029 

Discontinued  Operations 

- 

19,367 

(12,058) 

Net  Income 

235,238 

198,971 

Preferred  Stock  Dividends 

$ 

4.233 

4.550 

Earnings  Applicable  to  Common  Stock 

231,005 

$   194,421 

Earnings  per  Common  Share 

from  Continuing  Operations. 

Assuming  no  dilution 

$2.36 

$2.35 

Assuming  full  dilution 

$2.32 

$2.31 

Earnings  per  Common  Share: 

Assuming  no  dilution 

$2.57 

$2.21 

Assuming  full  dilution 

$2.53 

$2.18 

Average  Number  of  Common  Shares 

89,757,000 

87,816,000 

(ContactiDon  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315,  Kansas  City,  Missouri  64112.  Phone  (913) 
676-3343.) 
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DIVIDENDS 

EACH  YEAR 

SINCE  1912 


The  Board  of  Directors 
of  ENSERCH  Corpora- 
tion on  January  31, 1985, 
declared  a  regular  quar- 
terly dividend  of  40  cents 
per  share  of  common 
stock,  payable  March  4, 
1985,  to  shareholders  of 
record  February  15, 1985. 

For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President,  Finan- 
cial Relations,  Dept.  C, 
ENSERCH  Center,  Box  999, 
Dallas,  Texas  75221. 
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How 
you  live 
may  save 

your  life. 

You  may  find  it  surprising 
that  up  to  60%  of  all  cancers 
can  be  prevented.  By  avoiding 
excessive  exposure  to  sunlight, 
by  not  smoking  cigarettes, 
by  not  overeating  and  by 
following  a  diet  high  in  fiber 
and  low  in  fat. 

The  battle  isn't  over  but  we 


are  winning. 

Please  support  the  American 
Cancer  Society.   I 

'        AMERICAN 
4?  CANCER 
?  SOCIETY" 


?i 
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A    Fine   Balance   of   Northern   and   Southern   Italian 
1  Specialties  .  .  .  Polished  and  Sophisticated." 
I  NY  Times  March  19,  1982,  By  Mimi  Sheraton 

\  Private  Room  For  Parties  ^ 

1  65  East  54th  St.,  NYC»Tel.  751-1555         jjg 
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By  Srully  Blotnick 


Psychology  &  Investing 


Middle-income  investors  are  worried  thai 
the  economy  will  collapse;  upper-income 
investors  are  worried  that  the  dollar  will 

WHY  THE  PUBLIC 
ISN'T  CROWDING  IN 


case),  and  that  makes  him  reluctai 
just  now  to  make  a  move  in  a  ne 
direction.  Paul  is  sitting  pretty  ar 
can  afford  to  adopt  a  wait-and-si 
attitude  in  the  face  of  what  he  ar 
people  like  him  see  as  numeroi 
uncertainties. 

The  biggest  of  the  uncertainti 
for   investors   with   incomes    ov 
$60,000  is  the  high  level  of  the  dc« 
lar.  One  of  the  principal  reasons  a 
have  had  low  rates  of  inflation 
the  U.S.  is  the  strong  dollar,  whi(( 
makes  imported  goods  cheaper  ar  I 
therefore,    helps   keep   the   lid 
prices  here.  A  lot  of  the  investor*] 
talk  with  fear  this  benign  clim; t 
won't  continue. 

What  about  lower-income  invi 
tors,  those  whose  tax  brackets  ma  3 
munis  less  attractive?  They  are  a> 
cerned,  too.  Investors  with  anm  I 
earnings  below  $60,000  tend  to  ,? 
worried  most  about  the  econor,. 
They  simply  don't  believe  it  will ; 
robust  enough  in  1985  to  make  c;- 
porate  profits  rebound  to  the  pet 
where  favorable  year-to-year  ear 
ings  comparisons  will  propel  sto  « 
higher.  "And  after  all,  increases  2 
earnings  per  share  are  what  m  e 
stocks  go  up  and  stay  up,"  they  k  p 
emphasizing  during  interviews.  I 

So,  middle-income  investors  * 
worried  that  the  economy  will  1  k 
lapse;   upper-income  investors 
worried  that  the  dollar  will.  Tr 
being  their  beliefs,  both  groups 
uncharacteristically     reluctant 
participate    whenever   the   mai * 
begins  to  skyrocket. 

The  question  in  my  mind  is:  re 
the  investors  correct  in  their  skt  i- 
cism?  If  they  are  not,  there  coul  ie 
some  pleasant  surprises  in  ston  or 
the  stock  market  once  these  in  |- 
tors  come  to  realize  their  fears  IK 
overblown.  In  this  context,  .  T 
economist  Paul  Krugman  has  s  p 
interesting  things  to  say.  In  a  f  w 


You  have  undoubtedly  noticed  all 
those  articles  that  have  appeared 
lately  announcing  that  the  small  in- 
vestor has  returned  in  droves  to  the 
stock  market  after  having  been  a  net 
seller  in  recent  years.  I  have  news 
for  you:  The  cheering  is  premature. 
The  majority  of  individual  inves- 
tors, particularly  wealthy  ones, 
have  stayed  on  the  sidelines.  They 
would  rather  climb  aboard  the  train 
late  than  get  on  too  early  and,  after  a 
brief  lurch  forward,  have  it  return  to 
the  station. 

Why  are  they  so  comfortable  not 
participating  in  the  climb  of  the 
Dow?  And  what  is  making  this  atti- 
tude so  much  more  prevalent 
among  well-heeled  investors  than 
those  with  moderate  incomes? 

One  answer  is  municipal  bonds. 
As  Paul,  a  51 -year-old  executive  at  a 
large  financial  services  firm  in  Los 
Angeles,  commented:  "Why  should 
I  risk  my  hard-earned  money  in  the 
stock  market  when  I'm  getting  12% 
tax-free  from  munis."  The  recent 
decline  in  interest  rates  is  making 
further  purchases  of  these  issues 
less  attractive.  But  investors  like 
Paul  have  already  sunk  a  consider- 
able portion  of  their  investment 
capital  into  these  bonds  (75%  in  his 

Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  The  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career  and, 
recently  published  by  McGraw-Hill,  Com- 
puters Made  (Ridiculously)  Easy. 
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ate  report  entitled  "The  Interna- 
ional  Role  of  the  Dollar"  (in  the 
ust-published  book,  Exchange  Rate 
theory,  edited  by  John  Bilson;  the 
National  Bureau  of  Economic  Re- 
iearch/University  of  Chicago  Press, 
>58),  Krugman  disputes  the  widely 
leld  belief  that  the  dollar  has  "gone 
ibout  as  far  as  it  can  go."  He  com- 
>ares  the  world  role  played  early  in 
his  century  by  the  British  pound 
iterling  with  that  presently  played 
>y  the  dollar  and  concludes:  "On 
he  basis  of  these  comparisons, 
here  does  not  seem  to  be  any  rea- 
;on  why  the  dollar  cannot  continue 
:o  be  the  basic  international  money; 
ndeed,  why  it  could  not  expand  its 
ole  to  something  like  that  of  ster- 
ing  at  its  peak." 

In  a  worthwhile  paragraph  that 
leserves  much  wider  circulation, 
:he  author  reminds  us  that  sterling 
■emained  the  first-ranked  currency 
or  half  a  century  after  Britain  had 
:eased  to  be  the  first-ranked  eco- 
lomic  power.  In  other  words,  the 
iollar's  ascendancy  as  world  reserve 
:urrency  has  taken  place  gradually. 
It  has  been  a  secular  trend.  The  dol- 
lar's weakness  in  the  early  1970s 
was  only  a  cyclical  reaction  within 
:his  long  upward  trend  in  the  dol- 
lar's value. 

If  Krugman  is  right,  and  I  suspect 
that  he  is,  the  relative  strength  of 
the  U.S.  economy,  with  all  that  that 
implies  in  the  domestic  and  inter- 
national arenas,  is  likely  to  be  a 
:ontinuing  surprise — one  that  indi- 
vidual investors  certainly  do  not  ex- 
Dect.  They  are  being  unusually  cau- 
tious in  spite  of  all  the  noise  about 
their  returning  to  the  stock  market 
n  droves.  They  will  become  less 
estrained  as  they  come  to  realize 
that  their  fears  about  corporate 
:arnings  and  about  the  dollar  are 
grossly  exaggerated. 

I  am  certainly  not  suggesting  that 
[/ou  buy  blindly.  The  dollar  could 
jihow  some  weakness  (15%  in  the 
lext  12  to  18  months  is  the  best 
tlownside  estimate  from  the  experts 

have  surveyed).  So  could  the  stock 
(narket  in  the  period  just  ahead  (a 
iiumber  of  abrupt  periods  of  profit- 
laking,    or    equally    likely,    side- 

vays — or  "rotating" — corrections, 
is  we  have  been  having  thus  far  in 

985).  However,  overall,  this  is  a 

ear  in  which  it  may  prove  more 
lOstly  for  investors  to  be  out  of  the 

narket  than  in.  ■ 
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Whya 

Dean  Witter  IRA 

just  might  be 

better  than 

money  in  the  bank. 

Dean  Witter  offers  you  dozens  of 

ways  to  maximize  your  IRA  earnings. . . 

many  more  than  any  bank. 

Maybe  you  think  about  your  IRA  only  once  a  year.  For  the 
tax  break  at  tax  time.  And  chances  are,  you  probably  keep 
your  IRA  at  a  bank. 

But  that  could  mean  you're  missing  out  on  lots  of  oppor- 
tunities to  make  your  IRA  grow  faster. 

If  it's  safety  you  want,  a  Dean  Witter  IRA  offers  the  safety 
of  CDs  — just  like  a  bank.  Sometimes,  at  even  higher  rates. 

But  we  also  offer  something  you  can't  find  at  any  bank. 

Freedom  of  choice. 

Which  means  you  can  choose  to  keep  your  money  in  CDs 
and  money  market  funds.  Or  you  can  choose  from  dozens  of 
other  investment  opportunities. 

Like  Ginnie  Mae  trusts  or  zero  coupon  bonds  that  offer 
security  —  but  may  help  you  earn  more  for  your  IRA  money. 

To  learn  more,  talk  to  a  Dean  Witter  Account  Executive  at 
one  of  our  branches. 

Or  stop  by  a  Sears  Financial  Network  Center  in  any  one  of 
300  Sears  stores.  Or  call  the  800  number  below. 

See  why  a  Dean  Witter  IRA  just  might  be  better  than 
money  in  the  bank. 

CALL  1-800-631-7268,  Ext.  224 


r 


Dean  Witter  Reynolds  Inc. 
Client  Information  Services 
P.O.  Box  5061,  Clifton,  NJ  07015 

Please  send  me  your  free  IRA  Investment  Kit. 


^-^  Member  SIPC 
(44)  FOR  3/ 1 1 


1 


Name. 


Address. 
Ciry 


State. 


.Zip. 


1 


J L 


Home  phone 


Business  phone 
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By  David  Dreman 


The  Contrarian 


Are  we  in  a  real  bull  market?  In  my 
opinion,  we  have  been  in  one  since  1975. 


WAKE  UP,  FOLKS 


If  stocks  have  been  in  a  bull  mar- 
ket for  a  decade,  how  come  euphoria 
hasn't  set  in?  Why  is  there  so  much 
skepticism  around?  I  suppose  be- 
cause so  few  people  actually  en- 
joyed the  fruits  of  the  bull  market. 
Only  about  15%  of  the  profession- 
als beat  the  S&P's  500  in  1983-84. 

Yes,  stocks  have  been  a  good 
place  to  be  for  a  decade  now,  but  an 
awful  lot  of  people  missed  out. 
Where  do  we  go  from  here?  My  an- 
swer: more  of  the  same.  The  big  bull 
market  is  far  from  over.  This  is  still 
one  of  the  most  fundamentally  un- 
dervalued markets  I  have  seen — for 
the  following  reasons:  First,  the  en- 
vironment for  business  is  better 
than  it  has  been  in  several  decades. 
Then,  too,  inflation,  one  of  the  most 
destructive  elements  to  stock 
prices,  is  likely  to  increase  at  only  a 
moderate  rate  for  the  foreseeable  fu- 
ture. Corporate  earnings  are  also 
growing  at  a  significantly  faster  rate 
than  they  were  at  the  height  of  the 
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Was  January  the  beginning  of  a  new 
bull  market?  Nonsense.  This  bull 
market  did  not  begin  in  1985  but 
rather  ten  years  earlier,  in  January 
1975.  Look  at  the  accompanying 
chart  and  judge  for  yourself.  As  you 
can  see,  the  S&P's  500  (including 
dividends)  beat  everything  in  sight 
over  the  past  ten  years,  increasing 
14.7%  annually,  or  quadrupling. 

The  stock  market  certainly  best- 
ed bonds,  which  performed  in  their 
usual  ho-hum  fashion,  rising  8.5%  a 
year,  little  better  than  half  the  gain 
in  stocks.  When  adjusted  for  infla- 
tion, fixed-income  returns,  in  real 
terms,  were  small,  and  if  you  add 
the  taxman's  bite,  investors  were 
once  again  deep  in  the  hole,  as  they 
have  been  in  bonds  every  decade  in 
the  postwar  era. 

Did  other  investments  fare  bet- 
ter? The  chart  again  shows  clearly 
not.  Take  the  hard-money  crowd, 
which  sold  millions  of  books  advis- 
ing investors  to  dump  securities  and 
"paper  money"  and  use  the  pro- 
ceeds to  buy  gold,  silver,  base  met- 
als or  commodities.  The  advice 
proved  as  dated  as  their  books.  If 
you  were  not  the  1  in  1,000  who  was 
lucky  enough  to  get  out  at  the  top, 
gold  earned  a  skimpy  4.8%  annual- 
ly, copper  less  than  one-half  of  1%. 

David  Dreman  is  managing  director  of 
Dreman  &  Embry,  Investment  Counsel,  New 
York,  and  author  of  The  New  Contrarian 
Investment  Strategy' 


great  bull  market,  while  the  quality 
of  earnings  is  the  best  in  decades. 

Finally,  in  spite  of  this  rash  of 
positives,  the  market's  P/E  is  near 
the  low  end  of  the  range  over  the 
past  century. 

But  as  so  many  professionals 
learned  at  their  cost  in  the  past  ten 
years,  even  in  a  bull  market,  there 
are  major  pitfalls.  Here  are  two  that 
should  be  avoided.  First,  don't  fall 
into  the  typical  mind-set  and  sell 
too  early.  Major  bull  markets  last 
much  longer  and  move  considerably 
higher  than  most  people  think. 
When  a  market  breaks  out,  the  in- 
clination is  to  take  profits  100  or 
200  points  up,  while  a  real  bull  mar- 
ket can  double,  triple  or  more,  as 
the  chart  demonstrates. 

Second,  if  the  market  looks  good, 
don't  gamble  on  speculative  issues 
and  risk  losing  everything.  Stay 
with  large-capitalization,  low-P/E 
stocks  with  growing  earnings  and 
dividends;  this  is  where  the  big 
gains  are  normally  made. 

Two  companies  that  meet  these 
criteria:  Federated  (56),  one  of  the 
nation's  largest  department  store 
chains,  should  show  an  up  year  in 
1985.  It  trades  at  a  P/E  of  9,  yielding 
4.2%.  Chemical  Bank  (41),  with  for- 
eign problems  improving,  is  still 
trading  at  a  fire-sale  price.  The  stock 
has  a  P/E  of  6  and  yields  5.7%. 

Never  mind,  then,  if  you  slept 
through  the  first  ten  years  of  this 
bull  market.  There  is  still  time  to I 
get  with  it.  ■ 


\\ 


Neither  bonds,  nor  gold,  nor  copper,  nor  . . . 


Here's  how  a  $100,000  investment  made  on  Jan.  1, 1975  and  held  through  1984 
would  have  rewarded  you  in  each  of  six  types  of  investments.  The  S&P's  500 
(that  is  to  say,  stocks)  would  have  outstripped  by  far  any  of  the  other  five. 
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1  HUNT  KANSA 
I  PHEASANTS! 

I  BIG  PIKE  IN/ 
■  GREAT  LAKES/ 
IO  COTTONTAILS 

LD-WEATHER 
LLARDS  P.52 
W  TO  CATCH 
5S  EARLY 

■MOUNT        . 
IITETAILS! 

TACKLE '84 
UBLE  RIFLES: 
NS  TO  BET 
UR  LIFE  ON 
lOY'S 
ST  DEER  P.43 


That's  why 
'JHKflH  Field  &  Stream  is  America's 
umber  One  Sportsman's  Magazine. 


*fact:  Field  &  Stream  — now  in  its 
I  year— is  enjoyed  by  more  people 
i  any  other  outdoor  sportsman's 
qazine  in  America. 

Why?  Because  hunters,  fisher- 
i,  sportsmen  everywhere  know 
month  after  month,  Field  & 
jam  is  right  on  target  with  the  fin- 
jmost  informative,  up-to-the-min- 
larticles  and  features.  Exciting 
ling  you  just  can't  find  anywhere 
.  The  best  from  the  best— to  prac- 
ly  guarantee  you'll  get  the  great- 
Dossible  pleasure  and  satisfaction 
i  your  favorite  outdoor  activity. 

For  example,  "insider"  tips  like 
e  from  the  experts:  Early  Season 
k  Tactics.  Hunting  Whitetails 
in  It's  Warm.  Handling  Problem 
asants.  Shooting  Bonus  Geese, 
ays  To  Catch  Stripers.  Summer 
t  Secrets.  Bass  Fishing  Step  By 
Outwitting  Walleyes. 


Plus  on-target  handling  of  current 
hot  issues:  Conservation.  Sportsmen's 
Rights.  The  Real  Handgun  Issue. 
Energy's  War  on  Wildlife. 

And  in  every  issue,  these  exclu- 
sive Field  &  Stream  features:  An 
updated  regional  guide  to  the  best 
hunting  and  fishing  in  your  area. 
Special  Solunar  Tablesf  a  daily  fore- 
cast of  fish  and  game  feeding  times. 
Regular  columns  on  shooting,  fish- 
ing, camping,  boating— and  more— 
by  recognized  experts  like  Schultz, 
Tapply,  Brister,  Hill  and  Zern. 

But  that's  just  part  of  what  you're 
missing!  So  don't  put  it  off . . .  put  in 
for  a  full  year's  subscription  to  Field 
&  Stream  now,  at  our  lowest  price— 
only  $7.94.  Fill  out  and  mail  the 
coupon . . .  today\ 


Get  FIELD  &  STREAM 
at  the  LOWEST  PRICE! 


Field  Stream 

1255  Portland  Place,  P.O.  Box  2824 
Boulder,  CO  80322 


Mail  to:  Field  &  Stream 

1255  Portland  Place,  P.O.  Box  2824 

Boulder,  CO  80322 

□  Yes!  Please  send  one  year  (12  issues) 
of  Field  &  Stream  for  only  $7.94.  Save 
$13.06  off  single  copy  price  of  $21.00. 
(Basic  annual  subscription  price 
($13.94.) 

□  Send  two  years  (24  issues)  for  only 
$15.88.  (Save  at  the  same  low  rate  per 
copy.) 


□  Bill  me. 


Name. 


□  Payment  enclosed. 


(please  print) 


Address. 
City 


State. 


-Zip. 


First  issue  will  arrive  in  about  five  to  ten 
weeks.  Orders  outside  the  U.S.,  add  $5  per 
year  (12  issues)  for  postage.  Payment  in  U.S. 
funds  must  accompany  foreign  orders. 
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Bean  traders  can  now  choose  one  of  two 
ways  to  take  a  market  position.  Either 
will  let  them  indulge  their  taste  for  risk. 

TAKE  YOUR  PICK 


By  Stanley  W.  Angrist 


The  U.S.  Department  of  Agriculture 
published  its  final  1984-85  soybean 
crop  report  in  late  January,  and  it 
contained  a  little  surprise  for  bean 
traders.  However,  the  bullish  report 
was  diluted  somewhat  by  the  bear- 
ish corn  report.  Utilizing  the  USDA 
supply/demand  estimates,  it  ap- 
pears that  the  carryover  will  be  only 
174  million  bushels,  instead  of  the 
270  million  bushels  envisioned  by 
the  trade. 

These  smaller  numbers  are  caus- 
ing more  attention  than  usual  to  be 
devoted  to  the  southern  hemisphere 
crop.  The  leading  Brazilian  produc- 
ing states  have  been  dry  and  hot  in 
recent  weeks.  Because  weather 
shifts  in  the  bean-producing  states 
can  occur  rapidly,  it  is  impossible  at 
this  writing  to  estimate  the  likeli- 
hood of  weather  damage. 

The  strong  dollar  is  continuing  to 
take  its  toll  on  exports,  which  are 
23%  below  year-ago  levels  and  32% 
below  the  1982-83  marketing-year 
sales.  If  the  dryness  persists  in  Bra- 
zil, an  event  that  would  cause  the 
demand  for  U.S.  beans  to  rise,  our 
bean  exports  could  exceed  the  cur- 
rently estimated  total  of  720  mil- 
lion bushels.  Last  year  exports  were 
740  million  bushels. 

There  are  three  factors  then  that 
could  cause  a  small  rally  in  the  bean 

Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets 


market:  1)  the  reduced  carryover 
stemming  from  the  lower  crop  total 
for  the  year  just  ended;  2)  the  con- 
tinuation of  hot,  dry  weather  in  Bra- 
zil and;  3)  a  weakening  in  the  U.S. 
dollar,  which  would  make  U.S. 
beans  more  attractive  to  overseas 
purchasers. 

Given  my  bias  toward  the  upside 
in  this  market,  I  will  suggest  two 
trading  methods  that  might  produce 
a  profit.  The  first  is  an  old  crop/new 
crop  bull  futures  spread.  The  second 
is  a  slightly  bullish  soybean  option 
spread.  The  futures  trade  involves 


Bean  time! 

July  beans  have  a  pretty  good 
track  record  for  gaining  on  No- 
vember beans  from  midwinter 
into  spring.  The  median  gain  is 
about    $750,    the    median    loss 
about  $425.  The  entry  and  exit 
positions  are  shown  in  cents  per 
bushel  for  July  beans  minus  No- 
vember beans;  the  profit  or  loss 
in  dollars  per  spread. 

Year 

Entry 

Exit 

Profit 

1968 

9.52i 

10.92c 

$     70 

1969 

25.57 

33.52 

397 

1970 

13.10 

10.72 

-119 

1971 

24.38 

10.67 

-685 

1972 

21.47 

36.65 

759 

1973 

67.63 

351.80 

14,208 

1974 

14.30 

10.10 

-210 

1975 

23.30 

12.25 

-552 

1976 

-13.80 

-11.95 

97 

1977 

53.20 

227.70 

8,725 

1978 

14.55 

89.75 

3,760 

1979 

43.15 

15.05 

-1,405 

1980 

-26.30 

-29.55 

-162 

1981 

-19.15 

-25.40 

-312 

1982 

-9.10 

-7.15 

97 

1983 

-7.85 

-23.40 

-777 

1984 

49.45 

128.55 

3,955 

buying  July,  while  selling  the  No- 
vember contract.  Try  to  do  the 
spread  with  July  at  a  premium  of 
less  than  4  cents  to  November.  If 
the  spread  closed  with  July  at  more 
than  an  8-cent  discount  to  Novem- 
ber, exit  the  position.  (That  level  is 
the  lowest  the  spread  has  reached 
this  crop  year.)  I  would  look  for  a 
profit  of  30  cents  ($1,500  per  spread) 
from  my  entry  point.  The  table 
shows  the  results  of  this  spread  over 
the  last  17  years.  Margin  on  this 
spread  is  $250,  with  a  round-turn 
commission  of  about  $40  from  a 
discount  broker. 

Since  I  last  wrote  about  soybeans 
or  its  products,  the  Chicago  Board  of 
Trade  has  introduced  options  on 
soybean  futures  contracts.  The 
strike  prices  are  set  at  integral  mul- 
tiples of  25  cents  per  bushel,  while 
the  premiums  and  the  strike  prices 
are  quoted  in  cents  per  bushel.  Op 
tions  provide  another  alternative  for  • 
risk-takers  in  the  bean  market. 

In  this  case,  I  believe  that  a  bull 
ish  vertical  call  spread  offers  a  rea 
sonable  profit  opportunity  with 
limited  risk.  I  suggest  buying  the 
July  575  call  and  selling  the  July  65C 
call,  with  a  net  debit  of  no  more 
than  30  cents.  Such  a  trade  would 
require  a  trader  to  put  up  the  debit 
amount  of  30  cents  ($1,500).  The 
maximum  profit  is  the  difference 
between  the  strike  price  of  the  op 
tion  bought  (575)  and  the  optior 
sold  (650)  less  the  debit  amount  (3( 
cents).  Thus,  in  this  case,  the  maxi 
mum  profit  is  45  cents,  or  $2,25( 
per  spread.  That  means  that  the  re 
ward-to-risk  ratio  is  1.5.  The  break 
even  point  for  the  spread  is  obtaine< 
by  adding  the  debit  amount  to  th 
strike  price  of  the  option  purchased 
giving  a  downside  break-even  o 
$6.05.  That  is,  if  July  soybeans  are  a 
any  price  above  $6.05  when  the  soy 
bean  options  expire  in  mid-June 
then  the  trade  will  show  a  profit. 

The  commission  on  this  tradi 
would  be  around  $40  for  both  op 
tions  on  a  round-turn  basis  from  , 
discount  broker.  The  advantage  o 
the  option  trade  over  the  future 
trade  is  that  the  risk  is  limited  abso 
lutely  to  the  debit  amount.  On  th 
other  hand,  if  the  trade  is  held  unti 
the  options  expire  and  the  price  c 
beans  is  below  $6.05,  then  all  of  th 
net  debit  premium  ($1,500)  will  b 
lost.  You  pays  your  money  an 
takes  your  choice.  ■ 
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LY  FOR  LESS 


/E  25  -  60%  on  first  class 
il  to  Europe,  Mid-East,  Hawaii, 
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THE  COUPON  BROKER 

S.  Bellaire  #125,  Denver.  CO  80222 
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rst  Class  Airfares 
Anywhere. 

>  buy  and  sell  airline  coupons. 

The  Ryers  Edge 

800-222-5055 
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SLIP  CASES 
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leatherette. 
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three  for  $21.75 
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ARE  YOU 

WALKING  ON 

WATER? 

If  your  shoes  have  paper 
insoles,  you  are.  Farber 
leather  insoles  are  different. 
And  more  comfortable.  Be- 
cause they  absorb  moisture 
from  your  foot  while  it's 
still  in  vapor  form.  Paper 
insoles  can't. 

Order  Farber  leather  in- 
soles now  for/ 
drier,  more 
comfortable 
feet.  Only  $9.95 
per  pair. 

Call  1-800-543-8800 
operator  407. 
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OPPORTUNITY  FOR  EQUITY 
PARTNERS 

Technology  based  small  business  with  pending 
patent  app'ications  and  active  research  pro- 
grams will  arrange  limited  partnerships  funding 
of  products  developed .  Focus  on  market  accep- 
tance will  be  assured  by  product  technical  supe- 
riority. Programs  are  directed  by  a  proven  in- 
dustrial and  research  institute  innovator. 
Contact: 

Athey  Technologies 
P  0.  Drawer  1459.  El  Cerritto,  Ca  94530 
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BE  RECOGNIZED 

In  Boardrooms  and  Club- 
rooms;  By  having  your  com- 
pany name  or  logo  on  a 
quality  product  from 
HAMPTON  HALL,  LTD. 

For  nearly  ten  years 
Hampton  Hall  has  been  a 
leading  supplier  of  tastefully 
designed  ties  and  other 
quality  items  to  Corporations 
and  clubs. 

Please  call  or  write  for  our 
brochure. 

HAMPTON  HALL,  LTD. 

220  Fifth  Avenue 

New  York,  N.Y.  10001 

Suite  903-04 

(212)  685-2440 

(Minimum  order 

150  pieces  per  item) 

Dept.  FB  3 
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13,000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800  327  9630 
In  Flo  call  305  462  2524 


WESTERN  BUSINESS 
OPPORTUNITIES 

Established  businesses  located  west  of  the 

Mississippi  for  sale  by  owners.  Many  owner 

financed.  More  than  500  to  choose  from.  All 

price  ranges  available.  Write  or  call  collect. 

Mr  Toxie  Thomas  (303)  630-8188. 

AFFILIATED  BUSINESS 

CONSULTANTS 

Box  6339,  Dept.  F,  Co.  Spgs..  CO  80934 

No  fee  to  buyer  involved 


MISCELLANEOUS 
FOR  SALE 


BUSINESS  SERVICES 


i  Franchising,   i 

*  Today's  way  to  growth  and 

|  success  for  your  company.  And 

■  Franchise    Developments   Inc.'s   | 
_  consulting  is  where  it    ^_^^  _ 

■  starts.  412/521-4988.  |j| 
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BUSINESS  LISTS 
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Need  a  list  or  Mailing  Labels  for  any  Yellow 

Page  Category  in  U.S.?  Call  (402)  331-7169 

for  our  Tree  catalog  today,  or  write  to: 

American  Business  Lists  Inc. 

P.O.  Box  27347,  Dept.  1225 
Omaha,  Nebraska  68127 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog.  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce.  American 
Gem  Trade  Assn. 

HOUSE  OF  ONYX 

No.  One  Main  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  1-800-626-8352 
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SOFTWARE 

CATALOG 

At  all  Software  City  stores  or  send 

$1.00  to:  Software  City.  Dept.  FB-1, 

1415  Oueen  Anne  Rd.,  Teaneck,  NJ  07666. 
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Champion  International 134 

Charter  Corp 8 

Chase  Manhattan 198 

Chemical  New  York 222 

Chevron 76,  134 

Chicago  Milwaukee 198 

Chieftain  Capital  Management 198 

Chrysler 62 

CIGNA 155 

CIT  Financial 134 

Citicorp 8,  158 

Citisource 8 

Coastal 134 

Coca-Cola 126 

Combined  Properties 72 

Consolidated  Foods 126 

Control  Data 166 

Convex  Computer 166 

Crane 86 

Cray  Research ». 166 

Cross  &  Trecker 201 

Crown  Books 72 

Cuisinart 13 

Dart  Group 72 

Data  General 196 

Digital  Equipment 13,  166 

Walt  Disney  Productions 48,  134 

D.M.  Restaurant 162 

Donaldson,  Lufkin  &  lenrette 201 

Domier  Systems  (W.  Germany) 170 

Drexel  Burnham  Lambert 134 

Dreyfus 198 

Eastern  Air  Lines 158 

Eastman  Kodak 90 

Eaton 66,  172 

Farmers  Insurance  Group 

of  Companies 16 

Federated  Department  Stores 222 

First  Boston 134,  213 

First  Hawaiian 214 

Fleming 75 

Floating  Point  Systems 166 

Ford  Motor 13,62,  112 


Foster  Wheeler 198 

Fox  &  Co 109 

Fuji  Film  (Japan) 90 

Fujitsu  (Japan) 38,  66 

The  Gap  Stores 216 

General  Binding 108 

General  Electric 1 12 

General  Foods 126,  214 

General  Mills 126 

General  Motors 62 

GenRad 66 

Getty  Oil 76 

Goldman,  Sachs 134 

B.F.  Goodrich 155 

Goodyear  Tire  &  Rubber 214 

Grado  Laboratories 117 

Joseph  Grado  Signature  Products 117 

Alexander  Grant 109 

Great  Northern  Nekoosa 12 

Hewlett-Packard 155 

Hitachi  (Japan) 13,  38,  66,  90 

E.F.  Hutton 134,  198 

Hyundai  Heavy  Industries  (S.  Korea) 43 

Illinois  Power 16 

Inco 134,  214 

InterFirst 102 

International  Business 

Machines 13,  108,  134,  166,  214 

Ion  Technology  Services 172 

ITT 134 

IU  International 134,  198 

JVC  (Japan) 90 

Kaneb  Services 43 

Kidder,  Peabody 134 

Kohlberg  Kravis  Roberts  &  Co 134 

Kroger 75 

Kyocera  (Japan) 38 

Lam  Research 66,  112 

Laventhol  &  Horwath 109 

Levi  Strauss 8 

Lincoln  National 155 

Linear  Technology 112 

Lyric 16 

Marshall  &.  Ilsley 214 

Martin  Marietta 44,  134 

May  Department  Stores 72 

McDermott  International 94 

MCI  Communications 38,  182 

Medstone  International 170 

Mentor  Graphics 112 

Mercantile  Bancorp 8 

Merrill  Lynch 134,  158,213 

Mesa  Petroleum 134 

Metromedia 134 

MGM/UA 48 

Minnesota  Mining  &  Manufacturing 90 

Mobil 134 

Morgan  Stanley 134 

Mori  Seiki  (Japan) 201 

Nabisco  Brands 186 

National  Semiconductor 66 

National  Video 48 

NEC  (Japan) 38,  66 

Nestle  (Switzerland) 134 

A.C.  Nielsen 90 

Nippon  Kogaku  (Japan) 66 

Nippon  Telegraph  &.  Telephone  (Japan) 38 

Northern  Indiana  Public  Service 16 

Nynex 182 

Ocean  Drilling  &  Exploration 43 

Okuma  (Japan) 201 

Owens-Corning  Fiberglas 40 

Pacific  Horizon  Funds 198 

Pan  American  World  Airways 158 

Pannell  Kerr  Forster 109 

Park  Avenue  Funds 198 


Peat,  Marwick,  Mitchell 10 

PepsiCo 126,  18 

J.C  Penney 6 

Petra  International 10 

Philips  N.V.  (Netherlands) 1 

Phillips  Harborplace 16 

Phillips  Petroleum 134,  IS 

Pioneer  Electronic  (Japan) 1 

Polaroid 1C 

PPG  Industries 4 

Procter  &  Gamble 186,  21 

Prudential  Insurance IS 

RCA 13,  15 

Republic  Airlines S 

Republic  Bancorporation 1C 

Republic  Bank  &  Trust 1G: 

Republic  Financial 1C 

Republic  National  Bank 

of  New  York 

Republic  Trust  &  Savings Hi 

Rollins  Environmental  Services 186,  1! 

L.F.  Rothschild,  Unterberg,  Towbin 1! 

Royal  Crown 11 

Royal  Dutch/Shell  (U.K., 

Netherlands) 

Salomon  Brothers 134,  2 

Satellite  Business  Systems II 

Scientific  Computer  Systems li 

Sears,  Roebuck 

Security  Pacific  Bank 1 

Shure  Brothers 1 

Skadden,  Arps,  Slate, 

Meagher  &  Flom 1 

Sloate,  Weissman,  Murray  &  Co 1 

Sony  (Japan) 13,  38, 

Soo  Railroad  (Canada) 

Southwestern  Bell 1 

Sovran  Financial 2 

Stone  Container 

Suburban  Bancorp 2 

Sumitomo  (Japan) 

Super  Food  Services 

SuperValu 

Takeda  Rikan  (Japan) 

Tandy 62,1 

Tavern  on  the  Green 1 

TDK  (Japan) 

Teledyne 1 

TEL-Varian  (Japan) 

Tenneco 

Texaco 134,  1 

Thorn  EMI  (U.K.) 48,  1 

Thorn  EMI/HBO  Home  Video 

Thrifty  

Time 


; 


i 


Tokyo  Electron  (Japan) 

Toyota  Motor  (Japan) 

Trak  Auto 

Transamerica  Occidental 

Travelers 

The  "21"  Club 

Union  Carbide 

United  States  Steel 16, 

United  Technologies 

Unocal 

U.S.  Surgical  

US  West 

Varian  Associates 66, 

Waste  Management 186, 

Wetterau 

Wherehouse  Entertainment 

Windows  on  the  World 

Yamazaki  (Japan) 

Zehnder's  of  Frankenmuth 

Zenith  Electronics 

Zondervan 


It 


hi, 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

izty  years  ago  in  Forbes 

cm  the  issue  of  March  15,  1925) 

s  the  seven-day  workweek  right  or 
rong,  commendable  or  condem- 
ble?  The  power  of  public  opinion 
:S  stopped  it  in  most  industries.  The 
;el  industry  held  out  stubbornly  but 
lally  had  to  abolish  this  un-Ameri- 
n  evil.  The  railroads,  however,  have 
it  taken  warning.  Many  of  their  em- 
oyees  still  work  seven  days  a  week 
d  every  week  of  the  year.  .  .  ." 


r  the  wealthy  few:  a  1925  Cadillac  ad 

ill  the  track  forces  of  the  Pennsylva- 
a  Railroad  are  now  being  motorized, 
fteen  hundred  handcars  have  been 
placed  by  1,000  motor  cars  for  use 
i  the  tracks.  Each  section  gang  can 
this  way  take  care  of  more  mileage, 
irger  gangs  can  be  taken  quickly  to  a 
[>uble  spot,  if  that  is  required.  The 
en  get  to  work  in  fresher  condition 
an  after  pumping  a  handcar  against 
verse  wind  or  grades.  ..." 

ifty  years  ago 

om  the  issue  of  March  15,  1935) 

i  pointed  commentary  on  U.S. 
eel's  proposed  abandonment  of  its 
ofit-sharing  plan  is  contained  in  the 
ational  Industrial  Conference 
card's  new  report  on  profit-sharing 
ins  in  general.  A  study  of  methods 
d  results  in  76  companies,  it  reveals 
at  the  purpose  of  the  plan  is  all- 
iportant.  Mortality  rate  is  high  in 
'ofit-sharing  plans  whose  purpose  is 
j  improve  morale  (they  aren't  effec- 
re)  and  to  stimulate  wage  earners' 
iciency  (the  ordinary  workman  is 
d  far  down  the  line  for  improvement 

his  work  to  show  up  perceptibly  in 
i  share  of  profits) .  But  plans  designed 

stimulate  thrift  and  to  provide  a 
nus  above  a  fixed  wage  have  stood 
1 1  test  of  survival;  and  profit-sharing 


plans  to  stimulate  efficiency  among 
executives  also  have  been  successful, 
since  the  executive's  return  is  in  much 
closer  relation  with  his  effectiveness 
than  the  ordinary  employee's." 

"Kroger  Grocery  &  Baking  Co.  has 

organized  a  research  staff  made  up  of 
nearly  800  representative  consumers 
to  provide  a  cross-section  of  its  cus- 
tomers' tastes  and  reactions.  At  least 
once  a  month,  the  mail  brings  to  each 
cooperating  housewife  a  carton  con- 
taining two  samples  of  the  same  com- 
modity, each  of  a  different  make  but 
both  stripped  of  all  brand  identifica- 
tions. The  carton  may,  for  example, 
hold  cake  flour.  The  housewife  makes 
a  cake  with  each  sample,  then  reports 
results  and  her  preference  for  one  or 
the  other  to  the  company." 

Twenty-five  years  ago 

(From  the  issue  of  March  15,  1960) 

"Reporting  on  1959,  President  Her- 
bert P.  Buetow  announced  3M's  20th 
consecutive  year  of  increased  sales, 
its  14th  (with  one  exception)  regular 
peak  in  earnings.  For  stockholders, 
there  was  still  another  blessing:  a  3- 
for-1  stock  split,  which  will  increase 
3M's  capitalization  to  51.2  million 
shares.  That  in  itself  will  give  the 
company  something  of  a  unique  dis- 
tinction among  U.S.  corporations:  one 
share  outstanding  for  each  $7.40  of 
total  assets." 


3M  President  Buetou  >  (r)  and  VP  Sampir 

"In  January  the  compacts  made  up 
21.7%  of  the  689,000  cars  turned  out 
by  U.S.  factories.  In  February  the  per- 
centage rose  to  23.6%.  The  February 
leader:  Rambler,  with  43,100  cars. 
The  others:  Ford's  Falcon,  40,500; 
Chevrolet's  Corvair,  32,200; 

Chrysler's  Valiant,  24,400;  Studebak- 
er's  Lark,  12,900." 


"In  January  and  February,  slightly 
less  than  125  million  shares  changed 
hands  on  the  Big  Board.  This  repre- 
sented a  16.5%  drop  in  volume  from 
the  same  period  in  1959  [and]  an  even 
sharper  decline  in  commissions." 

Ten  years  ago 

(From  the  issue  of  March  15,  1975) 


GF.'s  lively  Chairman  Reginald  Jones 

"[Reginald]  Jones  finally  scored  the 
win  [to  become  GE  chairman]  by  the 
way  he  pulled  GE  out  of  the  computer 
business.  Jones  headed  up  a  high-level 
team  that  figured  GE  would  have  to 
spend  at  least  $500  million  more  to 
stay  in  computers,  and  even  then 
might  not  chip  away  enough  of  IBM's 
market  share  to  get  its  money  back. 
Jones  persuaded  [then  chairman] 
Borch  that  the  business  should  be 
sold.  Then  he  found  the  buyer — Hon- 
eywell. Single-handedly  he  negotiated 
the  tricky  financial  and  antitrust  hur- 
dles to  complete  the  deal." 

"Everyone  is  aware  that  the  nation's 
banks  have  a  huge  multibillion-dollar 
exposure  in  real  estate  investment 
trust  loans  and  commitments  they 
made  in  palmier  days.  Now  Kenneth 
D.  Campbell,  a  longtime  observer  of 
the  construction  and  REIT  industry 
.  .  .  has  compiled  the  numbers  that 
show  which  banks  face  the  greatest 
risks.  .  .  . 

"Listing  15  large  REITs,  [Campbell) 
shows  that  the  nine  largest  banks  have 
made  revolving  credit  loans  for  half  of 
the  $3.9  billion  total,  or  almost  $2 
billion.  New  York's  Citicorp  had  the 
largest  'revolver'  commitment,  $314 
million,  closely  followed  by  Chase 
Manhattan  withalmost  $300  million." 
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Important  work  is  seldom 
done  when  one  is  feeling 
important. 
William  Feather 


Confidence  is  that  feeling 
by  which  the  mind  embarks 
on  great  and  honorable 
courses  with  a  sure  hope 
and  trust  in  itself. 
Cicero 


All  the  scholastic  scaffolding 
falls,  as  a  ruined  edifice, 
before  a  single  word:  faith. 
Napoleon 


Humility  is  not  a  weak  and 
timid  quality;  it  must  be 
carefully  distinguished 
from  a  groveling  spirit. 
There  is  such  a  thing  as  an 
honest  pride  and  self-respect. 
Edwin  H.  Chapin 


Nothing  sets  a  person 
so  much  out  of  the  devil's 
reach  as  humility. 
Jonathan  Edwards 


Faith  is  one  of  the  forces 
by  which  men  live;  and  the 
total  absence  of  it  means 
collapse. 
William  James 


It  is  not  to  be  imagined 
by  how  many  different  ways 
vanity  defeats  its  own  purpose. 
Lord  Chesterfield 


The  best  things  in  life 
must  come  by  effort  from 
within  and  not  by  gifts 
from  the  outside. 
Fred  Corson 


The  things  that  really  made 
me  miss  my  train  were  soft, 
silky,  pleasant,  pretty  things 
of  which  I  was  not  the 
least  afraid. 
Elbert  Hubbard 


Thoughts 

on  the  Business  of  Life 


Pity  the  human  being  who  is 
not  able  to  connect  faith 
within  himself  with  the  infinite. 
He  who  has  no  faith  has  ego — 
ego  swollen  to  the  nth  degree. 
And  that  never  has  a  happy 
ending.  He  who  has  faith  has 
also  humility.  He  has  an 
inward  reservoir  of  courage, 
hope,  confidence,  calmness, 
and  assuring  trust  that  all 
will  come  out  well — even  though 
to  the  ivor Id  it  may  appear 
to  come  out  most  badly. 
B.C.  Forbes 


I  believe  the  first  test  of 

a  truly  great  man  is  humility. 

John  Ruskin 


Humility  is  not  renunciation 
of  pride  but  the  substitution 
of  one  pride  for  another. 
Eric  Hopfer 


Courage  is  the  first  of 
human  qualities  because  it 
is  the  quality  which 
guarantees  all  others. 
Winston  Churchill 


I  begin  to  understand  that 
the  promises  of  the  world 
are,  for  the  most  part,  vain 
phantoms,  and  that  to  have 
faith  in  oneself  and  become 
something  of  worth  and  value 
is  the  best  and  safest  course. 
Michelangelo 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


No  man  can  climb  out  beyond 
the  limitations  of  his 
own  character. 
Robespierre 


Let  a  man  know  his  worth,  and 
keep  things  under  his  feet. 
Ralph  Waldo  Emerson 


An  ass  may  bray  a  good 
while  before  he  shakes 
the  stars  down. 
George  Eliot 


Sometimes  it  is  more 
important  to  discover 
what  you  cannot  do,  than 
what  you  can  do. 
Lin  Yutang 


He  who  does  not  know  where  het 
is  heading  will  go  farthest. 
Chinese  proverb 


A  Text . . . 

Depart  from  evil,  and 
do  good;  and  dwell 
for  evermore. 
Psalms  37:27 


Sent  in  by  Alyce  Adams,  Huntington  Harb^ 
Calif.  What's  your  favorite  text?  The  Fori 
Scrapbook  of  Thoughts  on  the  Business 
Life  is  presented  to  senders  of  texts  used. 


An  egotist  is  not  one  who 
thinks  so  much  of  himself 
as  so  little  of  others. 
Herman  L.  Wayland 


A  man  must  regard  himself 
and  his  activity  as  important 
if  he  wants  to  get  joy  out 
of  life.  How,  then,  can  he 
guard  himself  against  pride 
and  presumptuousness?  By 
regarding  everyone  else 
as  equally  important. 
Hans  Margolius 
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Announcer  voice-over 
THE  HUMAN  STORY  OF  TODAYS 
NETWORK  EXECUTIVES  AS  BLOOD 
PRESSURES  RISE  AND  NIELSEN 
RATINGS  FALL. 


Executives  1,  2  and  3 

at  boardroom  table 

EXEC  2:  EVERYBODY  SAYS  WE'RE 

FINISHED,  THAT  WE  CAN'T  CUT  IT 

NO  MORE.  WE  GOTTA  DO  SOMETHING! 


Cut  to  executive  1 
LET  'EM  BELIEVE  WHAT  THEY  WANT. 
WE  STILL  HAVE  A  REAL  SWEET  THING 
GOING  HERE. 


> 


Cut  to  executive  2 
YOURE  WRONG,  TURKEY!  THE 
ADVERTISERS  KEEP  MAKING 
NOISES  ABOUT  DESERTING  US. 
THEYRE  GETTING  OUT  OF  LINE. 


Cut  to  executive  3 
HE'S  RIGHT.  ALL  THOSE  STUPID  SUITS 
ON  MADISON  AVENUE.  WE  HAVE  TO 
PUT  THEM  IN  THEIR  PLACE. 


Medium  shot  of  Executives  1,  2  and  3 
EXEC  1:  NOW  DONT  WORRY,  DARLING. 
THIS  REQUIRES  FINESSE.  WE'LL 
DAZZLE  THEM  WITH  DEMOGRAPHICS. 


A^l 


Cut  to  Executive  3 
'nnneaiim?  with  delight) 


010*76 


m  in 

0L0V6 


3T71 


(  D 


AL. 

'.V 


Cut  to  door  as  messenger  enters 
MESSENGER:  OVERNIGHTS! 

"  IT  ANOTHER  SHARE 


V3  awvoNi-iana 

0V0H     3S0HWlad    08* 


Cut  to  Executive  1 
MERCY  ME.  WELL,  WE  MAY  NOT  BE 
THE  ONLY  GAME  IN  TOWN,  BUT  BY 
GOLLY,  WE'RE  STILL  THE  BEST  GAME 
IN  TOWN. 
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A  Transamerica  Company 

C  1985  Budget  Rent  a  Car  Corporation  Chicago.  Ill  1 


rentacar 


£    9 


PLAY  YOUR  CARDS  RIGHT  AND 
GET  A  LINCOLN  FROM  BUDGET  FOR 


Show  us  any  of  the  above  cards  and  you'll  drive  away  in  a  full-size  Lincoln  for  just  $39.95  a  day. 

Budget  has  more  Lincolns  than  Hertz,  Avis  and  National  combined.  So  it's  easy  for 
you  to  get  a  Lincoln  for  the  same  low  price  our  own  corporate 
customers  pay. 

For  reservations  and  information,  see  the  Yellow  Pages, 
call  your  travel  consultant,  or  call  Budget  toll-free: 

800-527-0700 

Rate  at  Newark,  JFK  ami  l.aGuardia  airports  is  (49.96.  Offer  of 
$39.95  available  at  most  other  major  airports  except  the  following: 
Little  Rock,  AK;  Phoenix.  AZ.  Ft.  Wayne.  IN;  Jackson,  MS;  Syra- 
cuse. MY;  Corpus  Christi,  TX;  Richmond,  VA.  Offer  not  available  in 
New  York  City.  Car  must  be  returned  to  renting  location.  Gas.  taxes 
and  optional  coverages  additional.  Rate  includes  unlimited  mileage. 
Offer  not  available  with  any  other  discount  or  promotion.  Normal 
rental  requirements  apply. 


Sears 


Use  yow  Seats  credit  card  at  autho- 
rized distribution  centers  located  in 
most  Budgel  otlices  For  reservations 
call  toil  free  800  527  0770 


You  get  more  than  just  a  car  at  Budget. 


Windmills 


The  Dutch.  Leaders  in  Innovative 
Technology  Then  and  Now. 


Whether  capturing  energy  from  the  winds,  or 
transmitting  signals  across  the  globe,  the  Dutch 
have  always  mastered  new  technologies. 


Highly  productive.  Resourceful.  Educated. 
Multilingual.  And  located  Right  in  the  Center  of 
the  $3  trillion  European  market.  The  Dutch. 

Put  your  company  T3  -gfyt-kf- 

Right  in  the  Center.  or ir  f-l^^ 

The  Netherlands.  r*s  JJLjHp 

The  Netherlands 

Netherlands  Industrial  Commission 
One  Rockefeller  Plaza 
New  York,  New  York  10020 
(212)  246-1434 





WMlllMlirr 


The  DefenseTha 
Never  Rests. 


v 

I  c 


'he  Creek  word  for  shield  is  "Aegis"  And  that's  exactly  what  RCA  gave 
cruiser  in  this  picture.  A  shield  that  can  protect  an  entire  fleet. 
In  fact,  the  AEGIS  Combat  System  which  RCA  designed  for  the  U.S.  Navy 
can  simultaneously  track  hundreds  of  aircraft  and  missiles  while  it  maintains  continue 
surveillance  of  anything  that  moves  on  or  above  the  water. 

This  makes  AEGIS  the  most  advanced  missile  and  air  defense  system  on  tl 
high  seas.  And  it  makes  RCA  the  first  company,  ever,  to  be  given  total  responsibility 
the  development  of  a  complete  shipbome  combat  system. 


- 


\**" 


^ST*** 


bday,  two  cruisers,  USS  Ticonderogo  and  USS  Yorktown,  patrol  the  seos 
with  AEGIS.  But  soon,  they'll  hove  o  lot  of  compony.  RCA  is  already  at  work 
II  additional  ships'  systems. 

Which  should  come  as  no  surprise.  RCA  is  constantly  involved  in  vital  electronic 
J  communications  work  for  the  armed  forces. 

I\  A  I  ere  designing  and  building  test  equipment  for  Army 
V  Vtanks  and  vehicles  so  the  Army  can  maintain  a  higher 
e  of  readiness. 

RCA  is  also  under  contract  with  the  Air  Force  for  the  Ground 
ve  Emergency  Network  (GWEN),  which  will  provide  survivable  communications 
)ughout  the  United  States  in  case  of  a  national  emergency. 

~  o  not  only  does  the  defense  never  rest,  neither  do  we.  If  you'd  like  to 
find  out  more  about  what  we're  working  on,  just  write  for  "This  Is  RCA',' 
).  Box  91404,  Indianapolis,  Ind.  46291 

After  you  read  it,  you'll  know  why  in  electronics,  communications  and  enter- 
lment,  RCA  is  one  of  a  kind. 
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The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  page  282. 
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International 


Companies 


39     General  Motors:  Roger  Smith  Answers  The  Cynics 

"What  are  we  going  to  do?  Sit  there?" 

66     SmithKline  Beckman 

A  little  problem  with  the  ulcer  drug  of  choice. 

74    Verbatim  Corp. 

Attention,  K  mart  floppy  disk  shoppers. 

82    Kellogg  Co. 

Why  did  it  burden  its  balance  sheet  with  S500  million  in 
debt  to  buy  in  20%  of  its  stock? 

90    Bell  Atlantic  Corp. 

The  most  aggressive  acquisitor  among  the  Bell  operating 
companies. 

94    Amway  Corp. 

"I  need  your  help,  folks.  We  must  clean  it  up." 

191     The  Up  &  Comers 

Prab  Robots;  "TCBY  Yogurt! ! ";  Lewis  Galoob  Toys;  Con- 
quest Exploration. 

210    Guess?,  Inc. 

The  story  of  a  hot  little  jeans  company  and  its  partner. 

Education 

38    A  Conversation  With  William  J.  Bennett 

More  plain  talk  from  the  new  Education  Secretary. 


42    Mexico:  With  Friends  Like  These  . . . 

Is  it  really  the  left  that  blocks  the  government's  drive  for 
foreign  investment?  Or  Mexican  businessmen? 

44     Great  Britain:  Attention,  Contrarians 

"You  can  only  go  down  so  far,"  says  a  burly  Liverpudlian. 
Amid  bad  portents,  some  healthy  signs  as  well. 


Labor 


54     The  Teamsters  Union 

It's  not  as  big  as  it  used  to  be,  or  as  noisy,  and  its  new 
president  says,  "The  pencil  has  replaced  the  baseball  bat." 


Industries 


102    Real  Estate:  "Going  Once  ..." 

Before  you  buy  a  time-share  condo,  talk  to  Mario  Piatelli. 

148     Railroads:  "We're  Just  Doing  The  Lord's  Work" 

The  shameful  story  of  the  drive  to  re-regulate. 

180    Real  Estate:  Bernard  Mendik  And  Martin  Raynes 

Shooting  for  $400  million  on  an  outlay  of  $50  million. 


Marketing 


216     Cover  Story:  Still  The  Strongest  Game  In  Town 

Sure,  there  are  16  million  VCRs,  37  million  cable  house- 
holds and  a  million  satellite  dishes.  But  the  networks  are 
not  about  to  fade  away.  Here's  why. 


Departments 

Money  &  Investments 

33     What's  Ahead  For 

Columnists 

6    Side  Lines 

271 

Ben  Weberman 

8    Trends 

Business 

272 

Susan  Lee 

12    Follow-Through 

34    The  Forbes  Index 

274 

Ann  C.  Brown 

16    Readers  Say 

251     The  Forbes  /Wilshire 

276 

Kenneth  L.  Fisher 

25     Fact  and  Comment 

5000  Review 

278 

Srully  Blotnick 

28    Other  Comments 

280 

Stanley  W.  Angrist 

31     Fact  and  Comment  II 

281 

Ashby  Bladen 

283     Flashbacks 

284    Thoughts 
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Cities 


132    Marfa,  Tex. 

West  of  the  Pecos  is  Cattle  Country  USA,  but  the  ranch- 
ers talk  about  everything  but  cattle. 


On  The  Docket 


145     Corporate  Vigilantes 

Has  your  competitor  just  won  the  bidding  for  a  hard- 
fought  acquisition?  Why  not  sue  for  antitrust? 


As  I  See  It 


70     Economist  Steven  R.  Malin 

The  upswing  in  productivity,  he  says,  should  continue. 


Wall  Street 


41     N.  Norman  Muller:  Boone  Pickens  He  Isn't 

In  the  trenches  with  a  small-time  takeover  artist. 

129    Numbers  Game:  Consider  The  Possibilities 

This  timber  partnership  is  no  ordinary  deal. 

154     Computerized  Alchemy 

Making  those  high  junk  bond  yields  safer. 

254     The  Streetwalker 

Keystone  Medical;  Santa  Fe  Southern  Pacific;  Walbar; 
LeaRonal;  Optical  Coating  Laboratory. 

258  The  Funds:  Tax-Deferred  Annuities 

A  good  investment  (for  some)  that  got  a  bad  name. 

259  Out  Of  Sight  Stocks 

Ever  see  a  P/E  of  200? 

264     Statistical  Spotlight:  Spinoffs 

Thirty-one  spinoffs  and  how  they  have  fared. 


Taxing  Matters 


147     The  Xenophobia  Form 

The  IRS  has  decided  that  all  real  estate  sellers  are  foreign 
until  proven  innocent.  Also:  Butt  out,  New  York  City. 


Technology 


222     "If  Horses  Won't  Eat  It,  I  Won't  Play  On  It" 

Thus  spake  Richie  Allen  of  artificial  turf.  Alas,  history 
was  not  on  his  side.  Also:  Does  weight  lifting  do  anything 
for  your  health?  And  computer  time-sharing  survives. 


Personal  Affairs 


232    Indy  Driving  101 

Yes,  there  are  driving  schools  that  will  teach  you 
lOOmph  techniques  in  a  Formula  Ford.  There's  even  one 
that  specializes  in  ice  and  snow.  Also:  Bank  mutual 
funds,  Glass-Steagall  or  no. 


Careers 


238     The  Talent  Search 

Forbes    makes    the    campus    rounds    with    corporate 
recruiter  Mike  Tucci. 


Faces  Behind  the  Figures 


242  Dan  Colussy,  UNC  Resources 

242  Roger  Milliken,  Milliken  &  Co. 

243  Louis  Gerstner,  American  Express 

246  Edgar  Kaiser  Jr.,  Bank  of  British  Columbia 

247  Joe  Robbie,  Miami  Dolphins 
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Familiar  faces 
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Larry  Hagman  of 
Dallas,  CBS 


Joan  Collins  of 
Dynasty,  ABC 


Mr.  T  of  The 
A-Team,  NBC 


Are  the  faces  on  this  page — and  on  the  cover — familiar?  To  most 
Americans,  yes.  The  cover  illustration  on  this  issue  mimics  a 
TV  storyboard — those  sketches  used  by  advertising  agencies  to 
convey  to  clients  the  visual  impact  of  proposed  commercials. 
Why  did  we  use  J.R.  of  Dallas,  Alexis  oi  Dynasty  and  BA.  Baracus 
of  Tlje  A-Team7.  Because  our  cover  article  is  about  network 
profitability,  and  the  three  characters  represent  leading  shows 
on  each  of  the  three  networks.  To  ensure  authenticity  in  the 
drawings,  we  had  them  done  by  Gem  Studio  Inc.,  whose  real-life 
business  is  preparing  storyboards  for  TV  and  advertising  people. 
"Still  the  strongest  game  in  town,"  by  Kelly  Walker  and  Ste- 
phen Kindel,  starts  on  page  216. 

Cherchez  the  green 

Follow  the  money,  they  say,  if  you  want  to  know  what  really 
happened.  The  Mexican  government  ignored  protests  from  left- 
ists and  imposed  austerity  on  its  people,  but  then  seemed  to 
cave  in  to  the  same  leftists  and  rejected  an  attractive  offer  by 
IBM  to  expand  IBM's  computer  manufacturing  in  Mexico.  Why 
the  political  inconsistency?  Alan  M.  Field,  our  Southwestern 
Bureau  Manager,  discovered  the  answer — simply  by  following 
the  money.  Story,  "Protecting  the  rich,"  starts  on  page  42. 

Dog  show 

You  hear  a  lot  about  how  useful  computers  can  be  in  helping 
pick  good  stocks.  We  did  a  switch.  Senior  Editor  Steve  Kichen 
used  one  of  our  editorial  microcomputers  to  scan  the  universe  of 
stocks  and  pick  out  some  of  the  worst  dogs — stocks  that  seemed 
outrageously  overpriced.  We  culled  the  canines,  put  in  addition- 
al research  by  reporter  Robert  McGough  and  produced  "Dog 
stocks,"  which  begins  on  page  259. 

The  mote  and  the  beam 

There's  been  a  minor  fuss  recently  over  the  propriety  of  journal- 
ists' using  negative  information  on  a  company  if  the  dope  comes 
from  people  who  are  short  the  stock.  We  are  told  such  informa- 
tion is  dangerous  because  the  informants  have  an  ulterior  mo- 
tive. As  far  as  Forbes  is  concerned,  the  argument  is  phony.  Of 
course,  the  shorts  have  an  ulterior  motive  in  tipping  reporters  to 
bad  news,  but  any  newsperson  worth  his  or  her  paycheck  will 
verify  the  information  independently  and  will  do  a  story  only  if 
the  information  checks  out.  If  it  does  check  out,  are  we  sup- 
posed to  withhold  the  bad  news  simply  because  some  individ- 
uals will  gain  from  the  publication?  That's  kind  of  like  arguing 
we  should  avoid  printing  good  news  about  a  company  because 
doing  so  might  profit  people  who  are  already  long  the  stock.  See 
The  Streetwalker,  page  254. 
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How  to  keei 


muiLaiicvjuoij   view  iniui  iiiatiui 

On 


Today's  business  executives  have  a  lot  of  details  on  their  minds.  That's  why 
every  Smart  Desk  should  have  an  IBM  3270  Personal  Computer. 

The  screen  of  the  3270  PC  can  be  divided  into  several  windows.  So  you  can 
simultaneously  view  information  from  a  variety  of  sources,  including  data  fron 

one  or  more  host  computers 
In  the  blue  window,  you  ( 
look  over  the  day's  agenda  p 
refer  to  a  menu  of  function  1 
to  simplify  routine  operation 
For  example,  if  you  want  to  review  sales  figures  before  today's  meetings,  jus 
call  up  a  handy  spreadsheet  in  the  yellow  window.  Then,  to  view  a  three-year 
quarterly  summary  in  a  third  window,  call  up  a  bar  graph 
from  your  host  computer.  And  to  jot  down  reminders,  use 
one  of  the  two  electronic  notepads. 

These  multiple  windows  are  available  in  eight  colors.  They 
are  ideal  for  cross  referencing  account  records,  inventory  files, 
even  your  company's  investment  portfolio.  Any  window  can  be 
viewed  full  screen  for  detailed  analysis.  Or  sized  and  moved  to 
any  area  of  the  screen.  So  you  can  have  control  over  the  little 
details  and  not  lose  sight  of  the  big  picture. 

And  the  3270  PC  is  backed  by  IBM's  commitment  to  service 


r 


IBM  3-25 

DRM.Dept.KO/7 

400  Parson's  Pond  Drive 

Franklin  Lakes,  NJ  07417 

□  Please  send  me  literature  on  die  IBM  3270  Personal 
Computer. 

□  Please  have  an  IBM  marketing  representative  contact  me. 
Name __ 


Title 


.  Phone_ 


"1   and  support— another 
important  point  to  keep 
in  mind. 

If  you  want  to  receive 
literature,  call  1 800 
IBM-2468,  Ext.  7  or 
send  in  this  coupon. 


Company. 
Address 


Citv_ 


L. 


.  State- 


Zip. 


The  Smart  Desk  from  IBM 


posed  sale- -85%  to  the  Norfolk 
Southern  for  $12  billion  and  15%  to 
Conrail  employees  for  $375  million — 
goes  next  to  Congress.  If  approved, 
then  it  will  be  R.I. P..  US.  Railway 
Association — and  the  other  $4  8  bil- 
lion taxpayers  have  put  into  Conrail 

King  Coal  goes  to  sea 

Coal  exports  looked  like  the  light  at 
the  end  of  the  mine  shaft  for  the  ailing 
industry  a  few  years  back.  With  labor 
problems  in  Australia  and  Poland, 
outbound  shipments  of  American 
coal,  despite  a  price  of  $55  a  ton,  rose 
from  57.4  million  short  tons  a  year  in 
the  1970s  to  103.5  million  from  1980 
through  1982.  Even  when  the  Austra- 
lian and  Polish  miners  quieted  down, 
exports  leveled  off  at  a  hefty  77.8  mil- 
lion tons  in  1983.  To  maintain  mo- 
mentum, coal  exporters  hoped  to 
deepen  key  harbors,  and  thus  allow 
larger  vessels  and  lower  shipping 
costs.  Dredging  Hampton  Roads,  Bal- 
timore, New  Orleans  and  Mobile 
would  have  cost  $1.7  billion;  higher 
user  fees  would  have  covered  that. 
Congress  was  considering  the  idea, 
since  export  coal  prices  were  deregu- 
lated in  1983  and  deeper  ports  might 
soften  expected  price  increases  and 
underscore  U.S.  intent  to  export 
(Forbes,  Trends,  Nov  7,  1983). 

Coal  export  prices  since  then  have 
softened,  to  $52.16  a  ton  in  1983  and 
$50.71  last  year.  The  strength  of  the 
dollar  against  foreign  currencies, 
however  has  more  than  wiped  out 
price  gains  for  overseas  buyers.  Ex- 
ports did  recover  last  year,  to  81.5 
million  tons,  but  the  Energy  Informa- 
tion Administration  attributes  that  to 
short-term  buying  in  Canada.  And 
other  importers,  it  says,  may  have 
stocked  up  on  U.S.  coal  in  anticipa- 
tion of  a  United  Mine  Workers  strike 
that  never  came  off. 

Coal  shippers  meanwhile  have  dis- 
covered one  stopgap  for  deeper  ports,  a 
process  called  'topping  off."  Deep- 
draft.  120,000-ton  ships  now  come  di- 
rectly to  the  docks,  load  80,000  tons 
of  coal,  then  move  out  to  deeper  wa- 
ter, where  barges  haul  out  the  remain- 
ing 40,000  tons  for  a  full  load. 

The  idea  of  deeper  ports  is  still 
afloat  in  Congress,  but  seems  likely  to 
sink  for  now.  No  one  wants  to  seek 
billions  for  them  at  a  time  of  $200 
billion  deficits.  No  surprise,  then, 
that  the  EIA  has  trimmed  export  esti- 
mates to  only  71  million  tons  for  this 
year.  By  1990  that  should  be  91  mil- 
lion and  by  1995,  106  million.  Two 
years  ago  the  EIA  expected  exports  of 
144  million  tons  a  year  by  1990. 
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Fly  Concorde  Free. 
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Almost  everyone  has  wanted 
to  travel  on  the  superliner  QE2 
and  the  supersonic  Concorde. 
Now  you  can  experience  both 
for  half  the  cost  of  buying 
them  separately  Sail  QE2  one 
way  5  days  to  Europe,  fly 
Concorde  the  other.  Concorde 
is  free  in  First  Class  for  parties  of 
6,  or  only  $549  additional  if 
you're  traveling  with  less  than 
6.  Prices  from  $1,295  to  $6,850. 


See  your  travel  agent  for  other 
SuperEurope  savings  or  call 
Cunard  in  N.Y  at  (232)  661-7777 
or  from  elsewhere  800-221-4770. 

Rates  are  per  person,  double  occupancy 
Concorde  offer  is  on  specially  reserved 
BA  flights.  Parties  of  six  or  more  sailing 
Transatlantic  Class  pay  $275  per  person 
extra  for  Concorde. 


/^Vjeen 
Vjr-'Liz/ 

/^«H    Brit 


JZABETH  Z 

British  Registry 


CUNARD 


l  CUNARD  1985 


We  can  give  AT&T 

something  to  call 

home  aoout 


AT&T  knows  the  value  of  making 
the  right  connections.  And  in  a  short 
time  it  can  take  its  place  among  a 
multitude  of  well-connected  cor- 
porations soon  to  be  locating  at 
Westf ields.  The  International  Cor- 
porate Center  at  Dulles.  A  thousand 
acres  just  outside  of  Washington. 
D.C.  means  business 
in  the  nation's  capital 
never  has  to  be  con- 
ducted long-distance. 


For  a  company  like  AT&T  that  prac- 
tically coined  the  word  technology, 
this  is  the  right  place.  In  fact,  West- 
fields  is  right  in  the  middle  of  the 
second  largest  high  tech  center  in 
the  country. 

And  when  AT&T  discovers 
the  price  we  can  offer,  we  think 
they'll  agree  — it  has 
a  nice  ring  to  it.  For 
more  information 
call:  (703)  385-0450. 


WE  STF  I  E  LDS 

THE  INTERNATIONALCORPORATE  CENTER 
AT  DULLES 

A  development  of  The  Henry  A.  Long  Company.     ^f*J 
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Whojusl 

orderedi 
business! 

phone 

from 

whom?! 


1985  ITT  Corporation,  320  Park  Avenue,  New  York,  NY  10022 


It's  not  who  you  think. 

Nippon  Telegraph  &  Telephone  ordered 
more  than  $12  million  of  office  communi- 
cation equipment  from  ITT 

That's  newsworthy.  Because  it's  the  first 
American  business  telephone  system 
bought  by  Japan's  national  phone  company. 

The  system  they've  ordered  is  our 
System  3100,  a  digital  PABX  (Private  Auto- 
matic Branch  Exchange). 

And  the  fact  that  Japan  came  to  us  for 
it  illustrates  just  how  different  the  world 
is  today 

We  see  new  markets  emerging  almost 
everywhere. 

Which  is  why  we've  made  a  major  shift 
in  corporate  business  strategy. 

More  and  more,  ITT  is  concentrating 
on  high  technology  and  certain  growing 
industries  and  services. 

These  include  telecommunications, 
defense  systems,  insurance  and  financial 
services,  hotels,  and  a  select  number  of  auto- 
motive, electronic,  and  fluid  products. 

Behind  everything  we're  doing  is  one 
basic  objective:  to  focus  on  our  most  lucra- 
tive business  opportunities. 

Wherever  and  whoever  they  are. 

Want  more  news  about  ITT  Corporation? 
Phone  toll  free  1-800-DIAL-ITT  for  a 
continuously  updated  message. 


ITT 


It's  a  different  world  today. 


MMMMMMM 


UNPRETENTIOUS 

SERVICE. 

UNDERSTATED 

ELEGANCE. 

OVERWHELMING 

VIEWS. 

With  rooms  starting  on  the  28th 

floor  we  guarantee  you  spectacular 

skyline  views  of  Manhattan  every 

single  time  you  stay. 

UNITED    NATIONS 


One  United  Nations  Plaza 

East  44th  St.  at  First  Avenue,  NY  NY  10017 

(212)  355-3400  or  (800)  228-9000 

(Telex  #:  126803) 
Suites  available  for  corporate  lease. 
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I  IBM 
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itt  International  Corporation 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 
Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 
New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
the  subscription  you  prefer.  □   1   yeai 
$42     □  3  years  $84  (the  equivalent  of 
one  year  free)    Canadian  orders,  1  year 
$70C,  3  years  $153C.  Orders  for  other 
countries  add  $25  a  year  to  U.S.  rate. 
ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Subscriber  number 

Name        (please  print| 

New  Address 

City 

State 

Zip 

Date  of  address  change 

F-4826 

Readers  Say 


Capping  Social  Security 

Sir:  Re  "Certainly  Social  Security 
Should  Have  An  Income  Cap"  (Fact 
and  Comment,  Feb  25).  Apparently 
you  are  saying  that  if  I  plan  for  my 
retirement,  I  should  not  be  allowed  to 
collect  Social  Security,  but  if  I  don't 
plan,  I  can  collect.  That's  crazy. 
—Marti  W.  Todd 
Waycross,  Ga. 

Sir:  My  wife  and  I  have  scrimped  and 
saved  for  our  entire  working  lives  so 
that  we  could  set  aside  sufficient 
funds  to  provide  securely  for  our 
retirement.  It  angers  me  that  MSF 
would  support  any  effort  to  cap  our 
Social  Security  benefits  and  penalize 
us  for  being  prudent  and  allow  mon- 
ies we  paid  into  the  system  to  go  to 
some  who  never  gave  tomorrow  a 
second  thought. 
— .1/7'  Johnson 
Glenview,  III 

Sir:  To  require  that  a  married  retired 
taxpayer  earning  more  than  $32,000 
should  be  treated  differently  than 
other  taxpayers  and  made  to  pay 
taxes  on  Social  Security  benefits,  as 
passed  by  the  Tax  Reform  Act  of 
1984,  was  an  insidious  move,  and 
your  comment  is  but  another  move 
toward  the  great  redistribution  sys- 
tem of  socialism. 
— Lennart  II  Carlson 
Rocky  River.  Ohio 

Sir:  What  Social  Security  needs  is  to 
be  fully  taxable  as  soon  as  an  individ- 
ual's contribution  has  been  returned. 
Just  like  every  other  pension  or  retire- 
ment pay  plan  in  the  good  old  U.S. 
This  would  tax  fully  people  like  MSF. 
Low-income  recipients  would  pay  lit- 
tle or  nothing.  Taxes  thus  collected 
would  revert  to  the  Social  Security 
trust  fund  to  keep  it  alive  and  to 
reduce  payroll  taxes. 
— S.J  Benkoski 
San  Bernardino,  Calif 


Cable  still  growing 

Sir:  Your  Psychology  &  Investing  col- 
umn of  Jan.  28  ("And  Now  The  News, " 
by  Srully  Blotnick)  may  be  the  worst 
thing  I've  ever  read  in  Forbes. 

Some  37  million  American  homes 
now  subscribe,  and  we're  adding 
300,000  new  homes  each  month.  Ca- 
ble subscribers  spend  more  time 
watching  pay  and  ad-supported  cable 
than  they  do  watching  any  of  the  net- 
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works,  and  viewing  of  ad-supported 
cable  services  is  up  24%  over  1983. 
This  trend  has  not  gone  unnoticed  by 
advertisers.    Cable    advertising    rev- 
enues grew  49%  last  year.  No  matter 
how  you  measure  it,  cable  is  one  of 
the  great  growth  businesses  in  the 
country  today. 
— Daniel  L.  Ritchie 
Chairman,  Group  W 
Westh  ighouse  Broadcasting 

and  Cable,  Inc 
Neiv  York,  NY. 


Nuclear  Follies  II 

Sir:  Your  article  on  "Nuclear  Follies" 
(Feb.  11)  stimulated  rapt  attention  here 
at  the  NRC.  Let  me  congratulate  you 
on  your  superb  and  candid  exposure  of 
the  nightmare  that  our  society  faces  in 
deciding  whether  our  national  pride,  if 
not  the  needs  of  our  children,   will 
permit  us  to  abandon  future  growth  in 
nuclear  power  in  view  of  continuing 
worldwide  commitment  and  success 
in  harnessing  the  atom. 
— Miller  B  Spongier 
Special  Assistant  for  Policy  Development, 
U.S  Nuclear  Regulatory  Commission 
Washington,  DC. 

Sir:  The  cost  of  constructing  a  nuclear 
power  plant  is  outweighed  by  the  hu- 
mongous  cost  of  dismantling  a  worn- 
out  plant  that  has  become  so  radioac- 
tive it  is  a  hazard  to  the  environment 
for  the  next  several  thousand  years. 
— Edward  L  Mitman 
Spring  Valley.  Ohio 

According  to  the  NRC.  the  cost  of  reduc- 
ing radioactivity  at  a  nuclear  plant  to  a 
level  where  a  license  can  be  terminated^ 
$100  million— En. 

Sir:  The  figure  of  $1,000  per  kw  you 
mention  [as  the  cost  of  the  newest 
French  nuclear  reactor]  does  in  fact 
include — despite  your  affirmation  to 
the     contrary — capitalized     interest 
allowance.  Even  in  such  a  backward 
country  as  France,   invested  capital 
bears  interest  at  the  going  rate. 
— Emmanuel  Hau 
Spokesman, 
Electricite  de  France 
Paris 

Sir:  The  author  implies  that  U.S.  in- 
dustrial companies  are  not  required  to 
capitalize  interest  relating  to  con- 
struction in  progress.  Since  1980 — 
when  FASB  Statement  No.  34  became 
effective — this  simply  isn't  true.  U.S. 
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PanAms 
Million  Dollar 

Baby. 

>an  Am's  Putting  A  Million  Dollars  Into  Every  747  We  Fly 
lb  Make  Sure  Clipper  Class  Is  The  Business  Class  To  Beat. 


The  money's  going  for  spacious  six-across 
seating,  with  wide  new  seats  and  more 
legroom  than  many  airlines  offer  in  First  Class. 

For  huge  new  overhead  bins  five  times 
larger  than  before,  with  room  for  190  pounds 
of  luggage  or  several  garment  bags  laid  out  flat. 

For  a  new  state-of-the-art  video  system 
that  provides  bigger,  brighter,  clearer  movies. 
For  comfortable  new  electronic  stereo  headsets 
specially  designed  for  high  altitude  hi-fidelity. 

For  a  gracious  new  international  meal 
service  created  by  12  famous  chefs,  and  much, 
much  more. 

It's  Pan  Am's  new  Clipper®  Class.  And  a 
million  dollars  says  it's  the  business  class  to  beat. 

Pan  Am's  New  Clipper  Class, 

You  Cant  Beat  The  Experience! 


aHHBBIUlU 


Another 

good  reason 

to  choose 

Twentieth 

Century: 

Cash  Reserve. 


For  years,  investors  have  chosen  Twentieth  Century's  mutual  funds 
for  their  impressive  record  of  long-term  performance.  And  now 
there's  another  good  reason  to  choose  Twentieth  Century:  Twentieth 
Century  Cash  Reserve.  Cash  Reserve  is  the  new  fund  that  lets  you  earn 
current  money  market  yields  every  day,  with  no  minimum  investment 
required.  Then  as  your  needs  and  plans  change,  you  can  choose  from 
our  entire  family  of  flexible,  no-load  funds.  Twentieth  Century  Cash 
Reserve:  a  good  choice  for  a  lot  of  reasons. 

Want  to  know  more?  For  complete  information  about  Twentieth  Century's 
seven  funds  (Growth,  Select,  Ultra,  Vista,  Giftrust,  U.S.  Governments  and 
Cash  Reserve),  write  or  call  for  a  free  prospectus.  Please  read  the  prospectus 
carefully  before  investing. 


No-Load,  No-Minimum  Mutual  Funds 


Please  send  a  free  prospectus  to: 
Name 


P.O.  Box  200,  Kansas  City,  Missouri  64141 
(816)531-5575 


Readers  Say 


industrial  companies — just  like  utili- 
ties— are  required  to  capitalize  inter- 
est. The  result  is  a  disparity  in  report- 
ed earnings  and  cash  flows. 
— B.  Clare  Harris 
.Assistant  Treasurer. 
Monsanto  Co. 
St.  Louis,  Mo. 

Reader  Harris  is  correct.  And  given 
nuclear  construction  periods  running  as 
long  as  12  years,  the  impact  of  capitaliz- 
ing interest  is  especially  burdensome  for 
the  utilities. — Ed. 

Sir:  Would  you  use  a  toilet  if  you  could 
never  flush  it?  Are  we  to  believe  that 
this  bungling  industry  will  magically 
right  itself  and  safeguard  its  nuclear 
wastes  for  eternity?  I'd  rather  freeze  in 
the  dark  than  glow  in  the  dark. 
— Bruce  Veiria 
Watertoum.  Mass. 


New  context 

Sir:  Before  your  Fact  and  Comment 
("Norman  Lear  Is  To  TV  What  Soap  Is 
To  Procter  &  Gamble," Feb.  25),  I  don't 
think  I  knew  six  people  who  viewed 
me  in  a  business  context,  but  the  way  | 
the  phone  is  ringing,  a  lot  of  people  are 
thinking  of  me  that  way  now. 
— Norman  Lear 
Universal  City,  Calif. 


A  piddling  magazine? 

Sir:  In  attempting  to  housebreak  this 
pup  ten  years  ago  on  newspapers, 
nothing  was  acceptable  to  her  other 
than  our  son  David's  Forbes  maga- 
zines. Thus,  the  name  of  the  pup — 
"Forbes." 
— E.D.  Ziegler 
Hilton  Head  Island,  S.C. 
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Leaders  have  long  recognized  the  need  for  quality  graphics. 

Now  see  how  Hewlett-Packard  takes  presentations 
out  of  the  stone  age  and  into  the  computer  age. 


.oday,  more  than  ever,  leaders 
demand  state-of-the-art  presentations 
-requiring  visuals  that  communicate 
\  ideas  clearly  and  powerfully. 

That's  why  so  many  business  profes- 
sionals turn  to  Hewlett-Packard.  Our 
family  of  Graphics  Plotters  introduces 
i  professional-quality  graphs  and  charts 
to  all  your  presentations.  Quality  that, 
quite  frankly,  makes  printer  graphics 
look  "stone  age"  by  comparison. 
Hewlett-Packard's  computer- 
generated  visuals  quickly  transform 
complex  statistical  information  into 


HP  PLOTTER  BENEFITS 


Feature 

HP 
Graphics 
Plotter 

B/W 

Dot  Matrix 

Printer 

Color 
Overheads 

YES 

Not 
Available 

Smooth 
Lines 

YES 

No 

Crisp 
Lettering 

YES 

No 

meaningful  graphs.  And  data  into 
trends.  Making  your  points  clearly 
. .  .and  your  business  meetings  even 
more  persuasive  and  memorable. 

Runs  with  leading  PC's  and 
software  packages. 
HP  Graphics  Plotters  are  compatible 
with  most  of  the  personal  computers 
in  your  office,  including  IBM, 
Compaq,  and  AT&T-as  well  as  a 
host  of  HP  computers.  You  even  have 
a  choice  of  many  off-the-shelf  soft- 
ware packages,  such  as  Lotus  1-2-3™ 
and  Symphony/"*  that  give  you 
"first-day"  productivity. 

Call  800  FOR-HPPC 
and  see  what  we  mean. 
Call  us  toll-free  for  your  FPvEE  Pres- 
entations Kit,  and  see  why  HP  is  the 
Number  One  selling  Graphics  Plotter. 
We'll  send  you  a  detailed  brochure, 
a  list  of  available  software,  and  sam- 


Hewlett-Packard  graphics  plotters,  start- 
ing at  $1095*  quickly  transform  complex 
data  into  professional-quality  graphics. 
You  can  make  text  charts,  bar  charts, 
pie  charts,  and  line  charts- 
on  either  overhead  transparency  film 
or  paper.  All  HP  plotters  give  you: 

■  Sharp  line  quality 

■  Compatibility  with  most  personal 
computers  and  graphics  software 

■  Ease-of-use 

■  Hewlett-Packard  proven  reliability 


pies  from  an  HP  Graphics  Plotter 
and  a  leading  printer- so  you  can 
compare  for  yourself  and  see  exactly 
what  your  presentations  have  been 
missing. 

Call  800  FOR-HPPC  today  for  more 
information  and  the  name  of  your  nearest 
dealer.  Or  write  Hewlett-Packard,  Market- 
ing Communications,  16399  W.  Bernardo 
Drive,  San  Diego,  CA  92127-1899. 

Leadership  in  Business  Graphics. 
For  Leaders  in  Business. 

EWLETT 
PACKARD 


las 


'1-2-1  and  Symphony  arc  trademarks 
of  Lotus  Development 
Corporation. 


U.S.  List  price 


-"""" 
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That's  a  very  ambitious  goal. 
But  then,  this  is  a  very  ambitious 
automobile. 

The  Merkur  [pronounced 
mare-koor)  XR4Ti  makes  no 
attempt  to  be  all  things  to  all 
people.  It  is  a  German  sports 
sedan  designed  and  engineered 
for  those  who  appreciate  the  feel 


and  performance  of  a  finely  tuned 
road  machine. 

Even  its  shape  is  designed 
to  enhance  its  performance. 
It  effectively  manages  the  flow  of 
air  oven  under  and  around  the 
vehicle  as  it  moves.  The  results 
are  excellent  directional  stability 
and  improved  fuel  efficiency  at 


highway  speeds.  The  XR4Ti 
pure  in  an  aerodynamic  sen: 
that  it  achieves  a  drag  coeff  | 
of  only  0.33 -the  lowest  of 
car  in  its  class. 

The  XR4Ti's  dedicatic  jt 
the  art  of  driving  is  obvious  i 
the  driver's  seat.  The  instru  i 
panel  wraps  around  the  driv 


iding  easy  access  to  all  vital 
rols.  The  analog  instrumenta- 
is  thorough  and  arranged  to 
2ad  by  the  driver  with  a  quick 
:e,  day  or  night.  The  interior 
reflection  of  the  XR4Ti's 
tional  attitude.  Its  purpose  is 
wide  the  driver  with  both 
)hysical  positioning  and  infor- 


mation necessary  to  oerform  to 
the  peak  of  personal  capabilities. 

The  result  is  a  feeling  of 
confidence  that  is  confirmed  by 
the  over-the-road  performance  of 
the  XR4Ti's  2.3-liter  turbocharged 
engine  and  4-wheel  independent 
suspension.  And  with  its  hatchback 
and  60/40  split,  fold-down  rear 


seat,  the  XR4Ti  delivers  an 
efficiency  of  space  utilization  that 
few  of  its  competitors  can  match. 
The  next  two  pages  give  you 
a  closer  look  at  the  Merkur  XR4Ti 
and  the  elements  that  make  it 
such  a  remarkable  sports  sedan. 


MERKUR 
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COUNTRY  OF 
MANUFACTURE 


TRANSMISSION 


HORSEPOWER 
(SAE  net  &  rami 


TORQUE 
(ft-lbs  <a>  rom) 


SUSPENSION, 
front  &  rear 


MERKURXR4TI     BMW  3181 


West  Germany     West  Germany 


Front  engine/ 
rear  drive 


2.3L  OHC 
4-cylinder 
Fuel-injected 
Turbocharged 


5-speed  manual 
3-speed  auto 


175/5000 


Front  engine/ 
rear  drive 


1.8LOHC 
4-cylinder 
Fuel-injected 


SAAB  900 
TURBO 


Front  engine/ 
front  drive 


2.0L  DOHC 
4-cyl.  16  Valve 
Fuel-injected 
Turbocharged 
Intercooled 


AUDI  4000S  VOLVO 

QUATTRO  TURBO 


— 


5-speed  manual  5-speed  manual 
4-speed  auto       3-speed  auto 


MacPherson 

strut/ 

Independent 

semi-trailing 

arms 


101/5800 


103/4500 


MacPherson 

strut/ 

Independent 

semi-trailing 

arms 


West  Germany 


Front  engine/ 
all  wheel  drive 


2.2LOHC 
5-cylinder 
Fuel-injected 


5-speed  manual 
auto  N/A 


160/5500  115/5500 


188/3000  126/3000 


Transverse  MacPherson 

A-Arms/  strut/ 

Beam  axle,  Independent 

trailing  arms,  coil,  shock 

Panhard  Rod  absorber  struts 


Rack-and-oinion  Rack-and-oinion 


Front  engine/ 

rear  drive 

2.1LOHC 
4-cylinder 
Fuel-i 
Turbochai 
Intercooled   " 


4-speed  manual/ 
+  Overdrive  / 
4-SDeed  auto 


162/5100 


175/3900 


MacPherson 
strut/ 
four  link, 
live  axle, 
Panhard  Rod 


Rack-and-Dinion 


•33S3SI. 
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The  true  worth  of  a  sports  sedan 
is  best  measured  on  the  road.  And 
that  is  where  the  XR4Ti  excels. 
It  tracks  along  the  road 
like  a  sensor.  Its  steering  and 
suspension  are  carefully  tuned  to 
provide  a  feel  for  the  road  without 
transmitting  the  harshness  of  it. 
The  steering  is  also  quick.  Only  2.8 
turns  lock-to-lock.  Variable-ratio, 


power-assisted  rack-and-pinion, 
of  course. 

The  XR4Ti's  overhead  cam 
engine  uses  a  Garrett  AiResearch 
"blow-through"  turbocharger  and 
electronic  fuel  injection  to  develop 
a  healthy  175  horsepower*  The 
"blow-through"  design  virtually 
eliminates  "turbo  lag"  by  intro- 
ducing the  fuel  downstream  of  the 


turbo  compressor. 

Even  the  manner  in  w 
the  engine  is  secured  to  the 
chassis  is  out  of  the  ordinar 
Fluid-filled  engine  mounts  are 
used  to  enhance  smoothnes 
dissipating  vibrations. 

The  actual  assembly  < 
XR4Ti  is  performed  by  Karrr 
the  famous  specialty  coach 
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FIT  AS  A  MACHINE 


ler  in  Rheine,  West  Germany. 
Juction  is  limited. 

The  XR4Ti's  comprehensive 
)f  standard  equipment  includes 
•eed  manual  transmission, 
Hi  P6  tires,  cast-aluminum 
wheels,  left-  and  right-side 
seat  3-point  safety  harnesses, 
conditioning,  heated  electric 
ide  mirrors,  and  a  Grundig® 


AM/FM  stereo  cassette. 

The  XR4Ti  is  more  than 
just  a  new  automobile.  It  is  the  first 
in  an  entire  new  line  of  refined, 
driver-oriented  Merkur  automo- 
biles designed  and  engineered  in 
Germany. 

The  entire  Merkur  line  will 
be  sold  and  serviced  exclusively  at 
selected  Lincoln-Mercury  Dealers 


Visit  one  displaying  the  Merkur  sign 
and  experience  the  exhilaration 
that  is  XR4TL 

'Based  on  SAE  Standard  J 1 349 


IMPORTED  FROM  GERMANY 
EXCLUSIVELY  FOR  LINCOLN-MERCURY 


MERKURSS3 
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YOU  DON'T  LIVE  IN  ONE  ROOM  AT  HOME. 
WHY  LIVE  IN  ONE  ROOM  AWAY  FROM  HOME? 


Staying  in  one  room  is  no  way  to  live.  Or  travel.  Stay  at 
Guest  Quarters,  where  there  are  suites,  and  nothing  but 
spacious,  comfortable  suites,  exclusively.  That's  living. 
Instead  of  a  bed-surrounded-by-four- walls,  you  get  a  bedroom, 
living  room,  dining  area,  full  kitchen,  all  for  the  same  price  as  a 
single  room  at  other  fine  hotels. 
Plus,  you  get  Guest  Quarters'  answer  to  room 
service:  Suite  Service.  We  can  serve  (&*\ 

you  a  gourmet  dinner,  cater  your  party        (if 


or  meeting,  right  in  your  suite. 
We  can  even  prestock  your  pantry, 
bar,  or  refrigerator. 

Stay  at  Guest  Quarters.  And  find  out 
for  yourself  why  so  many  people  who 
have  never  stayed  at  Guest 
Quarters  before,  will  never 
Ffe<|s»®  stay  anyplace 
IrLltJK^Ik    else  again. 


HOTELS 


Call  toll  free 


800  424-2900 

In  Washington,  DC,  call  861-6610 
or  call  your  travel  consultant 


WASHINGTON,  DC 

80 1  New  Hampshire  Ave  N.W. 
2  500  Pennsylvania  Ave  N.W 


HOUSTON,  TX 

5353WestheimerRd 


ATLANTA,  GA 

1 1 1  Perimeter  Center  W 
7000Roswell  Rd 


ALEXANDRIA,  VA      GREENSBORO,  NC      TAMPA,  FL 

100  S  Reynolds  St.  5929  W.  Friendly  Ave.  555  N.  Westshore  Blvd. 


CH* 
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'With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  DOLLARS  RELATIVITY 

is  getting  ridiculous. 

REAGAN'S  ALREADY  WON  ONE  HUGE  BUDGET  BATTLE 


No  matter  how  much — or,  rather,  how  little — Reagan 
ts  of  the  $50  billion  spending  cuts  he's  asked  Congress 
r,  the  President's  already  won  a  huge  victory  against 
ieral  spending. 

For  the  first  time  in  memory,  no  one  on  Capitol  Hill  is 
king  about  increasing  federal  spending. 
Everyone  is  for  or  against  the  cuts  sought.  Everybody 
in  favor  of  cutting  the  other  fellow's  butt  of  the 
idget  pie.  Even  that  Grand-Old-New-Deal-incubated 
leaker  Tip  O'Neill  now  says  that  "there  are  many 
;as  where  the  federal  government  can  save  money 
thout  hurting  the  needy." 


According  to  the  New  York  Times,  "In  private  [O'Neill] 
grouses  about  mayors  and  governors  who  lobby  for  contin- 
ued federal  aid  while  cutting  their  local  budgets  and  taxes. 
He  said  he  was  willing  to  slash  billions  from  revenue 
sharing  and  grants  to  local  governments  for  community 
development  and  urban  projects.  He  has  told  fellow  Demo- 
crats they  must  shed  the  image  of  being  'knee-jerk  defend- 
ers of  spending.'  " 

So,  with  all  the  politicos  of  both  parties  talking  spending 
cuts,  the  rate  of  federal-spending  increases  might  even 
slow  down. 

Despite  looming  budget  gridlock. 


DON'T  THE  HAND  WRINGING  BEWAILERS  REALIZE 


at  our  relationship  with  Communist  Russia  has  never 

d  a  firmer  foundation? 

It's  no  longer  built  on  our  delusions  that  exuding  good 

11  will  disarm  the  Kremlin's  suspicions,  that  always 

ing  nice  and  accommodating  their  feelings  will  change 

)mmunist  devotion  to  our  demise. 

Decades  of  alternating  degrees,  on  the  West's  part,  of 

iarming  gestures  to  display  our  sweet  reasonableness 


have  accomplished  little  or  less. 

Reagan's  consistant  display  of  will,  will  power  and 
building  up  our  real  power  now  make  really  useful  palaver 
possible. 

The  U.S.S.R.'s  elite  has  demonstrated  a  consistent  dis- 
dain for  words  and  noble  sentiments.  Equalizing  relative 
might  will  do — and  soon — what  rhetoric  never  has  and 
never  will  in  this  ongoing  crunch  relationship. 


WE'RE  DEAD  RIGHT  TO  INCLUDE  NEW  ZEALAND  OUT 


New  Zealand's  freedom  and  independence  has  been 
eltered  by  our  nuclear  umbrella.  By  terms  of  the  Anzus 
ct,  binding  them  and  Australia  and  ourselves,  we've 
ilitarily  exercised  together  for  defense  against  attack  in 
;  South  Pacific.  These  war  games  are  not  empty  exer- 
ts, given  the  great  and  steadily  growing  Soviet  nuclear- 


armed  Pacific  fleet,  including  nuclear-firing  submarines  by 
the  dozens. 

Now,  bending  like  a  weak  reed  to  a  hostile  public 
opinion  it  helped  fan,  New  Zealand's  new  Labor  govern- 
ment is  forbidding  visits  by  U.S.  Navy  ships  that  might 
have  a  nuclear  retaliatory  capability.  So  if  New  Zealand 
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won't  even  contribute  port  of  call  courtesies  to  the 
military  ally  practicing  with  them  in  their  own  defense, 
we  are  right  to  drop  the  treaty.  We  must  cease  sharing 
military  intelligence  with  New  Zealand,  cease  providing 
them  with  military  means. 

It's  not  that  New  Zealand's  contribution  is  of  such 
military  consequence.  But  if  it  can  with  impunity  thumb 
its  nose  at  sharing  even  hospitality  in  its  own  defense, 
the  example  set  for  protesters  everywhere  will  be  very 
dangerous.  Japan  and  Australia  and  Belgium  and  Holland 
and  West  Germany  and  every  place  else  we  protect  with 


our  nuclear  umbrella  will  be  tempted  to  do  the  same  as  a 
quick  fix  for  their  own  voters  who  protest  nuclear 
weapons. 

How  gingerly  do  you  suppose  Russia  would  treat,  say, 
West  Germany  or  Japan  if  it  were  clear  the  U.S.  nuclear 
umbrella  no  longer  covered  them? 

It's  all  well  and  good  for  New  Zealand — an  unlikely 
early  target — to  be  so  "moral"  about  nuclear  arms.  But, 
as  an  example  to  the  rest  of  the  Free  World,  it's 
horrendous  to  contemplate  what  could  result  from  fol- 
lowing that  example. 


ED  MEESE  IS  GOING  TO  MAKE  A  BETTER  ATTORNEY  GENERAL 


than  a  good  many  who've  held  that  job.  Which  isn't  as 
much  of  a  compliment  as  we  intend. 

It  was  the  ultimate  of  hypocrisy  by  the  senators  who 
were  holding  him  up,  pulverizing  him  on  the  basis  that, 
while  on  the  White  House  staff,  Ed  Meese  recommended 
friends  for  government  jobs.  The  senators  never  respond 


to  big-contributor  constituents  seeking  to  keep  and  get 
government  projects  in  their  districts?  Military  bases? 
Subsidies  of  one  sort  or  another?  Highway  funding? 
Hospitals? 

Meese  is  not  only  not  a  bad  man.  He's  a  good  man. 
And  he'll  be  a  good  Attorney  General. 


WOULD  YOU  BELIEVE  A  BILLION  DOLLAR  A  MILE  HIGHWAY? 


You  read  it  right.  New  York 's  been  pressing  for  a  depressed 
highway  along  the  Hudson  River  from  lower  Manhattan  to 
the  Apple's  upper  end.  It's  to  be  coated  with  parks  and 
"building  opportunities."  Now  only  the  bittering  atmo- 
sphere engendered  by  budget  cutting  is  left  to  delay  the  most 
outlandish  highway  extravaganza  ever  conceived. 

Imagine.  New  York  City  can't  afford  to  improve  a  sub- 


way and  public  transportation  system  that's  gone  to  hell 
(and  daily  takes  its  passengers  there),  yet  it  supports  spend- 
ing $4  billion  to  convenience  a  relative  handful  of  motor- 
ists on  their  way  through  the  city. 

What  a  tribute   to  the  clout  (spelled  c-a-m-p-a-i-g-n  l 
c-o-n-t-r-i-b-u-t-i-o-n-s)  contractors  and  real  estate  devel- 
opers have  developed. 


MOVIES 


#  Birdy — Most  of  what's  been  written  about  this  film 
makes  it  sound  sad,  beautiful,  uplifting,  a  stretch  for 
understanding  the  purity  involved  in  reaching  beyond 
the  norm  to  make  a  dream  real.  This  movie  just  doesn't 
do  it.  The  hero  too  often  comes  off  as  a  jerk.  •  Blood 
Simple — Simply  bloody  confusion  full  of  sleight  of  hand 
twixt  the  characters'  dreams  and  murderous  reality.  One 
more  twist  of  the  plot  and  it  could  be  billed  as  a 
comedy.  •  The  Flamingo  Kid — An  unmitigated  delight 
combining  ceaseless  wit  and  a  summer's  harvest  of 
wisdom  with  warmth  and  devastatingly  on-target  charac- 
terizations of  a  chunk  of  the  American  scene.  A  real 
Don't  Miss.     •  Heaven  Help  Us — Teeners  are  the  big- 


fired  Albert  Brooks  decides  to  realize  his  Easy  Rider 
fantasy  in  a  luxury  mobile  home.  After  his  wife  blows 
their  nest  egg  in  Vegas,  they  find  there's  little  to  be  said 
for  the  free  life  if  you're  busted.  It's  quickly  back  to  the 
slippery  ladder.  •  Sunday  in  the  Country — This  gently 
moving  picture  will  give  you  a  poignant  joy  that  youi 
should  not  deprive  yourself  of.  A  charming,  old,  not> 
greatly  gifted  French  artist  is  visited  by  his  proper, 
married  son  with  his  children,  and  his  single,  joie 
determined,  understanding  daughter.  In  this  Sunday 
afternoon,  you  see  the  lifetime  of  their  lives.  •  Tchao  ^ 
Pantin  won  all  the  French  Oscars  and  deserves  'em.  A 


I 


young  punk  at  the  bottom  'of  the  underworld  ladder  '™ 
gest  segment  of  moviegoers  and,  by  going  repeatedly  to     forms  a  friendship  with  a  down-and-out  alcoholic  ex-cop,|| 


favorite  films,  they  create  box  office  blockbusters.  So 
movies  about  their  coming  of  age  are  a  plethora  at  the 
moment — on  the  premise  they'll  like  to  see  themselves 
as  moviemakers  think  these  young  see  themselves.  This 
one,  set  in  a  strict  Catholic  school,  is  among  the  best, 
appealing  no  matter  what  your  age.  Lost  in  Amer- 
ica— Dropping  out,  it  turns  out,  is  no  answer  for  a 
zooming  Yuppie  pair  zapped  as  they  near  the  ladder's 
upper  rungs.  Many  very  funny  scenes  and  lines  when 
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which  leads  to  brutal  killings'  being  avenged  by  one  anc  y, 
the  death  of  both.  Gritty  realism,  photographed  with  \ 
hardly  any  false  frames.  •  Witness — The  setting,  the 
acting  and  the  plot  will  grab  you  from  the  first  momen 
and  not  let  go  till  the  last.  Corrupt  top  Philly  cops  gc 
gunning  after  the  Good  Cop  when  he  discovers  thei 
murderous  drug  involvement — eyewitnessed  by  a  beguil 
ing  Amish  youngster.  The  dominant  Amish  flavor  add: 
unique  feeling  and  scenery  to  a  taut  film. 


Hffll 


k 


Hun! 
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UNDER  THE  AEGIS  OF  ROSS  PEROT,  THE  WAR  WHOOPS 


of  America's  Indians  could  ring  out  anew.  Perot  has  offered 
to  invest  $70  million  in  the  Museum  of  the  American 
Indian,  to  help  solve  its  problems  of  protecting  fragile 
artifacts  against  decay  and  a  shortage  of  space,  if  the 
museum  would  move  to  Dallas. 
For  New  York  State  not  to  let  off  its  reservation  the 


failing  museum,  containing  the  largest  collection  of  Indian 
art  and  artifacts,  would  be  further  cruelty  to  our  land's  first 
citizens. 

As  a  result  of  Ross  Perot's  actions,  we'd  all  be  fittingly, 
vividly  reminded  again  of  this  extraordinary  part  of  the 
American  heritage. 


WHICH  COVER  SAID  IT  BEST? 


BusinessWeek 


The 

Takeover 

Game 


Kirfe 


If  you'll  send  in  your  vote,  we'll  promise  an  honest  count.  Honest! 


"I  REMAIN"  AS  A  SIGN  OFF 

ought  to  be  remaindered. 


THE  MOST  IMPORTANT  PIECE 

of  office  equipment  is  a  scrap  basket. 


•  Gordon    of    Khartoum — by 

Johnson  (Patrick  Stephens  Ltd., 
£9.95).  First  in  a  new  British  series 
on  famed  historical  events  in  which 
the  concluding  chapters  speculate  on 
"What  If"  the  outcome  had  been  dif- 
ferent, e.g.,  if  Gordon  had  been  res- 
cued at  Khartoum.  Author  Peter 
Johnson  (curator  of  the  Forbes  Magazine  Toy  Soldier 
Collection)  writes  fascinatingly  about  what  did  happen 
and  intriguingly  about  a  different  result,  in  this  what-if- 
Custer-had-won-his-last-stand  series. 
Excerpts:  In  China  Gordon  had  prayed  before  and  after 
battle,  but  no  more  fervently  than  any  other  Military 
{Academy  graduate  who  believed  that  Heaven  was  an 
extension  of  the  British  high  command.  .  .  .  The  lively 
■figure  of  Gordon  skipped  this  way  and  that,  for  he  always 
made  a  point  of  avoiding  the  cracks  and  lines  on  the 
pavement.  .  .  .  Gordon's  distaste  of  the  "fiddle-faddle"  of 
'dinner  parties  was  intense.  After  his  return  from  the 
\Governoi -Generalship  of  the  Sudan  in  1880  he  declined 
\an  invitation  to  dine  with  the  Prince  of  Wales.  A  flustered 
equerry  called  on  Gordon  at  his  Chelsea  lodgings. 

'But  you  cannot  refuse  the  Prince  of  Wales,"  said  the 
official. 

"Why  nott  I  refused  King  fohn  [of  Abyssinia]  when  he 
invited  me  to  go  with  him  to  his  hot  springs  in  the 
Tiountains — and  he  might  have  cut  my  head  off  for  refus- 
ing. I  am  sure  His  Royal  Highness  will  not  do  that." 


BOOKS 

Peter 


"Well,  then,  let  me  say  you  are  ill." 

"But  I  am  not  ill." 

"Give  me  a  reason  then,  that  I  can  give  the  Prince." 

"Very  well;  tell  him  I  always  go  to  bed  at  half -past  nine. 


Ay*.;  k  i:i  -.    .,     ?!-;.!!  I'jrGH 

DAN  JENKINS 


LIFE  ITS 
pWNSELF 

I  HE  SEMI-TOUGHER 
ADVENTURES  OF  BILLY 
CLYDE  PICKETT  &THEM 


Life  Its  Ownself — by  Dan  Jenkins 
(Simon  &  Schuster,  $15.95).  Semi 
Tough,  Mr.  Jenkins'  immensely  wit 
funny  sports-fiction  bestseller,  is  i 
tough  act  to  follow,  never  mind  tc 
top.  Author  Dan  has  done  this  current 
sequel,  but  it  isn't  close  to  equaling 
Semi-Tough. 


Excerpts:  "Looks  like  our  budget  can  stand  to  make  you 
a  .  .  .  one-year  deal  for .  .  .  well,  let's  round  it  off ...  a 
hundred  thousand." 

I  cleared  my  throat.  I  wasn't  balking.  I  honestly  had  to 
clear  my  throat. 

So  Richard  Marks  said,  "Heck,  I  know  you've  talked  to 
NBC.  Make  it  one-fifty  and  we'll  wrap  it  up." 

NBC  had  only  offered  me  $75,000.  Richard  Marks  had 
already  doubled  it  because  I  cleared  my  throat.  Itmademe 
wonder  what  a  violent  coughing  spell  would  have  done.  .  .  . 
Most  coaches  spend  their  careers  getting  fired  for  not 
winning.  .  .  .  An  insert  was  one  of  those  pre-recorded  in- 
terviews a  network  liked  to  put  on  theairin  themiddleof  a 
touchdown  drive  Instead  of  getting  to  see  a  30-yard  pass 
completion,  you  got  to  watch  Phyllis  George  talk  to  a  rotund 
lineman  about  his  off-season  interest  in  needlepoint. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Federal  Bucks  Costly 

Some  economic  studies  have  con- 
cluded that  each  dollar  of  federal 
spending  reduces  private  investment 
by  roughly  22  cents.  The  main  prob- 
lem created  by  the  growth  of  spending 
is  the  transformation  of  the  U.S.  from 
a  free  society,  in  which  private  proper- 
ty rights  are  respected,  to  a  welfare 
state,  in  which  the  productive  ele- 
ments of  society  have  only  a  residual 
claim  to  what  is  left  of  their  income 
and  wealth  after  all  levels  of  govern- 
ment are  finished  redistributing  it  to 
the  politically  deserving. 

As  scholars  increasingly  document, 
when  governments  make  the  redis- 
tribution of  income  more  important 
than  the  production  of  income,  people 
reallocate  their  energies  from  eco- 
nomic to  political  action.  The  enor- 
mous growth  in  special-interest  lob- 
bies, which  many  members  of  Con- 
gress lament,  parallels  the  growth  in 
the  proclivity  of  government  to  take 
from  some  to  give  to  others. 

— Paul  Craig  Roberts,  Professor  of 

Political  Economy,  Georgetown 

University,  Business  Week 

Enough  Already! 

What's  the  matter  with  kids'  mov- 
ies today?  There  are  too  damn  many 
of  them,  that's  what,  and  they  are  all 
about  the  same  damn  thing.  Since 
1978,  when  National  Lampoon's  Ani- 
mal House  revived  the  teenpix  genre, 
rites  of  passage  have  become  Kabuki 
rituals:  popping  zits,  snapping  towels 


in  the  locker  room,  dancing  in  the 
streets,  ogling  the  girls  in  the  shower, 
getting  crazy  drunk  and  tearing  up  the 
strip  in  a  "borrowed"  Porsche  and 
grossing  out  Mom  and  Dad.  Sentient 
adults  must  unite  to  cry:  Enough  al- 
ready! The  glandular  convulsions  of 
adolescence  are  just  not  interesting  or 
complex  enough  to  sustain  the  plots 
of  half  a  hundred  Hollywood  films 
each  year. 

— Richard  Corliss,  Time 

Always  Up 

T.J.  was  one  of  those  linebackers 
who  didn't  need  pharmaceuticals  to 
get  ready  to  play.  One  day  a  sports- 
writer  asked  him  how  he  always  man- 
aged to  get  "up"  for  the  games.  T.J. 
said,  "Aw,  Coach  just  comes  by  and 
knocks  on  the  door." 

— Life  Its  Ownself,  by  Dan  Jenkins 

Hands  As  Well  As  Heads 

What  I  would  like  most  to  do  in  the 
immediate  future  is  to  persuade  our 
students  to  stop  going  in  for  protract- 
ed university  studies  and,  instead,  to 
take  two-year  courses  and  become 
what  this  country  needs — techni- 
cians, electricians,  plumbers. 

When  students  get  advanced  de- 
grees, they  can  become  beneficial  to 
their  country  only  if  there  are  opportu- 
nities for  them  to  practice  their  spe- 
cialties. I  want  to  end  up  with  people 
who  will  be  somewhere  between  a 
small  worker  with  a  shovel  and  a  pro- 


"At  last!  A  weapons  system  absolutely  impervious  to  attack:  It 
has  components  manufactured  in  all  435  Congressional  districts!' 


fessor  with  his  head  in  the  clouds. 
They'll  be  earning  two  or  three  times 
what  the  higher-level  students  can 
hope  to  get.  If  we  continue  on  the  same 
educational  path,  it  could  be  cata- 
strophic. Problems  arise  when  people 
won't  work  with  their  hands  anymore. 
— King  Hassan  of  Morocco, 
The  New  Yorker 


"Being  good  in  business 
is  the  most  fascinating 
kind  of  art." 

— Andy  Warhol,  Vanity  Fair 


Assassinating  Words 

There  was  a  time  when  you  were  an 
imperialist  if  you  invaded  an  alien 
territory  and  imposed  on  independent 
peoples  an  authority  they  rejected. 
Today,  you  are  an  imperialist  if  youj 
oppose  such  aggression. 

— How  Democracies  Perish.i 
by  Jean-Francois  Revel' 

Don't  Know  It  Alls 

When  I  was  young  I  thought  tha* 
people  at  the  top  really  understooc 
what  the  hell  was  happening .  .  I 
whether  they  were  cardinals  or  bishop: 
or  generals  or  politicians  or  businesM 
leaders.  They  knew.  Well,  I'm  up  there 
and  now  I  know  they  don't  know. 

— David  Mahoney,  quoted  ii 
Edward  de  Bono's  Tactic 

They're  Called  Students?! 

Students  in  Jim  Mattson's  Englisi 
classes  have  written  that  Socrate 
died  from  an  overdose  of  wedlock  an 
a  horse  divided  against  itself  cannc 
stand. 

Mr.  Mattson,  Orange  Park,  Fla 
said  he  began  keeping  a  list  of  studer 
bloopers  about  four  years  ago  when  h 
was  teaching  in  Exeter,  N.H.  and  : 
updating  the  list  with  the  help  of  h: 
Orange  Park  students. 

"I  don't  think  they  really  kno' 
what  they've  written,"  he  said. 

Some  of  the  classics  include: 

— "The  death  of  Francis  Macomb 
was  a  turning  point  in  his  life." 

— "The  difference  between  a  kii  | 
and  a  president  is  that  a  king  is  tl 
son   of   his   father,    but   a  preside) 
isn't." 

— "A  virgin  forest  is  a  place  whe 
the  hand  of  man  has  never  set  foot. 

One  of  the  teacher's  favorites:  " 
1957  Eugene  O'Neill  won  the  Pull 
Surprise." 

—"Jab's  Gat 
Benton  County  Enterprise,  M 
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When  the  Air  Force 

demanded  Total  Performance, 

Zenith  delivered. 


Total  performance.  It's  the  only  option  for  the  U.S.  Air  Force 
To  measure  up  is  to  outperform  the  merely  superior. 
After  extensive  evaluation,  the  Air  Force  selected  one 
official  stand-alone  microcomputer.  The  Zenith  Z-120  desktop. 

Now,  from  the  same  tradition  as  the 
Zenith  Z-120,  come  the  "total 
performance"  business  computers: 
the  Zenith  Z-100  PC's.  They're 
IBM  PC-compatible,  but  are 
designed  with  enhanced  features 
that  go  beyond  IBM  PC  compatibility. 
\  325^"      Including  greater  internal 

•""^^^^^PP    expandability.  Storage  that 

can  expand  up  to  11  megabytes. 
A  detached  keyboard  with  an   < 
improved  key  layout.  The  * 
ability  to  run  virtually^f 
all  IBM  PC  software.  I 
Zenith  z-150  pc       And  much  more. 

For  your  free  Zenith  Z-100  PC  Information  Kit 
and  the  name  of  your  nearest 
Zenith  Data  Systems  dealer,  call 

1-800-842-9000,  Ext.  1 


data 
systems 


When  Total  Performance  is  the  only  option. 

IBB 


©1984,  Zenith  Data  Systems 


CORVETTE 


THIS  AMERICAN  WENT 
EYE  TO  EYE  WITH  EUROPE. 
AND  EUROPE  BLINKED. 


Let's  get  it  together... buckie  up. 


iiiiiii 


Exotic  Europeans  have  traditionally  dominat- 
ed the  high-performance  sports  car  class.  But 
in  recent  United  States  Auto  Club  perform- 
ance trials,  the  exotic  American  was  the  over- 


USACjtombetitive  Rank 


Tdtai  Points    : 21 

Acceleration   t)-60  Jsec.) 4     (6.00) 

Braking     60,0  (ft)     "2 __1  6     (129  2) 

jSlalom^Jsecl7      *^__  6     (6.13) 

Lateral  Acceleration     (g's)  5     (.91) 


Price  as  Tested  $26,703 


Lamborghini 
Countach 


6     (533) 
3     (135.7)" 
3     (6.38) 
6 (.92)" 


$103,700 


all  winner.  The  1985  Corvette.  So  please  join 
Ferrari,  Porsche,  Lotus  and  Lamborghini  in  a  i 
hearty  welcome  to  a  new  world-class  champ 
ion.  The  1985  Chevrolet  Corvette. 


Porsche 
944 


1     (7.95) 

A  JJ35!2! 
5     (6.33) 

1     (-86) 

526,121 


Ferrari 
308  GTSi 


3  (6.43) 
2     (143  1) 

4  (6  36) 
2     (.83) 

$60,370 


Lotus  Esprit 
Turbo 


5_    (5  95) 
1      (144.7_)_ 
2~~"(6  40) 

"$50,384 


Porsche 
928S 


9 

2     (6  66) 

5     (135  1! 

1      (6  62) 

1      (  82) 

$49.- 

Scoring  based  on  an  Olympic  system  in  which  first  place  is  awarded  6  points  for  each  event.  USAC  certified  tests,  January  1985.  All  cars  listed  were  latest 
models  available  for  sale  in  the- U.S.  at  time  of  testing  and  were  equipped  with  various  high  performance  options.  Corvettes  Manufacturers  Suggested 
Retail  Base  Price  is  $24,891  including  dealer  prep.  Tax,  license,  destination  charges  and  optional  equipment  additional. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  FED  IS  CONTRADICTING  ITSELF 


The  Federal  Reserve  is  tightening  up  again,  apparently 
because  the  economy  is  looking  better  and  because  of  the 
rapid  growth  in  our  money  supply.  A  bulging  money 
supply  could  mean  a  comeback  for  inflation  down  the 
road,  the  Fed  fears. 

The  Fed's  move  is  the  reason  experts  are  now  predicting 
higher  interest  rates. 

Has  it  occurred  to  our  central  bankers  that  they  may  be 
perpetuating  something  of  a  catch  22? 

Why  is  our  money  supply  growing?  A  major  catalyst  is 
that  foreigners  are  investing  here  and  Americans  are  keep- 
ing their  money  in  the  U.S.  In  1982  we  invested  more  than 
$120  billion  overseas;  last  year  that  number  dropped  to 
less  than  $2  billion.  With  more  dollars  coming  in  and 


staying  in,  is  it  any  wonder  our  money  supply  numbers 
increase?  This  growth  does  not  indicate  a  new  bout  of 
inflation,  but  rather  that  a  growing  portion  of  the  world- 
wide dollar  supply  is  coming  home. 

By  raising  interest  rates,  the  Federal  Reserve  will  exacer- 
bate this  trend,  not  reverse  it.  The  more  the  Fed  squeezes, 
the  more  pressures  it  creates  for  an  increase  in  the  domes- 
tic money  supply.  The  dollar  will  get  stronger,  with  all 
that  that  means  for  our  exporters  and  our  squeezed  farm- 
ers. On  the  one  hand,  our  central  bank  deplores  the  surging 
greenback.  Yet,  on  the  other,  it  creates  the  conditions  for 
that  surge  to  continue. 

Won't  someone  in  the  Administration  or  in  the  Con- 
gress "ask"  the  Fed  to  take  off  its  isolationist  blinders? 


A  PETTY  TIP 


Tip  O'Neill  is  playing  a  foolish  game  that  could  one  day 
come  back  to  haunt  the  House  of  Representatives.  The 
Speaker  and  his  fellow  Democrats  have  arbitrarily  blocked 
the  Republican  victor  from  Indiana's  8th  Congressional 
District  from  taking  his  seat. 

True,  that  contest  was  as  close  as  they  come,  but  the 
GOP  candidate  won  on  the  recount.  The  Democrats  are 
charging  election  irregularities — unproved,  so  far — as  a 
rationale  for  keeping  the  Republican  out.  Their  reasoning 
is  flimsy. 

Under  our  system  of  government,  states  conduct  elec- 
tions and  certify  congressional  results  to  the  House,  which 
was  what  the  state  of  Indiana  did.  In  the  80  or  so  disputed 
elections  over  the  past  half  century,  certified  winners  were 
seated  pending  an  inquiry.  The  only  exception  was  in  1961 
when  the  disputed  seat  was  in  a  state  that  had  no  recount 
procedure. 

That's  not  the  case  here. 

Why  is  Tip  depriving  the  550,000  people  of  Indiana's 
8th — which  includes  a  goodly  number  of  hard-pressed 
farmers — from  being  represented?  Why  would  he  set  a 
precedent  a  future  Republican  majority  could  use  to  keep 
out  Democrats  they  didn't  like  "pending  an  investigation 
of  alleged  election  irregularities"?  After  all,  control  of  the 
House  of  Representatives  doesn't  hinge  on  this  particular 


contest;  the  Democratic  House  majority  is  70. 

The  answer  lies  in  the  portly  Speaker's  thin  skin. 
O'Neill  is  mightily  upset  that  Republican  righties  have 
repeatedly  denounced  him  on  the  so-called  C-Span,  which 
broadcasts  House  proceedings  for  public  television.  Until 
late  last  year,  C-Span  cameras  didn't  pan  to  the  House 
chamber,  focusing  instead  only  on  the  congressman  doing 
the  talking.  The  Republicans  often  spoke  to  a  near-empty 
House,  but  the  viewers  didn't  know  that  and  O'Neill 
thought  this  unfair. 

The  Indiana  caper  is  his  way  of  hitting  back. 

He's  Done  It  Before 

The  Speaker  has  previously  played  fast  and  loose  with 
those  unwritten  understandings  that  make  it  possible  for  a 
large  legislature  to  function. 

The  makeup  of  congressional  committees,  for  exam- 
ple, traditionally  reflected  the  parties'  strength  in  Con- 
gress. After  the  GOP  gains  of  1980,  however,  an  annoyed 
O'Neill  baldly  stacked  important  committees,  such  as 
Ways  and  Means,  with  lopsided  Democratic  majorities — 
one  reason,  by  the  way,  why  those  GOP  congressmen 
took  to  C-Span. 

Good  thing  for  Congress  and  the  country  that  this  aging 
autocrat  will  likely  step  down  next  year. 
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Toshiba's  ChromaTbuch  Copier  changes  color 

at  a  touch. 

With  most  copiers,  in  order  to  change  colors,  you  have  to  pu-u-ull  out  the  black  cartridge  and 
sho-o-ove  in  the  color  cartridge.  But  Toshiba's  new  ChromaTouch  Copier  makes  life  simpler. 

CHANGE  COLORS  AT  A  TOUCH.    Just  one  touch  lets  you  go  from  black  to  a  second  color.  Presto. 
Chango.  Or  back  to  black.  Presto.  Chango.  Color  copies  have  never  been  easier.  Or  looked  better. 

THE  MOST  FEATURED  COPIER  FOR  THE  MONEY  Toshiba's  BD-4121  ChromaTouch  Copier  isn't  jus 
a  great  color  copier.  It's  a  great  copier  that  makes  crisp,  clear  edge-to-edge  copies.  With  all  the  features 
you  need.  Including  zoom  enlargement  and  reduction.  Optional  10-bin  sorter,  document  feeder  and  sta 
feed  bypass. 

RED.  BLUE.  BROWN.  PICK  A  COLOR.   What  color  do 
you  want  your  copies?  ChromaTouch  lets  you  choose  red,  blue 
or  brown  for  your  second  color  And  you  get  it  with  just  a 
touch.  If  you  want  another  color,  changing  colors  with  your 
ChromaTouch  Copier  takes  just  seconds.  And  it's  as  easy  as 
changing  a  typewriter  ribbon. 

FOR  MORE  INFORMATION.    Toshiba  means  quality  in. 
Quality  out.  To  find  out  more  about  the  copier  that  changes 
colors  presto,  chango,  send  your  business  card  to  Copier 
Products  Division,  Toshiba  America,  Inc.,  2441  Michelle  Drive, 
Tustin,  CA  92680.  Or  call  1-800-457-7777 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba 
ChromaTouch  Copier 


Edited  by  Howard  Banks 


What's  Ahead  for  Business 


Even  small 
acorns  can  grow 


OF  IRAS,  SAVINGS  AND  THE  DOLLAR 

By  the  Apr.  15  deadline  around  $40  billion  will  have  been  invested 
in  1984  IRAs  and  Keoghs,  self-employed  retirement  schemes.  By  that 
time  a  total  of  around  $140  billion  will  have  accumulated  in  IRAs  and 
Keoghs.  According  to  Federal  Reserve  Bank  figures,  if  the  money  is 
invested  following  past  practice,  51%  will  be  invested  in  S&Ls  and 
thrifts,  39%  in  banks  and  just  5%  in  mutual  funds  and  money  market 
accounts,  and  5%  in  self-directed  accounts. 

Michael  Bazdarich  of  the  Claremont  Economics  Institute  says  the 
money  is  mostly  from  better-off  people  just  putting  the  first  $2,000  of 
their  yearly  savings  into  an  IRA  for  the  tax  break.  The  Investment 
Company  Institute  reckons  that,  even  so,  three  out  of  five  households 
that  should  have  an  IRA  (under  65  years  of  age  with  $15,000  annual 
income)  haven't  opened  one. 

These  accounts  do,  however,  already  constitute  more  than  a  quarter  of 
individual  savings  in  financial  assets. 


Economics 

and  savers 

don't  mix 


Total  savings  in  1984  were  up  by  over  5%  from  1983,  but  that's  less 
than  the  fundamentals  would  suggest  should  have  been  the  case. 

The  real  rate  of  return  on  savings  has  been  high.  Even  now  that  rates 
are  down,  five-year  IRAs  offer  12%,  vs.  an  average  inflation  outlook  of 
4%  a  year. 

Savings  might  pick  up  this  year.  But  Bazdarich  believes  people  are  still 
illiquid  from  the  recession  (mortgage  foreclosures  are  at  record  levels). 


More  on  the 
pesky  dollar 


Europe's  central  bankers  proved  that  exchange  rate  intervention  is 
foolish  when  at  the  end  of  February  they  threw  a  reputed  $4  billion 
down  the  drain.  The  dollar  slapped  their  faces  by  continuing  upward 
the  moment  the  bankers  stopped  wasting  money. 

Since  1980  the  trade-weighted  average  value  of  the  dollar  is  up  75%,  but 
by  a  less  threatening  22%  over  its  long-run  average  in  the  1960s.  The 
figures  clearly  show  it  is  caused  by  a  U.S.  vote  for  the  dollar — and  the 
U.S.  economy — more  than  by  flows  of  foreign  funds  to  the  U.S. 

Up  to  1982  U.S.  companies  and  banks  were  still  sending  money  abroad, 
or  reinvesting  foreign  subsidiaries'  profits  overseas.  In  earlier  times, 
remember,  the  U.S.  did  its  exporting  through  its  multinationals. 

The  net  outflow  for  the  banks  peaked  at  $42  billion  in  1981  and  $45 
billion  in  1982,  says  Lee  Hoskins  of  PNC  Financial  Corp.  That  became 
an  inflow  of  $24  billion  in  1983  and  $34  billion  in  1984. 

Some  fear  the  mighty  dollar  might  lead  to  more  protectionism,  yet 
Washington  has  stopped  coercing  Japan's  carmakers  to  limit  sales. 

There's  another,  unremarked  reason  for  the  dollar's  strength.  European 
governments  relaxed  exchange  controls.  Instead  of  European  investors' 
having  to  allow  for  an  investment  premium  when  calculating  the 
value  of  an  outward  investment  into  the  U.S.,  they  can  now  make  a 
straight  comparison.  The  British  economy,  for  instance,  may  be  on  the 
mend  (see p.  44),  but,  even  so,  where  would  you  put  your  money? 


FOR 


BES,  MARCH  25,  1985 


33 
— 


The  Forbes  Index 


Forbes  Index 


12-month  close  up 
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Pedal  to  the  metal.  Our  latest  look  at  the  Forbes  Index 
shows  a  healthy  0.7%  rise  over  the  previous  month,  one  of 
the  sharpest  gains  since  April  1984.  New  housing  starts, 
though  still  some  4.4%  lower  than  they  were  one  year  ago, 
recorded  an  8%  month-to-month  rise.  Manufacturers' 
new  orders  advanced  3.8%  over  month-earlier  figures. 
Meanwhile,  retail  sales  are  up  0.7%,  industrial  production 


0.4%,  and  personal  income  0.3%  over  month-earlier  re- 
sults. The  Consumer  Price  Index  rose  0.2%  over  the 
previous  month,  while  the  services  component  of  the  CPI 
increased  twice  as  much.  But  on  an  annualized  basis,  a 
2.3%  growth  rate  for  the  CPI  and  a  4.9%  growth  rate  for 
services  still  compares  quite  favorably  to  the  double-digit 
inflation  levels  of  just  a  few  years  ago. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  US  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit.  i 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  are  presented  at  right. 


Services 


Consumer  price  indexes  [1967  =  100) 

all  urban  consumers,  unadiusted  (Dcpt.  of  Labor) 


New  housing  starts  (thousands) 

privately  owned,  unadiusted  (Dept.  of  Commerce) 
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AMF  believes  that  the  best  ideas  take  corporate  headquarters  were  automated 

off  fast  a  matter  of  days-not  months.  And  after 

That's  why  AMF  chose  to  automate  its  the  initial  installation,  the  idea  of  office  at 

corporate  headquarters  with  Digital's  ALL-INT  mation  took  off  by  itself. 
Office  Automation  System.  As  more  of  AMF's  departments  Sc 

With  the  ALL-IN-1  system,  AMF's  the  ALL-IN-1  system,  more  wanted  it 


■if 


They  quickly  recognized  its  potential 
>|ot  only  make  their  jobs  easier  but  also 
ve  them  a  competitive  edge. 

Now  AMF's  corporate  departments  can 
tare  information  at  the  touch  of  a  key  Requests 
imade  in  writing-through  DECMail™  soft- 


ware. Instead  of  rounds  of  telephone  message 
The  ALL-IN- 1  system  even  lets  AMF's  man- 
agers analyze  data  stored  in  IBM  mainframe 
Digital.  Of  all  the  computer  companies 
who  talk  about  office  automation,  we're  the 
one  who  can  deliver  Today 


^Digital  Equipment  Corporation,  1985.  Digital,  the  Digital  logo,  DECMail.  and  ALL-IN-1  are  trademarks  of  Digital  Equipment  Corporation 

AMF  is  a  trademark  of  AMF  Incorporated. 


Rwbes 


The  cost  of  a  college  education  is  a  growing  burden  to  parents. 
The  nations  new  Secretary  of  Education  has  the  audacity  to  ask: 
Are  they  getting  their  money's  worth? 


Bennett  the  Hun? 


By  Howard  Banks 


Secretary  of  Education  William  J.  Bennett 

"Open  admission  doesn't  bother  me  as  much  as  open  graduation. 


S 


I  PITTING  ON  THE  AMERICAN  flag 

i  or  disparaging  motherhood  and 
'apple  pie  is  no  longer  considered 
treasonable  in  intellectual  circles,  but 
say  a  word  against  universal  higher 
education  and  you  are  considered  a 
yahoo.  Or,  worse,  an  elitist.  Just  ask 
Secretary  of  Education  William  J.  Ben- 
nett, who  took  over  the  post  in  mid- 
February. 

Bennett,  an  outspoken  but  thought- 
ful man  and  a  former  law  professor  at 
Harvard  University,  the  University  of 
Wisconsin  and  Boston  University, 
among  other  schools,  recently  sug- 
gested that  a  good  deal  of  higher  edu- 
cation was,  in  fact,  a  ripoff  of  students 
and  their  parents.  He  even  had  the 
audacity  to  suggest  that  parents 
should  be  allowed  to  take  a  hand  in 
what's  taught.  A  mighty  howl  rose  in 
ivy  halls  from  Maine  to  California, 
and  the  University  of  the  Pacific  in 
Stockton,  Calif,  huffily  withdrew  its 
offer  of  an  honorary  degree. 

Of  course,  a  cynic  might  say  that 
what  really  outraged  academia  was 
Bennett's  support  for  a  tightening  of 
standards  on  student  loans — a  clear 
threat  to  the  flow  of  green  to  ivyland. 
As  part  of  the  Reagan  Administra- 
tion's efforts  to  reduce  the  deficit,  it 
has  proposed  ending  government-sub- 
sidized loans  for  students  of  families 
with  over  $32,500-a-year  gross  family 
income,  and  applying  an  aid  limit  of 
$4,000  per  student.  The  proposed  cuts 
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in  student  aid  could  save  $2  billion  to 
$3  billion — no  insignificant  contribu- 
tion to  closing  the  deficit.  The  uproar, 
however,  was  inevitable,  and  Bennett 
had  to  take  the  heat. 

Take  it  he  cheerfully  did.  He  point- 
ed out  that  higher  education  was  an 
$80  billion  to  $100  billion  a  year  busi- 
ness and  not  immune  from  cost-bene- 
fit analysis.  With  the  cuts,  some  stu- 
dents, Bennett  cracked,  may  lose  their 
autos  and  stereos  and  their  three 
weeks'  beach  break.  But  there  would 
still  be  enough  to  cover  basic  costs  for 
bright  youngsters  who  would  other- 
wise not  be  able  to  afford  college. 
Would  tougher  loan  standards  lead 
some  students  to  drop  out?  Maybe, 
but  said  Bennett:  "It's  not  self-evident 
[to  me]  that  the  government  has  the 
responsibility  to  permit  everyone  to 
go  to  whatever  college  they  want." 

The  reaction  was  as  if  Attila  the 
Hun  were  running  amok  at  Wellesley. 
Anticipating  the  self-interested 
outcry  from  the  academics,  Bennett 
reminded  the  good  professors  that  the 
product  they  were  delivering  to  the 
public  was  not  above  criticism.  Said 
he:  "When  one  sees  one  side  of  a 
newspaper  page  saying  the  American 
Association  of  Colleges  [AAC]  says 
college  curriculums  are  incoherent 
and  disjointed,  it  is  not  clear  why  a 
course  of  studies  should  be  pursued. 
And  when  the  other  side  o*  the  page 
says  that  college  fees  rose  an  average 
lof  7%,  it  is  entirely  fair  to  ask  the 
iquestion:  Are  we  getting  value  for 
money?" 

Bennett,  once  a  Democrat,  now 
alls  himself  a  conservative.  As  a  con- 
servative he  doesn't  want  the  federal 
government  setting  admission  or 
graduation  standards.  He  does  think 
:he  colleges  and  universities  should 
je  held  accountable  for  the  quality  of 
:he  product  they  deliver. 

Interviewed  by  Forbes,  Education 
Secretary  Bennett  points  to  a  corn- 
pent  in  a  study  of  the  AAC  that 
;alled  the  B.A.  degree  meaningless. 
^Take  a  student  who  passes  through 
t  jade  school,  high  school  and  college, 
jyithout  any  intellectual  demands  be- 
[,ng  imposed.  This  happens.  Then  the 
jtudent  takes  and  flunks  a  teacher's 
sxam.  We  haven't  served  that  student 
I  all,"  he  says. 

I  Bennett    is    irked    at    what's    not 

aught.  "Anyone  graduating  from  an 

listitution  of  higher  education  ought 

p  have  some  basic  familiarity  with 

umanities — foreign   languages,   his- 

>ry  [including  American  history],  lit- 

.ature,    the    English    language — no 

latter  what  the  major,"  he  says. 

"Frankly,  open  admission  as  a  con- 

u.pt  doesn't  bother  me  as  much  as 


open  graduation.  However,  if  people 
are  coming  in  and  doing  work  that  is 
really  not  higher  education,  and  if 
people  are  doing  as  much  remedial 
work  as  many  people  think,  then  we 
have  a  problem  of  definition  for  high- 
er education." 

Bennett  points  out  that  employers 
want  job  candidates  who  can  read, 
write,  express  themselves  and  ana- 
lyze, but  a  college  degree  no  longer 
guarantees  possession  of  these  skills. 
Among  his  other  thoughts: 
•  Private  colleges  do  not  outper- 
form state  colleges,  although  they 
cost  students  four  times  as  much. 
"We  could  draw  up  a  list  of  the  50  best 
institutions,  and  my  guess  is  that  it 
would  list  as  many,  if  not  more,  pub- 
lic as  private." 


•  A  class  of  technical  schools  is  be- 
ing created  as  small  private  colleges 
modify  themselves  and  emphasize 
technical  specialties,  from  computer 
science  to  aviation  mechanics,  to  lure 
students. 

•  Research  deserves  support,  but  it 
should  not  be  the  top  priority  at  the 
most  prestigious  institutions.  Then  it 
becomes  the  top  priority  at  all  institu- 
tions, and  graduate  institutions  will 
train  people  to  do  research  at  graduate 
institutions,  he  says. 

Are  these  the  thoughts  of  an  anti- 
intellectual  redneck?  Hardly.  At  a 
time  when  the  nation  is  questioning 
so  many  of  its  basic  institutions,  there 
is  no  reason  why  higher  education 
should  be  immune  to  such  healthy 
criticism.  ■ 


Is  the  Saturn  project  for  real?  Is  GM  con- 
glomerating? Breaking  up?  GM  Chairman 
Roger  Smith  has  snappy  answers  for  these 
and  other  barbed  questions. 

Dealing  with 
the  doubters 


By  Barry  Stavro 


General  Motors  is  a  great  com- 
pany, but  it  also  makes  great 
mistakes.  Is  the  $5  billion  Sat- 
urn project  one  of  those  mistakes? 
Forbes  took  its  questions  to  Saturn's 
biggest  booster,  GM  Chairman  Roger 
Smith.  He  dealt  frankly  and  forth- 
rightly  with  the  doubters. 

To  those  with  long  memories,  Sat- 
urn sounds  like  a  briefing  paper  for 
the  small  GM  Vega  and  Corvair  mod- 
els of  past  years,  which  failed  as  im- 
port fighters.  The  projected  $5  billion 
cost  works  out  to  $2,000  a  car  in  over- 
head at  500,000  units  for  six  years,  an 
enormous  burden  for  a  low-priced 
model.  Saturn  parts  will  be  unique  to 
this  car,  which  means  they  can't  be 
spread  among  the  GM  line.  Spreading 
components  holds  down  costs  and  is  a 
key  to  GM's  profits. 

Smith  insists  that  the  Saturn, 
which  is  set  up  as  a  separate  subsid- 
iary within  GM,  will  be  different  from 


those  other  small-car  efforts:  "First  of 
all,  we  put  a  lot  more  effort  in  the 
Saturn  than  we  did  in  any  of  those 
projects.  We  are  much  more  effective 
on  our  engineering  now.  Not  because 
we've  got  better  engineers.  What 
we're  able  to  do  with  computers  and 
things  like  that  is  just  light-years 
ahead." 

Saturn  will  be  a  whole  new  car — 
eventually  a  series  of  cars — not  just  an 
evolutionary  development  from  exist- 
ing GM  cars.  They  will  be  sold  in 
Saturn  showrooms  by  1989—500,000 
of  them  a  year  to  start.  They  will  be 
small  and  light,  with  a  new  alumi- 
num engine  running  at  45  to  60  miles 
per  gallon.  Most  important,  they  are 
to  sell  at  $6,000  or  so,  competing  in 
price  and  quality  with  the  Japanese. 

How  do  you  compete  with  the  Japa- 
nese, given  their  advantages  in  lower 
labor  costs  and  an  artificially  cheap 
yen?  GM  wants  to  put  together  a 
whole  new  manufacturing  technology 
to  bring  price  down  and  quality  up. 
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GM  Chairman  Roger  Smith  and  his  Saturn 

"What  we're  trying  to  do  with  this  thing  is  lower  the  risk.' 


Andrew  Sacks'Bljck  S(ar 


There  are  plans  for  modular  construc- 
tion, putting  little  pieces  together  and 
then  assembling  them  as  modules,  as 
a  radio  is  put  in  the  car— not  put  to- 
gether wire  by  wire  in  the  dashboard. 
Smith  talks  of  making  Saturn  a  "pa- 
perless" company,  with  electronic  de- 
sign and  manufacture.  He  plans  to 
negotiate  lower  labor  costs  and  better 
work  practices  for  Saturn  with  the 
autoworkers'  union. 

The  GM  chairman  doesn't  worry 
about  parts  incompatibility  and  its 
cost.  "There's  not  one  single  car- 
ryover part  in  that  car.  Not  a' single 
one,"  says  the  59-year-old  chief  ex- 
ecutive. The  new  four-cylinder  alumi- 
num engine  being  designed  for  Saturn 
will  be  too  small  for  GM's  next-larg- 
est size,  Smith  concedes.  And  in  the 
past,  GM's  small  aluminum  engines 
were  not  great  successes.  Says  Smith: 
"We've  learned  a  lot  about  aluminum 
engines.  We've  learned  about  the  en- 
gine warping.  Aluminum  engines  are 
now  being  built  all  over  the  world. 
Everybody,  including  us,  is  a  lot 
smarter  on  aluminum  engines  than 
we  ever  were." 

Isn't  $5  billion  too  much  to  spend 
on  a  low-priced  car,  a  $2,000-per-car 
development  cost?  A  competitor  says 
it's  like  spending  $50,000  on  a  kitch- 
en that  will  turn  out  only  hambur- 
gers. Expensive  hamburgers. 

"It's     not     development     costs," 
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Two  long-gone  GM  import  fighters, 

Corrair  (top)  and  Vega  (bottom) 

"We  put  a  lot  more  effort  in  Saturn." 

Smith  answers.  "That's  investment: 
$3.5  billion  is  going  to  be  for  the 
plant.  And  the  big  thing  is  we  get 
capacity  for  that.  I  need  new  volume." 
Is  that  a  paradox?  GM  planned  to 
import  350,000  cars  from  Japan  and 
Korea  and  sell  200,000  built  by  the 
GM-Toyota  plant  in  California.  Why 
does  it  need  capacity  for  another  half- 
million  small  cars?  Smith  says:  "We 
could  market  a  million  small  cars  if 
we  had  them  right  now." 


The  last  new  division  set  up  in  the 
Big  Three  was  for  Ford's  Edsel.  Noth- 
ing could  match  the  expectation  from 
the  publicity  buildup.  Isn't  Saturn 
getting  that  Edsel-like  buildup? 

Says  Smith:  "The  Edsel  was 
doomed  before  it  came  off  the  line.  It 
went  into  a  market  that  wasn't  there. 
The  Edsel  could  have  been  twice  as 
good  a  car  as  it  was  and  not  made  it. 
But  the  Saturn  is  sitting  right  in  the 
middle  of  the  tracks.  It's  going  to  be 
hit  by  that  train  of  market.  There's  no 
way  out  of  it." 

Other  auto  executives  in  Detroit 
think  Smith  is  not  telling  all.  They 
figure  that  in  a  few  years  4  million 
cars  will  be  imported  from  Japan  and 
Korea  or  assembled  in  the  U.S.  under 
Japanese  nameplates.  That  leaves  6 
million  for  the  U.S.  carmakers  in  a  10- 
million-cap  year,  and  it  means  an 
enormous  struggle  for  sales,  particu- 
larly at  the  low  end  of  the  market 
where  foreigners  compete. 

Smith's  answer  is  that  the  Satum 
isn't  just  another  small  car.  It  repre- 
sents a  whole  new  technology  that 
can  eventually  be  applied  to  bigger 
cars  as  well.  He  says:  "That's  one  of 
the  main  differences  that  I  see  be- 
tween the  Vega  and  the  others.  Sat- 
urn's not  just  a  little  car.  This  thing  is 
the  future  of  the  auto  industry."  If  you 
can't  build  a  small  car  competitively 
in  the  U.S.,  the  industry  will  have 
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trouble  building  anything,  he  says. 
"What  are  you  going  to  do?  Sit  there?" 
In  short,  Smith  is  well  aware  that 
the  Japanese  are  moving  upmarket  in 
the  U.S.  (Forbes,  Sept.  10,  1984).  The 
Saturn  project  will  help  GM  fight  the 
Japanese  wherever  they  appear,  not 
only  in  compacts  and  subcompacts. 
Says  Smith:  "Opel  [German  GM]  is 
going  to  be  building  modular  con- 
struction [to  be  used  at  Saturn].  Cadil- 
lac is  going  to  be  using  the  paint  sys- 
tem that  Saturn  is  going  to  have.  Cen- 
tral Foundry  will  be  doing  some  of  the 
castings  with  the  technique  that  Sat- 
urn is  going  to  use.  So  by  the  time  I  get 
Saturn  up  on  its  feet,  I'm  going  to 
have  a  great  deal  of  the  thing  tested. 

"You  are  right,  there  is  a  big  risk," 
the  GM  chairman  says.  "What  we're 
trying  to  do  with  this  thing  is  lower 
the  risk." 

Competitors  in  Detroit  remain 
cynical.  They  claim  Smith  and  GM 
have  scored  a  great  public  relations 
coup  in  the  Saturn,  drawing  attention 
from  plans  to  import  directly  350,000 
Japanese  and  Korean  cars  and  creating 
a  lever  to  force  the  autoworkers' 
union  to  accept  lower  wages  or  bene- 
fits and  to  change  work  rules. 

We  took  the  opportunity  to  ask 
Smith  about  GM's  recent  nonauto  ac- 
quisitions. Roger  Smith  bought  H. 
Ross  Perot's  Electronic  Data  Systems 
Corp.  for  $2.5  billion  last  year,  and  he 
says  he  could  have  another  billion- 
dollar  catch  by  year-end.  Forbes  re- 
minded him  that  GM  hasn't  done  that 
well  outside  of  vehicles,  that  GM 
brings  high  labor  costs  with  it  and 
that  companies  today  are  deconglom- 
:erating,  not  buying.  Smith  answers: 

"Listen,  with  the  money  we  had,  we 
could  have  gone  out  and  been  white 
knights  in  oil  companies.  We  could 
have  been  the  largest  conglomerate  in 
the  world.  Right?  But  we  didn't  do  it, 
because  we  were  thinking.  We  like  to 
[get  in  something  where  we  can  make  a 
[technical  contribution." 
|  He  wants  companies  with  advanced 
technology  and  defense  implications. 
\'.s  Hughes  Aircraft  one?  "I  assume  ev- 
erybody that's  available  is  looking  at 
hughes,"  he  says. 

I   Smith  also  put  down  speculation  in 

hlusiness  Week  that  GM  might  be  split 

nto  three  companies,  each  issuing 

jtock   and  controlled  by  a  holding 

ompany.  The  aim  would  be  to  push 

■ip  the  stock  price.  "Nobody  is  even 

forking  on  things  like  that,"  he  says. 

Because  when  you  stop  and  think, 

bat  takes  away  from  our  strengths. 

ye  lose  our  economies  of  scale.  What 

rice  glory?  You  could  have  one  big 

lot.  maybe.  But  the  long-term  parts 

•f  that  would  be  terrible."  ■ 


If  you  think  the  life  of  a  small-time  raider  is 
all  white  knights  and  greenmail,  consider 
the  slinging  match  pitting  N.  Norman 
Muller  against  Rockcor. 


Mud  fight 


By  Lawrence  Minard 


Does  the  name  N.  Norman 
Muller  ring  a  bell?  T.  Boone 
Pickens  he  isn't,  but  a  smaller 
player  in  the  same  game,  a  street 
fighter  who'll  swing  his  chain  for  a 
few  hundred  thousand  here  and  a  cou- 
ple million  there.  When  Muller  and 
his  17  partners  decided  to  rumble 
with  Redmond,  Wash. -based  Rockcor 
Inc.  last  fall,  they  bought  close  to  30% 


of  their  $10  million  stake  on  margin. 
Rockcor  is  a  little  defense  contrac- 
tor that  is  into  some  very  sexy  defense 
and  space  technologies  but  hasn't 
made  big  money  at  them — it  earned 
around  $4  million  in  the  latest  12 
months  on  sales  of  $91  million.  Mull- 
er, his  four  general  partners  and  the  13 
limited  partners  who  make  up  their 
American  Investment  Partners  group 
started  accumulating  Rockcor  stock 
last  August.  They  now  own  around 


Norman  Muller  and  wife,  Lois,  with  Winnie 

A  few  hundred  thousand  here  and  a  couple  million  there. 
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688,000  shares  (or  15.3%)  at  an  aver- 
age cost  of  about  14'/2  a  share,  about 
what  it  is  today.  In  January  the  group 
announced  it  would  lead  a  proxy  fight 
to  oust  Rockcor's  management  and 
install  its  own  team.  For  the  good  of 
shareholders,  of  course.  Based  on  var- 
ious public  reports,  Muller  thinks  he 
can  raise  around  $30  million  in  cash 
by  liquidating  Rockcor  land  and  other 
"nonproductive  assets"  and  promises 
to  end  what  he  charges  are  "incorrect 
accounting  practices." 

The  votes  will  be  cast  by  Mar.  19. 
But  Muller  is  already  claiming  victo- 
ry. "At  this  moment  I  believe  we've 
won  the  proxy  contest,"  he  said  when 
we  saw  him  in  late  February.  Proxy 
fights  are  nasty,  but  the  defense  has 
learned  some  dirty  tricks,  too. 

Readers  might  remember  N.  Nor- 
man Muller  from  the  1960s.  Shares  in 
Liquidonics  Industries,  a  manufactur- 
er of  hydraulic  test  equipment  and 
components  for  aircraft  that  Muller 
started  with  $300,  went  from  2  to  150, 
only  to  fall  earthward  in  the  1970 
market.  In  1979  Muller  waged  a  proxy 
fight  to  liquidate  SCM  Corp.  and  lost. 
In  1982  Muller  and  three  partners 
greenmailed  a  little  New  Hampshire 
company,  Clarostat  Manufacturing, 
reportedly  making  off  with  a  profit  of 
around  $700,000,  plus  $201,000  in  ex- 
penses— walking-around  money  for 
T.  Boone,  perhaps,  capital  for  Muller 
and  his  partners. 

At  first  glance,  Rockcor  looks  to  be 
easily  boarded  by  Muller  and  crew.  On 
top  of  its  modest  performance,  the 
company  pleaded  guilty  last  April  to  a 
criminal  indictment  charging  it  with 
overbilling  labor  costs  on  government 
contracts  from  1977  to  1981.  George 
Sutherland,  57,  the  soft-spoken 
Princeton  Ph.D.  who  founded  Rockcor 
(originally  Rocket  Research)  in  1959, 
agreed  to  the  plea,  he  says,  in  order  to 
save  $1.25  million  in  legal  expenses 
and  to  retain  government  contracts. 

But  mud  is  mud.  In  the  hands  of 
Muller  and  his  crowd  Rockcor's  crimi- 
nal conviction  is  the  kind  that  sticks. 
Says  Muller,  oozing  with  indignation: 
"Consent  decrees,  okay,  but  I've  never 
heard  of  anybody  pleading  guilty  to  a 
crime  to  save  legal  fees." 

But,  as  we  said,  Sutherland  has 
learned  a  bit  about  street  fighting.  He 
wants  to  talk  about  a  company  called 
Channel  Industries,  Ltd. 

Channel  is  a  publicly  owned  con- 
tact-lens maker.  Muller  is  president 
and  owns  10%  of  the  stock.  Channel 
was  heavily  promoted  as  a  turnaround 
in  1983  and  early  1984.  The  stock 
climbed  from  2%  in  the  first  quarter 
of  1983  to  over  13  a  year  later. 
But  Channel's  results,  when  finally 
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reported,  were  something  else:  a  $1.9 
million  loss  for  1984's  first  nine 
months.  The  stock  collapsed— to  8, 
then  4,  then  2.  Last  fall  Channel's 
accountants  questioned  the  com- 
pany's ability  to  continue  as  a  going 
concern  without  more  financing.  The 
stock  now  trades,  sporadically,  on  the 
Boston  Stock  Exchange.  Price  at  last 
trade:  75  cents. 

Muller,  who  created  Channel's  con- 
tact lens  business  from  assets  bought 
in  1982  from  American  Sterilizer,  re- 
plies, in  effect:  We  all  make  mistakes. 

True,  of  course,  but  Rockcor  claims 
that  Muller  may  be  going  to  unusual 
lengths  to  bail  out  this  particular 
mistake. 

A  principal  in  Muller's  group  is  Jo- 
seph Di  Lillo,  a  savvy  analyst  who 
first  introduced  Muller  to  Rockcor.  Di 
Lillo  is  a  former  executive  of  First 
Wilshire  Securities  Management, 
Inc.,  an  investment  firm  with  a  siz- 
able portion  in  Channel.  Muller,  Di 
Lillo  and  their  partners  filed  their  first 
Rockcor  13D  last  November.  Then, 
early  in  January,  First  Wilshire  Co- 
chairman  Noble  Trenham  called 
Rockcor  President  Bernard  Beckel- 
man  with  an  odd  suggestion:  "I  told 
them  [Rockcor]  that  they  were  having 


a  problem  with  the  same  man  [Mull- 
er] I  was  having  a  problem  with," 
Trenham  tells  Forbes.  "Channel  was 
looking  for  money — they  still  are — 
and  I  suggested  that  they  [Rockcor] 
might  lend  them  [Channel]  some 
money  or  make  an  investment 
through  us." 

Was  there  collusion  here?  Rock- 
cor's Sutherland  is  hinting  there  was, 
claiming  the  phone  call  is  evidence 
that  Muller  and  First  Wilshire  are 
really  after  Rockcor  as  a  vehicle  to 
bail  out  Channel  Industries.  "If  he 
[Muller]  could  get  control  of  us,  he 
could  force  Rockcor  to  acquire  Chan- 
nel," says  Sutherland.  With  a  debt-to- 
capital  ratio  of  29%,  plenty  of  unused 
borrowing  power  and  $5  million  in 
cash,  there  is  plenty  of  cash  to  be 
stripped  out  of  Rockcor. 

"We  have  absolutely  no  intention 
of  helping  out  Channel  with  Rock- 
cor," fumes  Di  Lillo,  adding  that  he 
resigned  from  First  Wilshire  on  Dec. 
20,  1984  and  was  shocked  when  he 
learned  of  Trenham's  call. 

That  may  well  be  true.  Equally  true, 
however,  is  that  once  a  mud  fight 
starts,  two  can  play.  The  raiding  game 
may  be  profitable,  but  it  isn't  all  fun 
and  easy  greenmail.  ■ 


Mexico  needs  more  foreign  investment, 
and,  of  course,  the  leftists  howl  against  it. 
But  self-interest  makes  for  the  strangest 
bedfellows,  and  the  leftists  and  industrial 
ists  are  making  common  cause. 

Protecting       ] 
the  rich 


By  Alan  M.  Field 


F|  or  more  than  two  years  Mexi- 
can President  Miguel  de  la  Ma- 
drid's foreign  investment  com- 
missioner, Adolfo  Hegewisch,  has 
toured  the  industrialized  world  ask- 
ing for  fresh  investment  money. 
Mexico  wants  it  to  supplement  the 
loans  that  the  nation  can  no  longer 
easily  get,  and  to  bring  along  the  tech- 
nology so  badly  needed.  Mexico  will 
not  formally  change  its  foreign  invest- 
ment law,  which  requires  51%  local 


control  of  most  new  investments,  but 
the  government  has  promised  to  bend 
the  rules  in  some  cases. 

No  sale:  The  Bank  of  Mexico  re- 
ports a  positive  foreign  investment 
balance  of  only  $29  million  during  the 
first  six  months  of  last  year,  and  total 
foreign  investment  in  1983  (the  last 
full  year's  statistics)  fell  to  $373  mil- 
lion from  $708  million  in  1982. 

Why  are  foreign  investors  holding 
back?  The  fault  in  good  part  result; 
from  the  government's  own  ambiva 
lence.  Just  the  other  month,  remem 
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ber,  the  Mexican  government  rejected 
a  plan  by  IBM  to  assemble  personal 
computers  in  Mexico  because  IBM  in- 
sisted on  total  control  of  their  new 
operation. 

"We  have  to  be  very  careful  about 
local  populist  political  pressures.  We 
cannot  go  too  fast,"  says  one  com- 
merce ministry  official.  Do  the  left- 
ists actually  have  this  veto  power  over 
economic  common  sense?  Not  really. 
All  that  talk  of  pressure  from  the  left- 
ists is  more  a  smokescreen  to  hide  the 
real  culprits:  those  Mexican  industri- 
alists who  fear  the  superior  technolo- 
gy and  greater  productivity  of  foreign 
companies. 

Listen  to  David  H.  Brill  Jr.,  an  in- 
vestment specialist  and  attorney  who 
practices  in  Mexico  City:  "The  oppo- 
sition to  liberalization  is  from  the  big 
businessmen  more  than  from  the  left, 
which  is  fragmented.  The  business- 
men are  not  interested  in  any  addi- 
tional competition.  They  want  to 
make  money  from  profitable  joint 
ventures." 

Jacobo  Zaidenweber,  president  of 
Concamin,  the  Mexican  confeder- 
ation of  industrial  chambers  of  com- 
merce, concurs:  "It's  okay  to  say  wel- 
come to  foreign  investors,  but  when 
the  product  coming  in  is  one  compet- 
ing against  yours,  that's  something 
else." 

In  these  51%/49%  joint  ventures, 
an  undercapitalized  Mexican  business 
that  has  no  economies  of  scale  may 
acquire  the  legal  right  to  51%  of  the 
profits  from  products  designed  by  a 
Ford  or  a  Hewlett-Packard.  A  com- 
pany with  an  assembly  plant  smaller 
than  a  five-room  apartment  can  take 
advantage  of  advanced  foreign  tech- 
nologies and  yet  charge  30%  to  50% 
more  than  the  U.S.  prices,  since  effi- 
cient competitors  are  kept  out.  This  is 
the  stuff  that  buys  magnificent  villas 
in  Acapulco. 

"A  joint  venture  with  IBM  would  be 
a  license  to  steal,"  admits  Richard 
Hojel,  chairman  of  Apple  de  Mexico  (a 
joint  venture  assembling  Apple  com- 
puters). Because  IBM  refused  to  issue 
such  a  license,  it  was  kept  from  ex- 
panding in  Mexico. 

Mexico's  foreign  investment  com- 
mission prepared  a  report  last  fall 
showing  that  the  dozen-plus  Mexican 
companies  and  joint  ventures  now  as- 
sembling computers  in  Mexico  over- 
charge their  customers  by  up  to  50% 
over  U.S.  prices;  use  outmoded  tech- 
nology; provide  almost  no  servicing; 
and  fail  to  meet  legal  commitments 
on  exports  and  local  integration. 
These  companies  had  net  profit  mar- 
gins of  10%  to  40%  after  a  year  or  so 
in  the  assembly  business,  with  pro- 


duction runs  of  less  than  1,000  per- 
sonal computers  a  month.  The  report 
enthusiastically  recommended  the 
approval  of  IBM's  production  propos- 
al. It  was  overruled  in  January  by  an 
interministerial  board  more  subject  to 
political  pressure. 

Here's  another  way  the  supposedly 
left-wing  foreign  investment  law  pro- 
duces profit  for  Mexican  industrial- 
ists: A  provision  that  forbids  foreign- 
ers from  owning  shares  of  most  com- 
panies traded  on  Mexico  City's  stock 
exchange,  the  Bolsa.  This  effectively 
reduces  demand  for  many  underval- 
ued stocks.  Admits  an  industrialist 
who  recently  bought  over  20%  of  the 
shares  in  each  of  three  joint  venture 
chemical  companies  controlled  by 
Mexicans:  "The  prices  I  paid  were 
ludicrously  low,  because  foreign  in- 
vestors are  restricted  from  increasing 
their  ownership  in  these  companies. 
Do  you  really  think,  if  there  weren't 
a  foreign  investment  law,  I  could 
have  picked  these  stocks  up  for  these 
prices?  I  paid  less  than  one  times 
earnings." 

In  fact,  contrary  to  their  image, 
moderately  socialist  trade  unions, 
which  are  tied  to  the  government, 
quietly  support  fewer  restrictions  on 
foreign  investment.  They  like  the 
good  salaries,  working  conditions  and 
jobs  the  foreigners  bring. 

Look  at  the  IBM  proposal.  The  PC 


plant  would  have  been  the  largest  and 
most  modern  in  Latin  America,  ex- 
porting 92%  of  its  output  and  earning 
tens  of  millions  of  dollars  for  Mexico. 

Now  listen  to  the  businessmen:  "If 
IBM  offered  to  create  a  Mexican-con- 
trolled company,  they  would  be  wel- 
comed," says  Antonio  Castro,  presi- 
dent of  the  National  Chamber  of  the 
Electronics  Industry,  which  fought 
against  approval  of  the  IBM  plan. 

It's  the  old  story — what's  good  for 
the  country  isn't  always  good  for  indi- 
vidual local  businessmen,  who,  quite 
understandably,  put  their  self-interest 
above  the  nation's.  "Unless  IBM 
comes,  Mexico  will  never  be  competi- 
tive from  a  technological  point  of 
view,"  says  James  Dunn,  a  computer 
consultant  in  Mexico  City.  IBM  could 
have  been  good  news  for  hundreds  of 
Mexican  companies  too  small  to  exert 
political  pressure,  such  as  computer 
retailers  and  makers  of  peripheral 
equipment. 

IBM  still  is  quietly  working  to  earn 
approval  for  a  revised  project,  prob- 
ably offering  to  use  more  made-in- 
Mexico  components  and  provide 
more  local  jobs,  or  earn  more  foreign 
exchange.  The  leftists  will  still  howl 
"Yankee  colonialism"  in  Mexico's 
congress,  as  they  did  before.  But  if  the 
business  community  stops  objecting, 
the  leftists  will  be  left  howling  in  the 
wilderness.  ■ 
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Everyone  knows  that  Britain  is  declining. 
Look  at  the  pound,  look  at  unemployment. 
But  when  everyone  knows  something,  the 
good  contrarian  gets  suspicious. 

Britain-halfway 
to  a  comeback 


By  Rosemary  Brady 


Has  Maggie  Thatcher  re- 
versed Britain's  long  economic 
decline?  A  lot  of  the  portents 
are  bad:  A  pound  sterling  is  now 
worth  only  a  buck  and  a  few  pennies. 
Unemployment  hangs  tough  at  13%. 
Derelict  warehouses  line  a  stretch  of 
the  port  of  Liverpool,  once  the  world's 
center  of  trade.  Empty  factories  domi- 
nate the  north  side  of  Birmingham, 
Britain's  Detroit.  In  coal  country, 
boarded-up  shops  line  village  streets. 

But  there  are  also  extremely 
healthy  signs.  Arthur  Scargill,  the 
coal  miners'  Communist  boss,  has 
surrendered  to  Mrs.  Thatcher.  In  a 
famous  Welsh  mining  valley  an  elec- 
tronics company  spews  out  compo- 
nents for  IBM.  If  Liverpool  port,  with 
its  tough  unions,  is  quiet,  other  ports 
boom  with  traffic.  If  manufacturing  in 
Birmingham  has  declined,  the  hotels 
and  catering  businesses 
around  the  city's  new  exhi- 
bition center  thrive. 

John  Fay,  a  burly  Liver- 
pool man  who  used  to 
work  as  a  steel  fitter,  puts  the 
mood  as  well  as  anyone:  "You  can 
only  go  down  so  far,  and  then  you 
have  to  pull  yourself  up,"  he  says, 
proudly  showing  the  dockside  bar  he 
opened  last  year  after  he  lost  his  job. 

George  Lees,  another  Liverpudlian, 
agrees.  Faced  with  the  dole  two  years 
ago,  he  took  a  risk  he  never  before 
considered  and  set  up  his  own  busi- 
ness. "People  need  a  bit  of  a  jolt,  a  bit 
of  a  kick  to  get  going,"  says  Lees.  He 
was  a  window  washer  when  his  com- 
pany contracted  out  his  work  to  cut 
costs.  Lees  then  bid  for  the  contract, 
got  it  and  has  since  hustled  jobs  from 
seven  other  local  firms.  Now  he 
wants  to  open  a  restaurant,  too. 


Dozens  of  new  computer  and  engi- 
neering firms  cluster  in  small  science 
parks  around  the  city  of  Cambridge. 
Scotland  is  proud  of  its  oil,  Coventry 
of  its  newly  profitable  Jaguar  cars.  At 
a  belching  British  Steel  Corp.  plant, 
steelmen  confide  they  used  to  clock 
on,  then  sneak  out  for  a  few  beers 
without  being  missed.  Now  half  as 
many  men  roll  just  as  much  steel,  and 
BSC  boasts  productivity  rivaling  West 
Germany's  steel  industry. 

Nationwide,  productivity  over  the 
last  four  years  has  risen  faster  than  at 
any  time  since  the  end  of  World  War 
II.  Company  profits  climb  20%  a  year. 
Industrial  investment  is  at  a  peak. 
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Exports  last  year  alone  rose  16%. 
Down  at  the  London  Stock  Exchange, 
the  All-Share  Price  Index  has  climbed 
from  122  in  November  1976  to  612 
now.  Roger  Nightingale  of  the  re- 
spected brokers  Hoare  Govett  says: 
"We've  had  a  bull  market  for  eight 
years.  That  hasn't  happened  before. 
The  market  is  saying  something  pro- 
found is  going  on." 

The  stock  market  is  not  just  react- 
ing to  the  usual  business  of  sales  and 
earnings  but  to  what  it  seems  to  per- 
ceive as  a  change  for  the  better  in 
Britain's  attitudes  toward  work  and 
toward  enterprise.  Gone  is  the  old 
idea  that  every  picket  line  is  just  and 
that  every  boss  is  always  wrong.  Brit- 
ons grew  tired  of  taxes  that  were  in- 
tended not  only  to  raise  money  but 
also  to  drag  everyone  down  to  the 
same  low  income  level. 

"People   got    fed   up   with  | 
unions.  People  got  fed  up  with 
not  being  able  to  save  mon- 
ey," says  Francis  Merriman,  a 
civil  engineer  about  to  open  his 
own  firm  in  Manchester. 
Margaret  Thatcher  and  her  Con- 
servative government  are  not  the  j '" 
whole  story.  "Mrs.  Thatcher  is  a  cre- 
ation of  her  times.  If  it  hadn't  been 
her,    it   would   have   been   someone  | 
else,"  says  Ian  MacGregor,  chairman  I ' 
of  Britain's  National  Coal  Board. 

MacGregor  is  not  putting  down 
Mrs.  Thatcher  but  simply  pointing 
out  the  obvious:  that  she  could  not 
have  accomplished  so  much  had  not  i  ]•[ 
she — rather  than  tired  old  Labor  poli 
ticians — properly  caught  the  temper 
of  the  times. 

A  Scot,  MacGregor  spent  most  of 
his  working  life  in  the  U.S.  as  chair- 
man of  Amax  Inc.  Now  a  partner  of 
Lazard  Freres,  he  returned  to  En-   Ifli 
■     gland  in  the  late  1970s  to  helpi 
clean  up  its  ailing  state  indus-i 
tries:   "I  look  at   the  Thatcher 
government  as  sort  of  a  natural 
reaction  to  what  took  place  in  the^ 
previous  two  or  three  decades,  with 
Britain  declining  as  a  manufacturing 'Mi 
country.", 

Thatcher,  Britain's  prime  minister 
since  1979,  talks  passionately  about 
reviving  individual  initiative,  about 
forging  a  new  spirit  of  enterprise  tc 
rebuild  Britain's  economic  strength 
Her  tough  policies  have  cut  inflatior 
from  18%  to  4.7%,  slashed  govern 
ment  borrowing  from  6%  to  3%  o 
GDP,  stimulated  venture  capital 
spurred  business  starts  and  limitec 
the  power  of  unions. 

Arthur  Scargill's  12-month  coa 
strike,  the  longest  major  strike  in  Brit 
ish  history,  ended  in  a  victory  for  th< 
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AT&T  IS  IN 
MUSHRO 


Tushrooms?  AT&T! 

'1  How?  With  our  people. 

:>ple  who  can  show  a  small  mushroom  sup- 

ir  in  the  Cascade  mountains  of  Washington 

at  to  use  our  AT&T  Long  Distance  Service 

Dbtain  orders  from  restaurateurs  all  over 

5  country. 

So  the  orders  can  go  out  immediately, 
:ause  the  mushrooms  are  perishable, 
i  time  is  critical. 

And  the  restaurateurs  can  serve  a 
e  and  exquisite  dish  like  Quail  Morels  to 
;ir  clientele. 

Our  specially  trained  people  can  show 
j  business  the  best  way  to  sell  what  they 
re  to  sell  with  AT&T  Long  Distance  Service 
th  a  simple  telemarketing  program. 

Just  one  way  the  people  at 
&T  Communications  are  thinking  about 
ar  business  in  ways  you  never  thought  of. 

We  have  specialists  for  your  size  business, 
atever  business  you're  in. 
jur  people  can  help  you  improve  the  accuracy 
'  of  the  orders  you  place  or  fill.  And  help  you  to 
and  your  market  or  your  territory.  For  example, 
can  use  AT&T  Long  Distance  Service  with 
note  Call  Forwarding. 

What  that  does  is  allow  you  to  designate 
is  anywhere  in  the  country  where  customers 
jiat  city  can  call  you  at  a  local  number. 

Or  AT&T  WATS.  A  highly  cost-efficient 


service  when 

business  involves  a  large  volume 

of  outgoing  long  distance  calls. 

Whatever  your  company's  needs  are,  our 
can  tailor  the  AT&T  Long  Distance  Network 
to  fit  them.  And  this  system  can  grow  as  you  grow. 

To  find  out  more  about 
how  we're  thinking  about 
your  business  in  ways  you 
never  thought  of,  call  your 
Account  Executive  at 
AT&T  Communications. 
Or  1800  222-0400. 


AT&T 
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cheers  of  the  crowd  in  Scotland's  Highland  Games 
And  even  now  he  likes  to  get  out  and  throw  his  weight  around 

In  the  privacy  of  his  own  backyard.      ^ 
1  he  good  things  in  life  r 

stay  mat  way 


^Dewar's, 

White  Label; 

never  varies 
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British  economy  rather  than  for  the 
union  boss'  personal  ambitions.  It  is  a 
victory  in  the  counterrevolution,  be- 
cause the  strike  was  broken  by  miners 
themselves  who  stayed  on  the  job. 

British  Leyland  has  edged  back 
thanks  to  its  tough  management,  and 
cut  its  losses  on  cars  to  a  tenth  of  its 
£100  million  peak  in  the  Seventies. 
Jaguar  has  split  off,  gone  private  and  is 
selling  its  cars  successfully  against 
the  likes  of  Mercedes.  Even  in  coal, 
which  lost  the  government  £1  billion 
a  year  before  the  strike,  MacGregor, 
stubbornly  folding  his  arms,  vows: 
"We  will  obviously  get  an  efficient 
coal  industry  in  this  country.  It's  es- 
sential for  the  success  of  British  in- 
dustry. It's  essential  for  the  well-be- 
ing of  the  nation  as  a  whole." 

The  government  has  begun  resell- 
ing nationalized  business  to  private 
owners.  British  Telecom  is  the  biggest 
example.  Fending  for  themselves  will 
not  be  easy  for  these  companies.  Some 
will  fail,  but  the  change  is  under  way. 
Even  British  unions  are  beginning  to 
understand  what  is  needed. 

Look  at  Wales,  with  its  horrible  la- 
bor reputation.  The  Rhondda  Valley 
in  South  Wales  is  still  called  the  Red 
Valley  because  of  miner  militancy 
there  during  the  1926  General  Strike. 

"But  95%  of  the  workers  will  never 


go  on  strike,"  says  David  Jenkins, 
head  of  the  600,000-member  Welsh 
Trades  Union  Congress  (a  type  of  re- 
gional AFL-CIO),  banging  the  table  in 
a  Cardiff  restaurant. 

Jenkins  is  no  fan  of  Maggie  Thatch- 
er's, yet  he  says:  "You  can't  get  the 
best  deal  from  the  government  by 
continually  kneeing  them  in  the  groin 
and  slagging  them  off  in  public." 

When  MacGregor,  then  British 
Steel  chairman,  cut  11,000  Welsh 
steel  jobs  in  1980,  Jenkins,  a  former 
steelworker  and  teacher,  went  along. 
"It  was  coming.  It  had  to  come.  There 
was  no  alternative  to  its  coming.  It 
should  have  come  a  lot  earlier.  I  don't 
think  we've  got  a  choice.  Either  we're 
going  to  adjust  to  change  or  we're 
going  to  be  left  behind  in  developing 
world  markets." 

Jenkins  travels  with  industrialists 
as  far  as  Japan  to  seek  investment,  and 
he  promotes  single-union  agree- 
ments, meaning  employers  can  nego- 
tiate with  one  union  rather  than  five 
to  ten,  as  is  normal.  Panasonic,  Sony 
and  several  other  Japanese  companies 
have  already  built  factories  in  Wales. 
"My  four-year  experience  in  this 
country  is  not  so  bad,"  says  Panason- 
ic's general  manager,  Atsushi  Mur- 
ayama.  "The  government-owned  en- 
terprises have  had  a  hard  time,  but  in 


the  private  sector  there  have  not  been 
so  many  industrial  disputes." 

Jenkins  is  not  alone.  Eric  Ham- 
mond, general  secretary  of  the 
EETPU,  the  electrical  workers'  union, 
travels  the  country  touting  a  strike- 
free  agreement  (an  Anglicized  version 
of  binding  arbitration).  "We  are  pro- 
moting the  cause  of  efficiency  in  a 
way  we  never  have  before,"  declares 
Gavin  Laird  of  the  Amalgamated 
Union  of  Engineering  Workers. 
"Unions  now  understand  that  con- 
tinuity of  production  and  profitability 
are  not  dirty  words  but  essential 
words,"  says  Jenkins. 

Unions  still  represent  half  of  Brit- 
ain's workers,  compared  with  20%  in 
the  U.S.  But  the  attitude  of  the  unions 
is  slowly  changing  as  the  old  class 
attitudes  fade.  "We  don't  wear  cloth 
caps  on  our  heads  and  carry  ferrets  [a 
little  polecat  that  hunts  rabbits] 
around  with  us  anymore,  you  know," 
a  Derbyshire  miner  who  dared  to 
cross  Scargill's  picket  lines  scornfully 
told  Forbes  last  summer.  "We  drive 
nice  cars,  live  in  nice  houses  and  take 
vacations  in  Europe  [on  the  Conti- 
nent]." Against  the  advice  of  their 
unions,  more  than  90%  of  British  Tel- 
ecom's employees  bought  shares 
when  the  government  floated  part  of 
that   nationalized   company   on   the 


Ian  MacGregor,  chairman  of  Britain's  National  Coal  Board 

"Mrs.  Thatcher  is  a  creation  of  her  times.  If  it  hadn't  been  her,  it  would  have  been  someone  else. 
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The  test  of  the  Century. 

Century  has  become 
the  best  selling  ot  all  Buicks 
because  it  has  passed  the 
most  demanding  of  all  tests: 
the  real  world.. 

Every  day  ot  every  year, 
Century's  tront-wheel  drive 
and  MacPherson  strut  inde- 
pendent front  suspension 
endure  through  rain,  sleet, 
mud,  snow  and  other  hazards 
the  road  holds. 

But  grace  under  pres- 
sure is  only  part  of  the  story. 
Century  is  also  a  car  with 
admirable  performance  and 
road  manners. 


Yet,  this  is  a  Buick  in  the 
grandest  tradition,  with 
roomy,  comfortable,  luxurious 
interiors,  and  a  great  many 
convenience  features  as 
standard  equipment. 

Century  has  passed  all 
its  tests  with  flying  colors.  And 
it's  certain  to  pass  yours. 

Buckle  up  and  visit  your 
Buick  dealer. 

To  ask  any  questions, 
request  a  brochure  or  test 
drive,  call  the  Buick  Product 
Information  Center,  8  a.m.  to 
8  p.m.  Eastern  time,  weekdays: 

1-800-85-BUICK  (1-800-852-8425). 


Wouldn't  you 
really  rather  have  a  Buick? 
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T/.ie  Jaguar  line  at  Coventry 

Proving  denationalization  works. 

stock  exchange  last  year. 

As  the  old  working  class  becomes 
more  middle  class,  the  old  upper 
middle  class  loses  some  of  its  exclu- 
sivity and  rigidity.  Upward  mobility 
is  easier  to  achieve.  At  a  management 
seminar  outside  London,  Forbes  runs 
into  Arthur  Moran.  He's  the  new  pro- 
duction manager  for  McCorquodale 
Security  Printers  Ltd.  "I'm  not  a  one- 
of-a-kind  phenomenon,  but  there 
aren't  many  of  us  around,"  Moran,  2>9, 
confides  during  a  break.  "I  left  school 
at  15  and  got  an  apprenticeship. 
Round  about  21,1  decided  it  might  be 
easier  to  earn  a  living  telling  people 
what  to  do  rather  than  being  told 
what  to  do.  That  motivated  me  to  get 
an  education  at  night." 

Moran  studied  12  years  before  get- 
ting his  first  assistant  manager's  job. 
Last  fall,  six  years  later,  McCorquo- 
dale made  him  head  of  production. 

One  of  Britain's  greatest  economic 
weaknesses  lay  in  the  snobbish  atti- 
tude its  universities  had  toward  busi- 
ness and  businessmen.  A  lot  of  En- 
glish socialism  came,  not  from  the 
working  class,  but  from  educated  peo- 
ple who  felt  that  moneymaking  was 
crass.  The  good  news  is  that  recession 
and  new  technologies  have  weakened 
the  old  anti-industry  attitudes  at  Brit- 
ain's universities.  When  Philip 
Hughes  studied  engineering  at  Cam- 
bridge University  in  the  1950s,  he 
says  the  dons  steered  the  best  and 
brightest  toward  careers  as  diplomats, 
civil  servants,  merchant  bankers,  law- 
yers, doctors,  teachers  and,  only  if  all 
else  failed,  industry. 

Hughes,  who  in  1969  founded  Logi- 
ca,  one  of  Britain's  largest  software 
companies,  remembers:  "An  arts  de- 
gree was  the  way  into  a  Foreign  Office 
career.  That  represented  everything 


Philip  Hughes,  founder  of  Logica,  the  big  softwaremaker 

The  dons  would  steer  the  best  into  diplomacy  or  law,  not  industry. 


that  was  glamorous  in  life,  but  I  was 
the  nuts  and  bolts  man." 

The  Cambridge  University  Indus- 
trial Society  now  has  1,000  members, 
and  students  even  consider  starting 
their  own  businesses,  but  there's  still 
a  delicacy  involved.  "People  won't 
say  their  ambition  is  to  become  a  mil- 
lionaire. It's  still  unfashionable  to 
want  to  be  rich,"  says  Philip  Jackson, 
21,  the  society's  chairman,  who  has 
settled  on  a  job  with  British  Telecom 
when  he  graduates  this  summer. 

Henry  Kroch,  a  prewar  German  im- 
migrant, runs  AB  Electronic  Products 
Group  Pic.  (sales,  £69  million). 
Founded  50  years  ago,  AB  made  carpet 
sweepers  and  golf  carts  in  the  1940s, 
TV  components  in  the  1960s  and  now 
makes  BMW  electronic  switches,  IBM 
PC  option  boards,  and  aircraft  compo- 
nents. In  the  last  two  years  it  has 
twice  doubled  profits,  to  £5.6  million, 
hired  1,000  new  workers  and  begun 
planning  a  new  applied  research  insti- 
tute at  University  College,  Cardiff,  in 
Wales.  "It's  maybe  not  yet  realized," 
says  Kroch,  "but  I  think  Britain  is 
ready  for  an  enormous  leap  forward. 
The  present  government  has  created  a 
degree  of  realism  that  didn't  exist  be- 
fore. The  educational  institutions  are 
getting  closer  to  industry.  The  young 
people  have  a  good  attitude.  I  can  en- 
visage a  set  of  circumstances  in  which 
Britain  could  again  be  very  much  on 
top  in  Europe." 

Hughes,  Logica's  chairman,  reflects 
that  enthusiasm.  "Britain  is  certainly 
one  of  the  three  leading  [software  pro- 
ducers] in  the  world  at  the  moment — 
the  others  being  the  U.S.  and  France. 
Now,  can  we  remain  in  this  position? 
I  think  we  can  if  we  keep  investing 
and  keep  our  costs  down." 

Britain  has  never  lacked  genius — it 


boasts  more  Nobel  Prize  winners  than 
any  other  country  except  the  U.S.  But 
its  once-famous  talent  for  commerce 
faded  before  the  stratified  antibusi- 
ness  attitudes  engendered  in  the  uni- 
versities and  esteemed  by  the  middle 
class.  When  Hughes  set  up  Logica,  he 
couldn't  get  a  British  bank  to  back 
him.  He  came  to  the  U.S.  and  imme- 
diately got  $100,000.  Now  venture 
capital  is  flowing,  thanks  to  a  Thatch- 
er law  allowing  personal  income  tax 
writeoffs  for  investment  funds  for 
new  or  expanding  businesses.  The 
Unlisted  Securities  Market,  Britain's  J 
o-t-c,  boasts  270  companies  with  a 
market  capitalization  of  £2.9  billion. 

So,  beneath  the  decay,  there  is  a  lot 
of  healthy  ferment.  Unemployment? 
It's  13%,  even  though  employment  is 
rising  1%  a  year.  This  is  the  price  of 
change.  The  pound  has  fallen  sharply 
against  the  dollar,  but  it  hasn't  fallen 
much  against  European  currencies. 

Martin  Wiener  of  Rice  University 
in  Houston  authored  a  brilliant  study  i| 
of  Britain's  industrial  decline,  entitled 
English  Culture  and  the  Decline  of  the\ 
Industrial  Spirit,    1850-1980.    He   put  J 
much  of  the  blame  on  national  atti- 1 
tudes  that  turned  the  sons  of  self-l 
made  underwear  manufacturers  and 
sausagemakers    into    foppish    snobsi 
with  a  disdain  for  business.  Wiener | 
has  now  taken  another  look.  "It's  a 
shift  in  direction,"  he  says.  "You  no-| 
tice  that  Britain  has  a  different  tone." 

Speaking  for  the  government,  Min- 
ister of  State  for  Industry  Norman  La-  j 
mont  says:  "Britain's  relative  decline  t 
occurred  over  decades,  and  it  would 
be  facile  to  pretend  everything  can  be 
reversed  overnight.  All  we  can  say  if 
that  there  has  been  a  remarkable 
change,  and  some  of  what  was  lost  ha.' 
been  clawed  back."  ■ 
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TONIGHT  WHEN  YOU  HEAR  THE  FINAL  MARKET 
ULTS,  REMEMBER  SOMEONE  IN  HONG  KONG  IS  ALREADY 
ING  ON  THEM.  That's  a  discomforting  thought  unless  you  have 
nker  in  Hong  Kong  whom  you  can  count  on.  At  First  Chicago,  we 
ve  there's  a  world  of  opportunities  open  to  all  our  customers, 
the  way  to  discover  the  most  inviting  one  is  to  explore  them  all. 
eep  an  open  mind.  To  go  beyond  the  obvious  in  order  to  find  real 
bons.  Even  if  that        .- .    _,___  --  ..  —  -—  ^ 
as  going  all  the  fg|)  FIRST  CHICAGO 

around  the  world.    ^Hp  The  First  National  Bankof  Chicago 


)        \m*> 


THE  HI 


CREATIVE  SOLUTIONS  FOR  YOUR  COMPLEX  NEEDS. 

©1985  The  First  National  Bank  of  Chicago,  Member  FD1C 
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Texas  Instruments  announcd 
Dn  L*S*  Montejo  Profession* 
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Dr.  tS- Montejo,  , 
Cardiac  Anesthesiologist, 
Boston,  Massachusetts. 
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imputing  System* 


No  two  individuals  work  alike*  TI  had 
unique  answers  to  help  Dn  L*  S*  Montejo 
keep  his  patients  and  his  business  healthy* 


"I  used  to  walk  out  of  the  operating 
room  with  a  clipboard  and  a  chart," 
says  Dr.  L.  S.  Montejo.  "Now  I  walk 
out  with  a  floppy  disk." 

Dr.  Montejo  is  a  prominent  anes- 
thesiologist who  is  pioneering  the 
use  of  personal  computers  in  heart 
surgery.  His  unique  idea  for  making 
quicker,  more  informed  decisions 
led  to  a  unique  solution  from  TI:  a 
portable  PC  he  could  talk  to.  Con- 
figured to  his  exact  needs  from  the 
wide  range  of  TI  options. 

"Using  TI's  Speech  Command," 
he  says,  "I  can  respond  to  drug 
reactions  faster,  with  the  PC  mak- 
ing calculations  as  I  speak  to  it.  And 
my  hands  are  free  to  do  other  things. 

"The  information  just  flies  by. 

But  the  computer  organizes  it,  and 
by  calling  up  color  charts,  I  can 
make  better  decisions  at  a  glance.  It 
lets  me  provide  better  medical  care." 

In  his  office,  Dr.  Montejo  uses  a 
desktop  TI  Professional  Computer 
to  keep  the  business  side  of  his 
practice  operating  smoothly. 
"Having  to  wait  on  a  computer  is 
a  waste  of  valuable  time,"  he  says. 
"TI  runs  software  fast.  And  the  TI 
screen  has  a  lot  better  resolution 
than  other  monitors." 


His  TI  855  printer  also  speeds  up 
the  paperwork.  "We  can  use  it  to  go 
from  draft  to  letter  quality  imme- 
diately, and  change  typefaces  very 
quickly  by  using  the  control  panel 
instead  of  software  commands." 

TI  had  what  the  doctor  ordered 
to  put  together  a  complete  PC  sys- 
tem for  his  specific  needs.  Including 
a  solution  for  a  budding  computer 
genius  in  his  family.  "My  daughter," 
he  says,  "loves  her  Speak  &.  Spell." 

TI  has  the  right  answers 
for  the  way  you  work. 

With  TI's  broad  line  of  versatile 
computer  products,  you  can  put 
together  a  system  unique  enough 
to  put  your  own  name  on  it.  Your 
TI  dealer  can  provide  you  with 
just  the  right  combination  of 
hardware,  software,  service  and 
support  for  your  special  needs.  For 
more  information  and  the  location 
of  your  nearest  TI  dealer,  call 
1-800-527-3500. 

Texas  ^^ 
Instruments 

Creating  useful  products 
and  services  for  you. 


From  desktop,  portable  and  briefcase  PCs  to  minicomputers  and  a  full  line  of  printers, 
you  can  assemble  a  TI  system  as  unique  as  you  are. 


2775-06 
©  1985  T! 
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The  Teamsters  new  president,  Jackie  Presser,  is  no  angel,  but  at 
least  he  recognizes  the  pencil  is  mightier  than  the  baseball  bat. 


The  state 
of  the  union 


Teamsters  President  Jackie  Presser 

"So  far,  the  job  has  been  a  throne  for  me. 


By  Allan  Dodds  Frank 

Ffc  UNCHING  SOMEBODY  IN  the 
^  nose  on  a  picket  line  will  get 
you  five  years,  without  a  doubt. 
The  pencil  has  replaced  the  baseball 
bat,"  says  Jackie  Presser,  the  seventh 
president  since  1903  of  the  Interna- 
tional Brotherhood  of  Teamsters. 

Have  the  Teamsters  gone  soft?  No, 
they've  only  changed  their  tactics.  If 
baseball  bats  won't  do,  then  Presser 
figures  the  Teamsters  need  a  different 
kind  of  clout,  and  he's  willing  to  pay 
for  it.  He  insists  all  new  contracts 
permit  weekly  checkoffs  for  contribu- 
tions to  DRIVE,  the  Teamsters'  politi- 
cal action  fund.  Before  Presser,  in  ear- 
ly 1983,  DRIVE  raised  $30,500.  In 
1984,  with  Presser  soliciting  checks, 
it  was  $1.3  million.  His  goal  is  a  $15 
million  fund  next  year. 

This  is  the  Teamsters,  the  union 
the  truck  drivers  made  and  the  mob- 
sters tried  to  hijack.  It's  not  as  big  as  it 
was,  and  not  as  noisy.  But  in  its  way 
the  Teamsters  union  is  probably  clos- 
er to  today's  workplace  than  are  its 
more  idealistic  competitors,  and  may 
last  longer,  too. 

And  Jackie  Presser,  the  seventh 
president?  If  he  can  stay  out  of  jail 
(there  is  a  federal  investigation  of  pay- 
roll padding  at  his  home  local  in 
Cleveland),  if  he  can  win  a  good  pack- 
age for  the  truck  drivers  (not  so  easy 
with  deregulation),  if  he  can  stay  alive 
(remember  Jimmy  Hoffa),  Presser  may 
end  up  with  a  pretty  fair  union. 

Take  politics.  Teamster  money  and 
Presser's  unabashed  support  went  to 
Ronald  Reagan,  while  most  unions 
earned  White  House  ill  will  by  duti- 
fully supporting  Walter  Mondale. 
"Lane  Kirkland  tore  the  liver  out  of 
the  AFL-CIO  with  what  he  did  for 
Mondale,"  says  Presser,  who  was  co- 
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The  electric  chair 


Before  his  election  to  the  post,  Jackie  Presser  called 
the  job  of  Teamsters  general  president  "the  electric 
chair."  Dave  Beck,  the  third  president,  went  to  jail.  So 
did  Jimmy  Hoffa,  number  four,  who  then  presumably 
was  murdered  by  union-connected  mobsters.  Number 
five,  Frank  Fitzsimmons,  died  in  office,  and  Roy  Lee 
Williams,  number  six,  has  been  convicted  of  conspiring 
to  bribe  a  U.S.  senator.  Presser  insists  he  doesn't  have 
bodyguards,  but  he  travels  with  some  full-size  compan- 
ions. "We  just  have  some  big  business  agents,"  his 
lawyer  says. 

There's  another  health  question.  Presser  is  5  feet  9 
and  admits  to  335  pounds,  size  54  jacket.  The  Team- 
sters executive  board  in  January  passed  a  half-jest  reso- 
lution ordering  him  to  lose  60  pounds  by  April.  Presser, 
who  never  met  a  box  of  candy  he  didn't  like  and  has 
been  a  fixture  at  Washington's  best  meat-and-potatoes 
spots — Mel  Krupin's,  Joe  &  Mo's  and  The  Palm — says, 
"I'm  going  on  Lean  Cuisine."  Still,  he  dives  into  a  huge 
plate  of  spaghetti  in  the  union  dining  room  at  the 


Washington,  D.C.  headquarters. 

He's  an  unpretentious,  practical  man  with  rough- 
edged  charm.  He  unbuttons  his  shirt  to  reveal  the  scars 
from  the  double-bypass  operation  he  underwent  before 
he  gave  up  his  two  packs  a  day. 

He  is  well  paid  for  doing  his  job.  Jackie  Presser 
continues  the  Teamsters  tradition  of  multiple  pay- 
checks: His  $543,000  a  year  includes  $225,000  as  gen- 
eral president,  $216,000  as  secretary-treasurer  of  Cleve- 
land Local  507  and  $102,000  for  two  other  titles.  He 
flies  in  the  union's  Gulfstream  II  jet  to  Cleveland  to  visit 
his  local,  his  two  children  (he's  getting  a  divorce)  and 
his  fiancee,  Cynthia  Jarabek,  a  former  secretary  at 
Local  507. 

He's  being  investigated  by  a  federal  grand  jury  over 
charges  that  Local  507  paid  more  than  $250,000  to 
ghost  employees.  Though  often  investigated,  he  has 
never  been  indicted. 

Today  he  says  of  the  Teamsters  presidency:  "So  far, 
the  job  has  been  a  throne  for  me."— A.D.F. 


chairman  of  the  President's  campaign 
labor  committee.  Today  the  Team- 
sters have  White  House  access,  al- 
though the  President  personally  keeps 
his  distance.  Among  the  goals:  getting 
more  pro-union  decisions  from  the 
National  Labor  Relations  Board  (tilted 
heavily  toward  business  under  Rea- 
gan), changing  the  rules  on  multiem- 
ployer pension  plans  and  blocking 
more  trucking  deregulation. 

The  election  of  Presser,  now  58,  by 
the  Teamsters  executive  board  two 
years  ago  reflected  discontent  with  an 
aging  hierarchy  only  three  years 
younger  on  average  than  the  aging 
members  of  the  politburo  of  the  Sovi- 
i  et  Union.  It  was  a  revolt  against  the 
'  Kansas  City  interests  and  the  Chicago 
interests  (with  their  mob  connec- 
tions), who  had  kept  federal  prosecu- 
tors on  the  trail  of  the  union. 

Maybe  Jackie  Presser  would  be  the 
macho  man  to  turn  off  the  heat  and 
solve  some  of  the  problems  that 
dropped  Teamster  membership,  once 
2.1  million,  to  1.6  million  by  1983. 
Presser,  who  dropped  out  of  school  in 
Cleveland  in  the  eighth  grade,  is  a 
second-generation  Teamster.  His  fa- 
ther, Bill  Presser,  was  a  longtime  pow- 
er. Jackie  put  together  a  coalition 
horn  the  West  and  East  coasts  and 
Detroit — Hoffa's  home  town — to  de- 
feat the  old  midwestern  gang.  "My 
time  had  come,"  says  Presser,  sitting 
in  the  union's  national  headquarters 
in  Washington,  D.C. 

He  has  consolidated  power,  using 

the    Teamsters'    widespread    Titan 

i  computer  system  to  send  almost  daily 

|  messages  to  all  locals.  He  put  an  old 

ally  of  his  father's   and   Hoffa's   in 


charge  of  the  powerful  Central  States 
conference.  He  fired  the  head  of  the 
Western  Conference  but  made  his 
peace  with  other  powerful  members 
of  the  old  guard.  He  picked  Weldon 
Mathis,  a  58-year-old  Atlanta  Team- 
ster and  key  aide  of  former  Teamsters 
President  Frank  Fitzsimmons,  as  his 
running  mate  for  secretary-treasurer. 
This  is  an  example  of  how  Presser 
skillfully  built  a  coalition  co-opting 
all  but  its  most  implacable  enemies. 

"There  are  no  more  baronies.  There 
are  no  more  kingmakers  out  there.  It 
all  starts  and  ends  right  here  in  this 
building.  If  anybody  says  different, 
bring  them  to  me.  I  run  this  union," 
Presser  says.  Hardly  diplomatic  and 
not  entirely  true,  but  it  is  the  kind  of 
talk  the  rank  and  file  appreciate. 

For  Presser,  probably  the  biggest 
test  is  negotiating  a  new  national 
master  freight  agreement  covering 
200,000  drivers.  He  is  caught  squarely 
in  the  middle.  The  union  and  manage- 
ment say  drivers  now  earn  $13.25  per 
hour  under  the  current  master  freight 
agreement,  plus  benefits  worth  an- 
other $6  per  hour.  A  weak  contract 
could  be  voted  down,  a  serious  blow 
to  his  prestige,  but  the  industry,  with 
deregulation  and  nonunion  competi- 
tion, doesn't  have  government-pro- 
tected profit  margins  to  spread  around 
as  it  did  in  Hoffa's  time.  Trucking 
deregulation  has  cost  over  100,000 
jobs  among  drivers,  mechanics  and 
warehousemen  and  has  weakened  the 
union's  bargaining  power. 

But  the  union  still  has  its  strengths. 
With  the  economic  recovery,  mem- 
bership is  back  to  1.9  million  mem- 
bers (with  maybe  1  million  truck  driv- 


ers), including  nearly  100,000  in  Can- 
ada. Unlike  auto  or  steel  workers,  the 
Teamsters  Union  is  nearly  invulnera- 
ble to  import  competition  or  the  col- 
lapse of  a  single  industry.  (United  Par- 
cel, with  103,000  Teamsters,  is  its 
single  largest  company  contract.) 

Presser  has  ambitious  organization 
targets:  900,000  civilians  on  military 
bases,  workers  in  health  care  (hospi- 
tals/nursing homes),  food  processing 
and  warehousing,  and  state  and  local 
government.  The  Teamsters  is  trying 
to  raid  the  AFL-CIO  and  could  end  up 
signing  a  sizable  number  of  locals 
from  the  old  International  Typo- 
graphical Union.  A  drawback  in  this 
raiding  and  recruiting  is  the  old  smell 
of  gangsterism,  which  still  lingers. 
"You  can  go  all  the  way  back  to  the 
days  of  Beck  and  Hoffa.  There  has 
been  a  great  deal  of  contact,  affiliation 
and,  in  some  cases,  control  by  La  Cosa 
Nostra  of  the  Teamsters,"  says  FBI 
Assistant  Director  Oliver  (Buck)  Re- 
vell.  "If  we  weren't  there  [always  in- 
vestigating], I  think  the  union  would 
be  completely  dominated  by  orga- 
nized crime." 

The  first  Teamsters  president,  Cor- 
nelius Shea  of  Boston  (who  weighed 
295  pounds  and  who  went  to  Sing 
Sing  for  stabbing  a  girlfriend  27 
times),  held  office  four  years  before 
losing  in  1907  to  another  Bostonian, 
Irish  immigrant  Dan  Tobin.  Tobin 
stayed  in  office  45  years  and  gave  the 
Teamsters  a  veneer  of  respectability 
while  youngsters  like  Dave  Beck  of 
Seattle  and  Jimmy  Hoffa  of  Detroit 
built  their  power. 

Ironically,  the  power  came  from  the 
idea  that  over-the-highway  drivers, 
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WeCanService 

EvenTheMost 

Personalized 

Phone  System. 

Your  company's  phone  system  is  special. 

It  reflects  your  way  of  doing  business. 
Your  patterns  of  communication.  In 
short,  your  unique  corporate  personality 

So  at  Interline,  we  don't  treat  your 
phones  like  everyone  else's.  Instead,  we 
offer  a  wide  range  of  communications 
services  that  are  precisely  tailored  to 
your  needs. 

With  one  call,  we'll  install  your 
equipment  We'll  train  your  people.  We'll 
fix  your  hardware.  We'll  maintain  your 
system,  move  it,  add  to  it  or  change  it. 
We'll  do  it  fast  through  our  nationwide 
office  network. 

And  we  guarantee  we'll  do  it  to  your 
satisfaction. 

Write  to  us,  and  we'll  tell  you  about 
our  full  array  of  services. 

Or  call  us,  and  we'll  tell  your  phone. 

Call  1-800-228-0065  toll-free. 

In  Nebraska,  call  (402)  334-1100. 

Or  mail  to:  Interline  Communication  Services,  Inc. 

140  Embassy  Plaza,  9110  West  Dodge  Road,  Omaha,  Nebraska  68114 

□  Please  send  me  your  free  booklet  explaining  how  Interline  can  help 
my  company  prosper  during  the  revolution  in  telecommunications. 

□  Please  call  me  to  arrange  a  meeting  with  an  Interline  representative. 

Name  □  Mr.  U  Ms. 


Title 


Firm 


Address 


City 


State 


Zip 


Phone  ( 
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The  lineup 


Teamsters  presidents  often  have  had  legal  problems.  The  first,  Cornelius 
Shea,  took  office  in  1903  and  was  frequently  arrested  in  violent  strikes. 
After  losing  to  Dan  Tobin  in  1907,  Shea  went  to  Sing  Sing  for  stabbing  his 
girlfriend  27  times.  Tobin  served  as  president  for  45  years,  was  a  close 
friend  of  President  Franklin  D.  Roosevelt's  and  died  of  old  age.  In  1952 
Dave  Beck  took  over,  but  was  convicted  of  falsifying  his  tax  returns  in 
1957.  Jimmy  Hoffa  took  over,  but  feuded  with  the  Kennedys.  Hoffa  went 
to  jail  for  jury  tampering,  later  disappeared  in  Detroit,  presumably 
murdered.  Frank  Fitzsimmons  died  in  office  from  cancer.  His  successor, 
Roy  Lee  Williams,  was  convicted  of  bribery  conspiracy  in  1983. 


Cornelius  Shea,  1903-7, 
defeated,  later  convicted 
of  attempted  murder 


Dan  Tobin,  1907-52, 
FDR's  friend,  retired, 
died  of  old  age 


l  PI  Bettmann  Newsphotos 


Dave  Beck,  1952-57, 
convicted  of  income  tax  charges, 
imprisoned,  pardoned  by  President 
Gerald  Ford  1975 


Jimmy  Hoffa,  1957-67, 
convicted  of  jury  tampering, 
disappeared,  presumed 
murdered  1975 


U"VuJi-»..rld  II 
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Frank  Fitzsimmons,  1967-81, 
died  in  office,  cancer 


Roy  Lee  Williams,  1981-83, 
convicted  of  conspiracy  to  bribe 
a  U.S.  senator 


then  unorganized,  could  dominate 
employers  whose  lifeblood  depended 
on  the  delivery  of  goods.  Tobin  had 
once  called  these  drivers  "trash,"  and 
they  were  considered  the  absolute 
riffraff  by  in-city  deliverymen,  the 
original  Teamsters.  But  Farrell  Dobbs 
of  Minneapolis,  an  ardent  Trotskyite 
since  written  out  of  the  official  Team- 
sters history,  saw  the  potential.  By 
1938  Dobbs  had  arranged  a  uniform 
contract  for  250,000  over-the-road 
drivers  in  12  central  states,  and  Team- 
sters influence  began  to  grow.  (Dobbs 
gave  up  his  promising  career  in  the 
union  to  form  a  splinter  Trotskyite 
political  party.) 

As  the  union  grew,  so  did  the  lure  of 
its  treasury.  During  the  last  30  years 
the  Central,  Southeast  and  Southwest 
Areas  Pension  Fund,  with  assets  top- 
ping $5  billion,  often  functioned  as 
"an  investment  bank  for  organized 
crime,"  says  the  FBI's  Revell. 

Just  this  February  the  heirs  of  Allen 
Dorfman,  a  mob-connected  Hoffa  as- 
sociate and  a  power  in  the  Central 
States  funds,  agreed  to  repay  $4.5  mil- 
lion to  the  health  and  welfare  fund. 
That  was  about  a  third  of  what  Dorf- 
man is  believed  to  have  siphoned 
since  1975,  not  counting  maybe  $70 
million  in  unrecovered  loans  between  i 
1970  and  1977.  Dorfman  was  mur-i 
dered  in  a  suburban  Chicago  parking 
lot  two  years  ago,  possibly  because J| 
the  word  was  out  that  he  hadn't  split 
all  the  rake-offs. 

The  investments  of  the  $5.4  billion 
Central  States  pension  fund  are  now 
run  by  Morgan  Stanley. 

The  mob  still  has  its  grip  on  some 
big  city  locals.  Control  of  construe 
tion  and  airport  deliveries  provide 
leverage  for  extortion.  Some  200  re 
gional  and  local  Teamsters  pension 
funds  hold  more  than  $20  billion, 
temptation.  And  there's  more  th 
$170  million  in  the  international 
treasury.  Since  1977  the  federal  gov 
ernment  has  brought  cases  agains 
about  120  local  Teamsters  official 
and  obtained  sentences  against  all  but 
15.  Officials  of  two  Long  Island  local 
handling  New  York  airport  freight 
who  are  believed  to  be  tied  to  orga 
nized  crime,  have  just  been  indicte 
for  extortion  and  racketeering. 

Some  Teamsters  gangsters  are  s< 
feared  that  no  member  of  the  Presse 
administration  will  speak  ill  of  them 
The  best  example  is  the  Provenzam 
family  of  Local  560  in  New  Jersey 
The  three  Provenzano  brothers,  whi 
controlled  the  local  and  were  power 
in  the  international,  have  been  con 
victed  of  crimes  ranging  from  murde 
to  extortion.  They  are  part  of  the  Ne\ 
York  Mafia  and  are  suspects  in  th 
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.TRANSMISSIONS. 
NO  EXTRA  CHARGE. 

With  Dodge's  two  great  Transmission  Discount 
Packages  on  Omni  and  Charger. 


)dge  Omni  and 
xige  Charger 
ve  always  been 
gnomical, 
td  together, 
3yVe  proven 
3f  rvalue  over 
•  billion  front- 
eel-drive  miles: 
Mow  we've  made 
mi  and  Charger 
Jn  more  economica 
h  a  choice  of  two  option 
:kages,  and  discounts  of 
to  $447** 

Purchase  the  spirited 
liter  engine,  power 
ering  and  other  popular 
ions  in  Dodges  Auto- 
tic  Transmission  Dis- 
Jnt  Package,  and  you'll 
the  automatic  shift  at 
extra  charge -a  $439 
:ount** 

9CTSlbPR?rF  0™,"^  Cfi'ysler  Credit  Corp.  on  new  '84  &  '85  Omms  &  Chargers.  DEALER  CONTRIBUTION  MAY 

'Or  body  rust-through,  engine  and powerlram.  Deductible  applies.  Exclude,  /™!*ffi'/f  Lnruttd  warranty 

BUCKLE  UP  FOR  SAFETY. 


CHARGER 

Or  purchase  the  options 
in  the  Manual  Transmis- 
sion Discount  Package, 
and  the  2.2  liter  engine, 
5-speed  and  AM/FM  stereo 
radio  are  yours  at  no  extra 
charge-a  $447  discount. 

You  can  get  a  Dodge 
Omni  with  the  Automatic 
Transmission  Discount 
Package,  for  just  $6877+ 
Or  choose  a  Charger  with 


the  Manual  Transmission 
Discount  Package,  for 
ust  $6879+ The  choice 
is  yours.  Whether  you 
buy  or  lease,tf  you 
pick  the  car,  you  pick 
'"  the  package.  And 
remember  that  both 
Omni  and  Charger  are 
jacked  by  our  exclusive 
year75D',D00  mile 
Protection  Plantf 

See  your  Dodge  dealer 
for  all  the  details  on  these 
two  special  packages. 
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FINDING  EXTRA  CASH  IN  THE  COFFEE 
AMERICAN  EXPRESS  CORPORATE  CAR 


The  interest  that  Amer- 
ican business  earned  on 
cash  balances  invested 
over  the  last  weekend 
alone  is  staggering. 

Now  think  of  being 
able  to  invest  the  money 
your  company  spends 
on  travel  and  entertain- 
ment for  as  long  as  an 
extra  month. 

With  the  American 


Express*  Corporate  Card 
System  you  can.  But  the 
American  Express  Cor- 
porate Card  does  more 
than  extend  your  float,  it 


extends  your  ability  to 
manage  and  control  T&E 
dollars.  That's  because 
it  brings  a  whole  system 
to  bear  on  your  business 
travel  activity. 

You'll  know  who  spent 
what  where.  You'll  be 
able  to  forecast  future 
spending  with  greater 
accuracy.  And  you'll  be 
able  to  redirect  costly  ad- 


ministrative time  to 
profitable  pursuits, 

Perhaps  equally 
portant  is  that  you 
giving  your  empk 
the  Card  they  wen 
worldwide  accept 
and  recognition  g 
without  saying. 

And  because  it 
whole  range  of  be 
services  from  che< 


AMERICAN  BUSINESS:  IT  SEEMS  THE 
6  IT  DOWN  TO  A  SCIENCE. 


g  to  American 
s*  Card  Assured 
lions,  you're  giv- 
ir  employees 
Inorethanjusta 

d  out  more  about 
erican  Express 
Nate  Card  System 
tc'ind  the  hidden 
Hyour  company's 
H?  simply  mail  the 


coupon  on  the  right. 
Or  call  American 
Express  toll-free  at  1-800- 
528-AMEX.  In  Arizona, 
call  1-602-222-3283. 


AMERICAN  EXPRESS 
TRAVEL  MANAGEMENT 
■B     SERVICES 


Mail  to:  A.M.  Busquet.  V.P. 

American  Express"  Travel  Management  Services 
P.O.  Box  13821.  Phoenix,  Arizona  85002 

Tell  me  more  about  how  the  Corporate  Card  can 
help  find  extra  cash  in  my  company's  coffers. 


Name 

Title 

Company 

Address 

City 

(            ) 

State 

Zip 

Phone 

#o(  travelers 

J 

©  American  Express  Travel  Related  Services  Company,  Inc.  1985. 
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Teamster  chiefs:  Weldon  Mathis,  secretary-treasurer;  Edward  Lawson,  director,  Canadian  Conference; 

Jackie  Presser;  general  president;  Bobby  Holmes,  director.  Central  Conference:  foe  Trerotola,  director,  Eastern 

Conference;  Joe  Morgan,  director,  Southern  Conference;  Arnie  Weinmeister,  director,  Western  Conference 

'There  are  no  more  baronies.  There  are  no  more  kingmakers  out  there.  It  all  starts  and  ends  right  here.' 


Hoffa  disappearance.  Why  won't  the 
union  condemn  them?  As  one  old 
Teamster  explained,  "They're  psy- 
chopathic killers,  that's  why."  Says 
Presser:  "I  don't  know  anything  about 
organized  crime."  But  what  else  can 
he  say?  In  1977  John  Nardi,  whose  son 
worked  for  Local  507  and  who  was  a 
longtime  friend  of  Presser's  father, 
was  killed  when  his  car  blew  up  in  the 
Cleveland  parking  lot  of  Teamsters 
Joint  Council  41. 

But  if  the  union  is  not  entirely 
clean,  most  of  its  685  locals  are.  The 
whole  organization  is  a  lot  cleaner 
than  it  used  to  be.  Presser  has  twice 
put  local  unions,  in  Modesto,  Calif, 
and  El  Paso,  Tex.,  into  trusteeship 
after  charges  of  improper  conduct  and 
says  he'll  do  it  any  time  he  hears 
allegations  of  corruption. 

Take  Chattanooga  Local  515.  The 
bosses  and  the  unions  used  it  all:  fir- 
ings, head-bustings,  bombing,  extor- 
tion. But  under  Bobby  Logan,  515 
doesn't  play  that  way  anymore.  Lee  S. 
Anderson,  editor  of  the  Chattanooga 
Free-Press,  who  made  a  career  writing 


on  union  gangsterism  and  broke  a 
printers'  strike  at  his  paper,  says: 
"The  way  to  win  a  strike  used  to  be  to 
take  a  two-by-four  and  bat  out  the 
windshield  of  a  car  as  it  tried  to  come 
into  the  plant.  Now  there's  not  that 
kind  of  intimidation.  Bobby  Logan  is  a 
gentleman.  Things  have  changed." 

In  St.  Louis,  Local  682  is  run  by 
Bobby  Sansone,  47,  a  slender,  well- 
tailored  physical  fitness  buff  who  also 
heads  the  40,000-member  Joint  Coun- 
cil 13.  He's  a  force  in  a  labor-manage- 
ment group  called  PRIDE,  which 
helps  end  work  stoppages  caused  by 
union  jurisdictional  and  work  rule 
disputes.  Says  Sansone:  "Manage- 
ment needs  us,  and  we  need  them." 

"Under  Jackie,  we've  changed  from 
night  to  day.  Judge  us  by  our  actions, 
not  our  mythology,"  says  Edward 
Lawsonj  a  Canadian  senator  and  di- 
rector of  the  Canadian  Conference. 
There  are  even  reports,  which  Presser 
adamantly  denies,  that  he  has  confi- 
dentially provided  information  to  the 
federal  lawmen. 

If  he  can  stay  healthy,  and  be  exon- 


erated should  a  case  be  brought 
against  him  in  Cleveland,  Presser 
most  certainly  will  be  elected  to  a  full 
five-year  term  at  the  Teamsters  na- 
tional convention  next  year.  The  only 
open  opposition  comes  from  the  De- 
troit-based Teamsters  for  a  Democrat- 
ic Union,  which  controls  only  onei 
local  (in  Denver)  and  holds  only  40  of 
the  more  than  4,500  local  executive 
board  seats.  The  TDU  can  whip  up. 
rank-and-file  opposition  to  specific 
contract  proposals,  but  it's  not  strong 
enough  to.beat  Presser. 

At  a  time  of  general  union  decline,  I 
the  Teamsters  seem  to  be  bucking  the 
tide.  By  eschewing  left  and  liberal  ide- 
ology  and   concentrating   on   bread- 
and-butter  issues,  it  is  close  to  the 
hearts  and  interests  of  its  members. 
More  than  any  other  union,  it  has  2J| 
broad  membership  base  and  money 
All  Jackie  Presser  has  to  do  is  wirj 
good  contracts  in  master  freight,  car 
hauling  and  food  processing  in  the 
present  rising  economy,  stay  alive  anc  j 
keep  out  of  jail.  It's  a  big  order,  bu 
then  he's  a  big  man.  ■ 
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Before  there  was  Castro, 
there  was  Partagas. 


If  you  treasure  the  rarity 
of  a  pre-revolutionary 
Cuban  cigar,  you  are  not 
alone. 

Only  recently,  an 
impressive  auction  of  such 
cigars  in  Atlantic  City 
attracted  the  attention  of  cigar  connoisseurs 
from  all  over  the  world. 

If  you  were  one  of  them,  it  may  interest  you 
to  know  that  the  tradition  of  Cuban 
cigar-making  does  not  live  entirely  in  the  past. 

The  fact  is:  there  is  a  cigar  that  is  still  made 
the  way  it  was  made  in  Havana  before  the  Cuban 
Revolution. 

The  cigar  is  a  Partagas  and  its  secret  is  a 
living  Cuban  legend. 


Ramon  Cifuentes:  a  living  Cuban  legend 


His  name  is  Ramon 
Cifuentes. 

He  has  spent  a 
lifetime  making 
Partagas  Cigars  by 
hand,  just  as  his  father 
did  before  him. 
And  when  he  was  exiled  from  the  island  of 
Cuba  more  than  20  years  ago,  the  secret 
of  Partagas  went  with  him,  never  to  return. 

Today,  as  always,  there  is  a  Partagas  that  is 
made  for  you. 

And  the  feel,  the  taste  and  the  aroma  of  this 
legendary  premium  cigar  in  its  rich  Cameroon 
wrapper  is  unlike  anything  your  senses  have 
ever  experienced . 

Ramon  Cifuentes  will  have  it  no  other  way. 


PARTAGAS 
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The  crucial  data  in  a  major  deal  can  still  be  the  glint  in  the 
other  fellow's  eye.  And  to  see  it  you've  still  got  to  be  there. 

Enter  the  helicopter.  A  leading-edge  technology  built  to  do 
something  totally  old-fashioned:  bring  people  together.  It  simply 
lets  you  be  there  when  you'd  otherwise  have  to  call. 

Why  the  Sikorsky  S-76?  Greater  comfort.  Extra  reliability. 
More  power.  More  room.  A  combination  of  advantages  no  other 
helicopter  offers. 

Let  us  examine  what  your  flight  department's  doing  now. 
Prepare  a  travel  summary.  And  show 

how  the  Sikorsky  might  fit  in.  Mackie       P13  TECHNOLOGIES 
Mott  (203-386-7600)  can  arrange  it.  hZJ  aircraft 


Henry  Wendt,  president  and  chief  executive  of  SmithKline  Beckman 

When  the  good  times  are  over,  you  take  off  your  coat  and  compete  on  price. 


When  the  world  changes  around  you,  you 
change  with  it  or  sink.  First  it  was  cars,  now 
it  is  health  care.  At  SmithKline  Beckman, 
Henry  Wendt  doesnt  like  sinking. 

Life  after 
cost-plus 


By  Harold  Seneker 


1ATELY,  THE  BUSINESS  PRESS  has  IIO- 
_  ticed  the  transformation  in  the 
I  $350  billion  health  care  indus- 
try. Henry  Wendt  remembers  when 
the  health  care  sector  first  noticed  it: 
"It  was  in  1983.  The  whole  health 
care  market  was  in  shell  shock." 

Unfortunately   for   Henry    Wendt, 
the  shock  wave  included  SmithKline 
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Beckman,  one  of  the  country's  major 
pharmaceutical  and  medical  instru- 
ments houses,  where  Wendt  had  just 
moved  up  to  president  and  chief  ex- 
ecutive. His  major  customers — hospi- 
tals— practically  stopped  buying  in- 
struments for  months.  This  was  not 
good  timing. 

"We  had  a  huge  backlog  of  chemical 
analytical  systems  built  up  for  deliv- 
ery that  summer,"  he  says.  Instead, 


cancelations  came  rushing  in.  He 
tried  to  explain  matters  gently  to  the 
Wall  Street  analysts  that  fall.  "The 
stock  dropped  five  or  six  points  in  two 
days,"  he  recalls.  Wendt,  a  patrician- 
looking,  cultivated,  low-key  man  who 
is  now  51,  was  not  used  to  having  the 
company  stock  options  threatened. 
Years  of  double-digit  growth  rates, 
17%  aftertax  profit  margins,  25%  re- 
turn on  equity,  customers  used  to  the 
best  and  used  to  paying  for  it  were 
suddenly  at  risk  of  ending  abruptly. 

What  happened  was  that  the  Rea- 
gan Administration  began  trying  to 
stop  Medicare  from  giving  hospitals, 
doctors,  hypochondriacs  and  the  oc- 
casional crook  free  access  to  the  U.S.  :\ 
Treasury.  Instead  of  paying  whatever 
costs  were  claimed,  plus  a  profit, 
Medicare  suddenly  paid  only  preset,  -| 
fixed  amounts  for  specific  ailments. 
The  good  times  were  ending. 

That's  when  Wendt  set  about  earn- 
ing his  keep.  First,  a  hard  look  at  his 
problem. 

"All  the  developed  countries  in  the 
world  were  moving  to  hold  back 
costs,"  he  says.  "With  good  reason.  In 
Japan,  the  national  health  system  was 
in  effect  bankrupt.  The  U.K.  was  just 
as    heavily    burdened.    In    the    U.S. 
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HE  BEST  JAGUAR  EVER  BUILT: 


breeding  tells.  While  trends  in  automotive 
lesign  come  and  go,  the  1985  Jaguar  XJ6 
emains  defiantly  true  to  its  heritage:  lithe, 
iraceful  and  utterly  distinctive. 


■ 


Is  the  nature  of  automotive  styling  to 
b  transient.  While  tailfins  have  come 
hd  gone,  and  a  dozen  other  design 
Simmers  as  well,  Jaguar  has  consis- 
htly  created  cars  of  great  sculptural 
?auty.  But  even  among  Jaguars,  the 
>ries  III  XJ6  stands  out. 
jit  is  fluid  and  poised,  understated 
jt  supremely  confident.  While  car- 
ing five  grownups  in  great  luxury 
t3  car  has  an  athlete's  clean-limbed 
£ace.  And  all  of  its  engineering  sys- 
tns  team  up  to  fulfill  that  athletic 
pmise. 

'The  Jaguar  double  overhead-cam 
E  is  one  of  the  most  thoroughly 


proven  luxury  car  engines  in  the 
world.  Bred  in  racing,  it  is  quick  and 
very  strong.  The  Jaguar  engine  is 
teamed  with  handling  systems  that 
also  owe  their  strength  and  precision 
to  our  racing  heritage:  precise  power 
rack-and-pinion  steering,  surefooted 
four-wheel  independent  suspension 
and  decisive  power  disc  brakes  on 
all  four  wheels. 

Luxury,  too,  has  been  bred  into  the 
Jaguar.  In  fact,  its  luxury  is  so  com- 
plete that  there  are  no  factory 
options.  Everything  is  standard,  from 
the  supple  leather  and  hand- 
matched  walnut  panels  to  the  power 
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sunroof,  windows  and  doorlocks,  the 
cruise  control,  four-speaker  stereo, 
self-regulating  climate  control  and 
more.  Come,  experience  the  many 
pleasures  that  have  been  bred  into 
the  best  Jaguar  ever  built. 

For  the  name  of  the  Jaguar  dealer 
nearest  you,  call  this  toll-free  number 
today:  (800)  447-4700. 
Jaguar  Cars  Inc.,  Leonia,  N.J.  07605. 

ENJOY  TOMORROW.  BUCKLE  UP  TODAY. 

JAGUAR 

J    A  BLENDING  OF  ART  AND  MACHINE 


"At  Greyhound,  we  believe  in 
renewing  our  company  day  by  day..." 


John  W.  Te  5 

Chairman  of  the  Be  1 

and  Chief  Executive  Of.  I 


> 


At  Greyhound,  we  believe  a  company's  life  is 
measured  not  in  years,  but  in  its  ability  to  meet  the  newly- 
emerging  needs  of  consumers  for  different  goods  and 
services.  This  means  asking  ourselves  every  day  who  we 
are  and  what  we  do. . . 

Renewing  our  company  day  by  day  is  more  than 
just  asking  introspective  questions,  however.  It  involves  a 
determination  to  act  on  the  answers!  That  is  why  today's 
Greyhound  is  a  broadly-based,  multi-industry  corporation 


which  has  become  a  respected  name  in  fields  as  diverse 
capital  equipment  leasing,  bus  manufacturing,  mortgage 
insurance,  money  transfers,  food,  soap,  food  service,  trar 
portation  and  other  service  businesses. 

It  is  also  why  we  are  no  longer  in  some  13  other 
businesses  and  operations  divested  over  the  last  two  yea 
Divestitures  involving  $300  million  in  assets,  $2  billion  in  a 
revenues  but  only  $12  million  in  profit. .  .a  4%  return.  The 
resources  realized  from  those  divestitures  are  now  being 


ested  where  the  funds  will  generate  new  growth  for 
ides  to  come. 
The  bottom  line  at  Greyhound  is  a  realization  that  we 
ot  be  content  with  a  continuation  of  things  as  they  are,  no 
Jr  how  satisfactory  they  may  have  been  in  the  past.  Today, 
ust  turn  in  the  direction  of  those  businesses  and  activities 
i  hold  the  promise  of  long-term  growth  and  renewal,  and 
dus  new  profit  potential. 


The  Greyhound  Corporation 

A  company  for  the  eighties. 


IlnnttMim 


igX&Kl 


health  care  was  expanding  two 
or  three  times  as  fast  as  GNP. 
Health  care  has  been  driven 
worldwide  by  inflation,  by  cost- 
ly technical  advances,  most  of 
all  by  an  insatiable  demand  for 
more  and  better  health  care. 
The  growth  was  finally  simply 
outstripping  the  ability  of  the 
underlying  economies  to  sup- 
port it." 

For  Wendt,  the  immediate 
problem  was  newly  acquired 
Beckman  Instruments.  It  was 
making  big,  sophisticated,  high- 
speed, expensive  diagnostic  ma- 
chines for  hospital  labs  that 
were  profit  centers  in  the  cost- 
plus  era.  But  with  fixed  pay- 
ments the  profit  centers  were 
suddenly  turned  into  cost  cen- 
ters. In  effect,  Beckman  was  making 
Cadillacs  when  the  market  turned 
and  asked  for  Toyotas.  Then  came  the 
layoffs,  600  companywide,  plus  a  cou- 
ple of  hundred  who  found  new  jobs 
within  the  company. 

The  diagnostic  instruments  are  still 
losing  money,  but  the  new  products 
come  out  late  this  year  or  early  next. 
"Smaller,  less  expensive  devices  that 
will  compete  on  price  and  do  ten  tests 
or  one  test  as  needed,  instead  of  the 
whole  battery  regardless  of  need.  Ma- 
chines for  small  or  medium-size  labs 
that  emphasize  lowest  cost  per  test," 
Wendt  says.  "Products  that  will  take 
diagnosis  out  of  the  lab  and  into  pri- 


Advanced  histamine  research,  the  source  of  Tagamet 
After  oneaday  ulcer  pills,  what  next? 


money  for  hospitals,  nursing  homes 
and  clinics,  because  two-a-day  cuts 
labor  and  paperwork.  It  also  means 
unhospitalized  patients  remember  to 
take  it  on  time.  Zantac  was  com- 
manding an  18%  premium. 

SmithKline  now  has  a  two-a-day 
Tagamet  out,  and  SmithKline  now 
has  a  30%  price  advantage;  both  com- 
panies are  racing  for  approvals  on  a 


one-a-day.  Result:  The  sales  de- 
cline was  halted  late  in  1984, 
and  this  year  volume  has  slowly 
started  to  increase  again,  Wendt 
says.  He  is  watching  prices  and 
will  peddle  drugs  on  their  cost- 
effective  properties — like  his 
new  Monocid,  a  moneysaving 
one-shot-a-day  antibiotic  for  the 
hospital  market.  Watching  safe- 
ty procedures  is  another  must, 
too.  A  few  months'  delay  in  re- 
porting side  effects  of  a  new 
blood  pressure  drug  in  1979  has 
been  linked  to  35  deaths  and  has 
produced  373  claims  and  law- 
suits (all  but  12  of  them  settled) 
and  a  sentence  last  month  of 
two  years'  probation  for  the 
company. 
Meanwhile,  Wall  Street  ap- 
parently doesn't  get,  or  doesn't  be- 
lieve, Wendt's  message.  SmithKline 
shares  still  sell  around  10  times  trail- 
ing earnings,  while  other  drug  compa- 
nies sell  at  12  times,  13  times,  15 
times.  "We  were  one  of  the  first  into 
the  tank  in  the  drug  industry  because 
the  problems  hit  us  first,"  he  says. 
"I'm  determined  we'll  also  be  one  of 
the  first  out  of  the  tank."  ■ 


As  I  See  It 


U.S.  productivity  is  improving  again.  Is  this 
cause  for  celebration?  Or  is  it  just  an  inci- 

vate"  practice-a  big  new  growth  area     dent  in  the  bUSifWSS  CVCfe? 

for  us.  Not  less  diagnosis,  but  more  ^ 

efficient  diagnosis.  And  we  will  com- 
pete very  hard  on  price. 


"Four  or  five  years  from  now  the 
industry  will  look  back  on  all  this  and 
say  it  was  a  good  thing." 

Then  came  the  drug  business. 
Wendt  traveled  around  with  some  of 
his  drug  salesmen  to  listen  to  doctors. 
"When  presented  with  pharmaceuti- 
cals, they  would  ask  about  the  price. 
First  crack  out  of  the  box.  You  just 
didn't  hear  that  four  or  five  years 
ago."  But  the  biggest  problem  was  Ta- 
gamet, the  ulcer  drug  of  choice 
throughout  the  world. 

SmithKline  had  been  no  great 
shakes  until  research  came  up  with 
the  new  drug  in  the  mid-1970s.  Soon 
Tagamet  produced  the  bulk  of  total 
profits,  which  last  year  totaled  $500 
million  on  $3  billion  revenues,  and 
the  patent  is  good  to  1994.  But  then  a 
strong  competitor,  Zantac,  from  Brit- 
ish-based Glaxo  Holdings  Pic,  ap- 
peared. Tagamet  sales  suddenly  went 
flat.  The  appeal  of  Zantac  was  that 
you  took  it  only  twice  a  day.  With 
Tagamet,  it  was  four  times  a  day.  Re- 
member,   that   means   Zantac   saves 


But  will  it  last? 


By  James  Cook 


T|  here's  plenty  of  bad  news 
around;  here's  some  good  news: 
U.S.  industrial  productivity  is 
on  the  rise  again.  After  averaging  a 
bare  0.7%  annual  gain  over  the  pre- 
vious decade,  productivity  bumped  up 
2.9%  in  1983  and  another  3.6%  in 
1984,  for  one  of  the  sharpest  gains 
since  World  War  II.  Are  we  back  on 
the  track  again?  Or  is  this  just  a  flash 
in  the  pan? 

New  York's  prestigious  Conference 


Board  thinks  the  answer  is:  The  imi 
provement  is  for  real.  The  Board  ha 
come  out  with  a  report  arguing  tha 
the  U.S.  is  poised  for  a  long  upswin, 
in  productivity.  The  upswing,  or  so  it  I 
author,  economist  Steven  R.  Malin 
argues,   may  not  match   the  recorf 
1949-53  and   1961-66  upswings.  Bu 
the  chances  look  good  that  it  will 
move  the  U.S.  back  toward  the  2.5% 
a-year  trend  we  used  to  think  wa 
quite  adequate  before   the  Japanes 
and  Germans  put  us  badly  on  th| 
defensive. 
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Investors: 

vigtt  now  when  your  taxes  are  due,  you 
ealize  it's  not  what  you  earn,  but  what 
km  keep  that  counts.  And  with  Nuveen 
01  earn  a  lot  and  you  keep  a  lot. 


As  an  intelligent 
investor;  chances 
are  you  put  your 
money  in  CDs, 
money  market 
funds  or  the  market  last 
year  And  you  did  well. 

But  now  you're  paying 
for  it.  In  taxes.  Chances 
are,  you're  about  to  write 
a  check  to  pay  the  tax 


on  the  money  you  earned. 

A  check  which  can  slash 
your  earnings  as  much  as 
50%,  depending  on  your 
tax  bracket. 

At  Nuveen,  we'd  like 
to  suggest  you  invest  in 
something  where  you  don't 
have  to  pay  federal  income 
taxes  on  what  you  earn. 

The  current  Nuveen 


"Thanks  to  Nuveen 

tax-free  income,  for  me, 

April  15th  is  just  another  day.' 


Bond  Fund  will  pay  you 
interest  at  the  tax-free  rate 
of  9.52%  to  9.75%* 

And  you  don't  pay  a 
penny  in  federal  income 
tax  on  it.  What  you  earn 
you  keep* 

Which  can  make  Nuveen, 
a  prudent  investment, 
worth  a  lot  more  to  you. 

And  isn't  that  what  we 


all  want;  to  keep  a  lot  more 
of  what  we  make. 

For  more  complete  infor- 
mation on  the  Nuveen  Tax- 
Exempt  Bond  Fund,  Series 
317,  including  charges  and 
expenses,  send  for  a  pro- 
spectus by  telephon- 
ing or  mailing  the  coupon. 
Read  it  carefully  before 
you  invest  or  send  money. 


*This  return  represents  the  net  annual  interest  income  tor  each  year  but  the 
first  year,  after  annual  expenses,  divided  by  the  public  offering  price  on 
2/21/85.  The  return  will  vary  with  changes  in  interest  income  or  the  public 
offering  price,  with  the  payment  option  chosen  and  with  the  amount  invested 
Interest  income  will  remain  the  same  as  long  as  the  portfolio  remains  intact.  In 
the  first  year  the  range  will  be9.50%to974%.  Interest  income  may  be  subject 
to  state  and  local  taxes.  Member  SIPC. 

CALL  YOUR  INVESTMENT  BROKER  OR  ADVISER 

OR  TOLL-FREE  (800)  221  -4276 
EXCEPT  IN  NEW  YORK  STATE  CALL  (21 2)  208-2350. 


The  Nuveen  Tax-Exempt  Bond  Fund 
1 40  Broadway,  New  York,  NY  1 0005 


FB  3/25/85 


I    Please  send  me  free  information,  including  a  prospectus,  on 
I   the  current  series  of  the  Nuveen  Tax-Exempt  Bond  Fund. 


City 


Stale 


Zip 


Home  Telephone 


Business  Telephone 


The  Name  ot  My  Broker 


I 

I     My  Brokerage  Firm 

'     I  anticipate  an  initial  investment  of  $_ 


City 


muv 


It's  not  what  you  earn. 
It's  what  you  keep  that  counts.™ 

John  Nuveen  &  Co.  Incorporated,  Investment  Bankers 

209  S  LaSalle  Sl.  Chicago.  IL  60604  •  140  Broadway.  New  York.  NY  10005 

Allanta/Austin/Boston/Houston/Juneau/LosAngeles/Miami/Minneapolis/Philadelphia/Phoeni> 

San  Francisco/Seatlle/Washinglon,  DC 
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As  I  See  It 


Statistically,  of  course,  productivity 
reflects  what  you  get  out  of  the  econo- 
my divided  by  what  you  put  into  it, 
and  the  more  output  grows  in  relation 
to  input  the  more  good  things  there 
are  to  share  all  around. 

Yet  many  Democrats  tend  to  think 
the  U.S.  economy  is  still  caught  in  the 
productivity  slump  that  overtook  the 
whole  industrial  world  in  the  early 
Seventies.  The  Republicans  generally 
disagree.  They  argue  that  the  produc- 
tivity gains  of  the  last  two  years  usher 
in  a  new  era  of  sustained  productivity 
growth. 

Are  the  Democrats  proved  wrong 
by  the  latest  figures?  Malin,  not  wish- 
ing to  become  involved  in  partisan- 
ship, has  a  tactful  answer:  "There  are 
very  real  short-run  problems  that  the 
Democrats  keep  pointing  out — the 
overvaluation  of  the  dollar  and  the 
decimation  of  the  export  sector.  They 
want  to  know  whether  some  of  these 
productivity  gains  can  endure." 

Having  said  that,  Malin  comes 
down  on  the  side  of  thinking  that  the 
improvement  is  basic  and  will  en- 
dure. He  explains:  "The  whole  struc- 
ture of  what  brought  down  the  growth 
rate  in  the  Seventies  is  being,  if  not 
eliminated,  at  least  ameliorated. 
What  is  there  really  now  to  stop  major 


gains  in  productivity?  I  don't  see 
them.  The  recession  of  1981-82  was 
the  turning  point,  decimating  the  in- 
flation rate,  squeezing  out  a  lot  of 
excess  capacity,  strengthening  the 
U.S.  dollar  and  making  foreign  goods 
more  competitive." 

As  Malin  sees  it,  everything  now 
seems  to  be  working  to  enhance  pro- 
ductivity, just  as  before  it  served  to 
erode  it — the  strength  of  the  dollar, 
the  decline  in  oil  prices  and  interest 
rates,  technological  change,  deregula- 
tion of  industry,  changes  in  the  tax 
laws,  the  increase  in  spending  for  re- 
search and  development,  the  slacken- 
ing of  inflation,  the  maturing  of  the 
baby  boom  generation,  less  adversar- 
ial labor-management  relations.  For 
whatever  reason,  the  productivity 
gains  are  there. 

The  Democrats  are  inclined  to  dis- 
miss these  gains  as  the  usual  upswing 
involved  in  any  economic  recovery. 
The  economy  is  still  in  bad  shape, 
they  say.  Unemployment  is  still  sky- 
high  at  7%  to  7.5%,  and  so  is  inflation 
at  4% — at  least  compared  with  what 
the  U.S.  used  to  consider  normal.  You 
would  need  a  30%  decline  in  the  dol- 
lar to  restore  the  balance  of  trade, 
such  economists  argue.  That  would 
add  3.67  points  to  the  inflation  rate, 
so  where  would  that  get  you? 

Malin  takes  a  more  optimistic 
view,  but  what  makes  the  difference, 


The  Conference  Board's  Steven  Malin 
Expectations  make  a  difference. 


An  IBM  System/38  can 
even  help  catch  your  eye  J I 

Orvis  uses  sales  figure 
analysis  from  an  IBM 
System/38  to  strategically 
position  sporting  goods  in  i 
mail  order  catalog, 
increasing  demand  for  som 
items  by  as  much  as  50% 

The  System/38  is  just  or 
of  a  number  of  easy-to-use 
Business  Computer  System 
from  IBM. 

Whatever  size  your 
business,  they'll  help  you 
do  what  you  do,  better. 

They  can  be  used  as 
stand-alone  computers  or  i 
part  of  a  network. 

You  see,  there  are  as 
many  ways  to  use  IBM 
Business  Computer  Syster 
as  there  are  businesses. 

For  a  free  brochure,  cal 
IBM  Direct  at  1 800  IBM- 
2468,  ext.  7.  Or  send  in 
the  coupon  below 


Write  to  IBM, 
DRM,  Dept.  KL/7, 
400  Parson's  Pond  Drive, 
Franklin  Lakes,  New  Jersey  074 

□  Please  send  me  a  free 
brochure  on  IBM  Business 

k  Computer  Systems. 

□  Please  have  an  IBM 
marketing  representative 
contact  me. 


N.i 


( lompan) . 
Address— 
Cit\ 


Mate. 


.Zip 


Business  Phone. 
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|A  maker  of  fishing  equipment,  the  Orvis 
Company   of  Vermont   is    landing   more^ 
customers   than   ever  with   an   IBM 
System/38.    Whatever   business 
you're  in,  an  IBM  Business 
Computer  System  can 
improve  your  net 
results. 


muni 


As  I  See  It 


he  says,  is  that  people's  expectations 
are  different  from  what  they  used  to 
be.  They  are  tougher  and  more  realis- 
tic. "You've  got  a  generation  of  man- 
agers coming  on  who  don't  remember 
2%  inflation  or  3%  real  interest  rates, 
and  they  compare  their  cash  flow  pro- 
jections against  the  stream  of  costs  of 
new  investments,  and  these  things 
now  become  affordable  and  desir- 
able." Businessmen  worry  about  pro- 
ductivity more  than  they  used  to.  For 
example:  In  the  Seventies  all  the  soft 
drink  makers  could  think  of  was  pro- 
liferating new  products.  These  days 
they're  concentrating  on  automation 
to  reduce  their  production  costs. 

"In  the  Seventies  price-raising  rath- 
er than  efficiency-enhancement  be- 
came the  most  prevalent  strategy  for 
increasing  profitability,"  Malin  says. 
"If  you  believe  you  can  pass  along 
high  costs  with  impunity,  you  don't 


think  of  inflation  as  an  evil.  You 
think  of  it  as  a  necessity.  But  when 
that  attitude  changes  and  disinflation 
takes  hold,  you  turn  to  the  cost  side, 
and  your  profits  depend  on  bringing 
your  costs  down.  I  think  that's  where 
we  are  now." 

The  same  holds  for  the  new  foreign 
competition  U.S.  producers  are  facing 
in  their  home  markets.  It  forces  them 
to  cut  their  costs.  "Look  at  those  trade 
deficit  figures,"  Malin  says.  "They 
tell  you  that  productivity  gains  are 
imperative  for  American  business 
survival." 

Malin  concedes  that  a  sharp  drop  in 
the  dollar  and  another  oil  shock  could 
change  things  considerably.  But  he 
doesn't  think  either  is  likely.  "If 
you're  not  going  to  hold  dollars,  what 
are  you  going  to  hold?  Where  is  the 
economy  stronger,  the  prospects  bet- 
ter?" And  with  the  oil  shortage  having 
turned  into  an  oil  glut,  the  likelihood 
of  another  oil  shock  any  time  soon  is 
about  as  great  as  the  likelihood  of  a 


collapse  in  the  dollar. 

On  the  other  hand,  productivity 
gains  are  not  an  unmixed  blessing.  All 
too  often  improving  productivity 
means  eliminating  labor,  just  as  the 
use  of  low-cost  imports  does.  "One  of 
the  reasons  you  get  productivity 
gains,"  Malin  concedes,  "is  that  cap- 
ital comes  in  and  displaces  the  work- 
er. But  in  the  long  run  you  get  offset- 
ting gains — reduced  inflation,  im- 
proved economic  growth,  improved 
confidence,  and  those  are  conducive 
to  employment  gains. 

"As  long  as  profitability  remains 
good,  the  economy  strong,  capacity 
utilization  high — at  least  80%,  but 
not  too  high  (85%  or  better) — as  long 
as  the  world  economy  continues  to 
improve  and  the  high-tech  orienta- 
tion of  the  schools  produces  better- 
trained  people,  as  long  as  these  long- 
term  secular  changes  in  the  way  we 
do  business  persist,  I  don't  see  why 
productivity  shouldn't  continue  to 
improve."  ■ 


Verbatim  got  where  it  is  by  taking  risks. 
Malcolm  Northrup  is  about  to  take  yet 
another  major  plunge. 

Nothing 
ventured... 


By  Anne  Bagamery 


It's  Saturday  in  the  suburbs, 
and  mom  is  at  the  local  shopping 
center.  Into  her  K  mart  basket  she 
piles  athletic  socks,  birdcage  liners, 
weed  killer — and  floppy  disks. 

Will  it  happen?  Malcolm  Northrup, 
45,  president  and  chief  executive  of 
Verbatim  Corp.,  thinks  it  will. 
"You'll  soon  be  able  to  buy  floppy 
disks  the  way  you  buy  film  and  flash- 
light batteries,"  he  says,  referring  to 
those  flexible,  black  plastic  rounds 
that  feed  and  store  computer  data. 

These  days,  users  of  desktop  com- 
puters have  to  buy  their  floppies  at 
retail  computer  or  office  supply 
stores,  usually  at  premium  prices.  A 
ten-pack  of  Verbatim's  top-of-the-line 


DataLife  floppies,  for  example,  goes 
for  $49  and  up.  An  IBM  ten-pack  costs 
$40  and  up. 

But  last  month  Northrup  began  test 
marketing  a  line  of  lower-quality  flop- 
pies that  he  intends  to  sell  at  rock- 
bottom  prices  through  mass  merchan- 
disers like  K  mart,  Sears  and  Mont- 
gomery Ward.  Though  he  won't  get 
into  specifics  ("That's  competitive  in- 
formation," he  says,  smiling),  it's  a 
good  bet  that  Northrup  will  price  his 
cheap  disks  at  $24.50  or  less  for  a  ten- 
pack.  That  is  the  price  now  available 
on  Dennison's  Elephant  brand  disks. 
It  is  also  likely  that  Northrup  will 
keep  Verbatim's  name  off  the  disks,  to 
avoid  confusion  with  Verbatim's 
high-end  products.  The  disks,  prob- 
ably under  the  retailer's  own  brand 


name,  are  to  appear  in  stores  in  vol- 
ume by  the  end  of  next  year. 

Why  is  Verbatim,  whose  DataLife 
and  ValuLife  brand  floppies  carry 
quality  reputations  and  sell  at  the  top 
of  the  market,  getting  into  cheapo 
disks?  "We  see  the  market  differently 
than  anyone  else,"  says  Northrup, 
puffing  a  Salem  in  Verbatim's  spartan 
conference  room  in  Sunnyvale,  Calif. 
"There's  a  growing  number  of  home 
computer  users  who  make  their  disk- 
buying  decisions  solely  on  price.  It 
doesn't  matter  to  them  who  makes 
the  disks,  or  if  they  have  to  throw  out 
one  or  two  disks  in  a  ten-pack.  Price 
and  availability  are  the  keys."  He 
stubs  out  his  Salem  and  drives  home 
the  point:  "Any  manufacturer  who 
wants  to  survive  in  this  business  is 
going  to  have  to  address  that  market." 

Northrup  is  counting  on  the  oft- 
predicted  but  not-yet-realized  day 
when  there  is  a  computer  in  nearly ; 
every  home,  the  day  when  every  fam- 
ily will  plunk  down  a  couple  of  hun- 
dred dollars  for  a  box  to  play  games,  do 
homework  and  figure  out  tax  returns. 
In  this  new  age,  Northrup  thinks,  us- 
ers will  go  through  floppies  as  they 
now  go  through  legal  pads.  They  also 
will  use  disks  to  copy  programs  from 
other  users  and  pull  information  off 
central  databases  like  The  Source 
much  the  way  VCR  owners  tape  Casa- 
blanca off  the  tube.  Sales  of  blank 
audio-  and  videocassette  tapes  have 
ruined  margins  in  the  high  end  of  those 
businesses,  and  Northrup  doesn't  in- 
tend to  see  it  happen  in  disks.  "At 
least,  not  at  Verbatim,"  he  says. 


74 


FORBES,  MARCH  25,  1985 


The  real  beauty  of  the  new  Volkswagen  /letta  is  its  per- 
formance, its  handling,  its  comfort,  and  its  low  price. 

The  Jetta  is  the  first  affordable  German  road  car.  It 
gives  five  people  more  space  than  some  European 
sedans  costing  $20,000. 

Its  handling  is  so  precise,  so  responsive— car,  driver, 
and  road  virtually  act,  react,  and  feel  as  one. 

j.  .  # es.?tart at  $7'77£! f or. a  two-door  Jetta  with  a 


.And 


Protection  Plan.*  Now,  what's  more  beautiful  than  that? 

■«  -.  (&h ,f  's  not  a  car. 

The  new  Jetta  $7,995.  Quit's  a  Volkswagen. 


™"--:;x^ 


For  details  coll  1-800-85- VOLKS. 


iionpcrfoiation  Sec  US  deoler  toi  details 
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When  your  resource 


Having  resources  is  one  thing.  Managing 
them  is  quite  another. 

For  the  responsible  few  who  do.  there  is 
the  Gold  Card.'y 

To  qualify  for  the  Card  and  all  its  services, 
you  have  to  be  accepted  by  both 
American  Express  and  a  participating 
financial  institution. 

Once  accepted,  you're  part  of  a  group 
whose  finances  and  credit  rating  are  among 
the  top  five  percent  of  the  nation. 

Those  who  live  their  lives  in  the  black. 


In  addition  to  worldwide  charge,  travel,  and 
entertainment  privileges,  financial  services 
include  check-cashing  privileges  around  the 
world,  access  to  a  bank  cash  machine  network  in 
major  cities  around  the  country,  and  can  include 
an  independent  line  of  credit.  At  your  disposal 
is  American  Express®  Envoy,  our  personalized 
travel  reservation  service,  which  allows  you  to 
make  or  change  your  travel  arrangements 
24  hours  a  day.  For  more  information  and  an 
application,  see  you 

institution  or  places  where  the  Card  is  welcomed 
Or  call  1  -800-THE-CARD. 

THE  GOLD  CARD 


J  ihn  McDcrmotl 


Verbatim  Corp.'s Malcolm  Northrup 
"We  have  the  advantage  of  surprise. 


It  is  a  cheeky  strategy,  to  say  the 
least.  It  demands  that  Verbatim  devel- 
op as  a  mass  merchandiser  along  the 
lines  of  Kodak,  Polaroid,  Fuji  and  3M, 
who  have  moved  into  the  floppy  disk 
market.  Northrup  feels  he  must  do 
something  bold  if  Verbatim  is  to  hold 
its  22%  share  of  the  market  against 
this  kind  of  competition.  What  makes 
him  think  he  can  succeed?  "We'll  be 
there  first,"  he  says.  "Besides,  we 
have  the  advantage  of  surprise.  No- 
body is  even  looking  at  this  market." 

Competitors  think  Verbatim  is  be- 
ing foolish.  They  question  if  the  cus- 
tomers will  accept  low  quality  for  low 
price.  "Either  the  product  works  or  it 


doesn't,"  Keith  Finkenbiner,  market- 
ing manager  for  the  Dysan  division  of 
Xidcx  Corp.,  says  flatly.  "Disks  are 
not  like  audiotape  or  videotape, 
where  even  a  low-quality  product 
functions.  If  a  disk  doesn't  have  qual- 
ity built  into  it,  you  lose  your  data. 
Users  only  let  that  happen  once." 

"We  can't  skimp  in  any  way  to 
come  up  arbitrarily  with  different  lev- 
els of  pricing,"  adds  Joe  Phillips,  com- 
mercial marketing  operations  man- 
ager for  3M's  floppy  division,  a  bit 
disdainfully.  You  can  imagine  the  ire 
of  a  home  user  who  loses  all  his  in- 
come tax  work  thanks  to  a  sloppy 
floppy.     A     spokesman     for     Kodak 


agrees:  "The  industrial  and  business 
market  is  more  concerned  with  reli- 
ability, and  that's  by  far  our  biggest 
customer." 

A  lot  rides  on  the  outcome.  Data- 
quest,  a  market  research  firm,  pre- 
dicts that  sales  of  just  one  product — 
the  5  '/a-inch  diskette,  which  fits  best- 
selling  personal  computers  like  the 
IBM  PC  and  Apple  II— will  hit  $800 
million  this  year  and  top  $1.6  billion 
in  1990.  Another  hot  product,  the  3Vi- 
inch  "microdisk"  that  fits  Apple's 
Macintosh  family,  is  expected  to  ex- 
plode from  $88  million  this  year  to 
over  $1.5  billion  in  1990.  Verbatim 
will  gross  about  $200  million  this 
year,  but  that's  peanuts  compared 
with  what  Verbatim  might  become. 
The  problem  is  that  this  kind  of 
growth  makes  the  business,  if  any- 
thing, too  attractive.  Some  60  compa- 
nies compete,  from  smallish  outfits 
like  Verbatim  and  Xidex  to  heavies 
like  3M,  Hitachi  Maxell,  Fuji  Photo 
Film  and  Memorex,  as  well  as  new- 
comers Kodak  and  Polaroid. 

In  this  increasingly  brutal  game, 
victory  will  go  to  the  manufacturer 
that  can  produce  a  low-cost,  high- 
quality  disk  and  spend  big  to  promote 
it.  This  will  require  high-volume  pro- 
duction and  explains  in  part  why  Ver- 
batim is  going  after  a  mass  market.  So 
is  everyone  else.  3M  is  running  televi- 
sion advertisements  in  Boston,  San 
Francisco  and  Minneapolis/St.  Paul; 
3M  and  Kodak  are  running  major  na- 
tional print  advertising  campaigns. 
Verbatim  is  redesigning  packages  and 
rolling  out  print  ads. 

A  former  semiconductor  manager 
from  Rockwell  International,  North- 
rup joined  Verbatim  in  1981  in  the 
midst  of  a  massive  recall  that  nearly 
sank  the  company  (Forbes,  Jan,  M, 
/'AS'.;).  Sales  and  earnings  bounced 
back  nicely  in  the  next  three  years. 
Sales  hit  $  1 7 1  million  and  net  climbed 
to  $14.7  million  (63  cents  a  share)  in 
Verbatim's  1984  fiscal  year,  which 
ended  June  30.  But  last  August  another 
recall  caused  Verbatim  to  lose 
$257,000,  or  1  cent  a  share,  on  a  10% 
increase  ir\  sales,  to  $42  million  for  the 
quarter  ended  Dec.  28.  Analysts  think 
the  company  will  lose  money  for  fiscal 
1985,  though  last  month's  announced 
layoff  of  up  to  400  of  its  1,900  work 
force  will  help  pare  costs. 

Northrup,  however,  thinks  long 
term.  "According  to  our  own  sur- 
veys," he  says,  "nearly  one  buyer  in 
three  will  be  in  the  low  end.  That's 
not  a  whole  business,  to  be  sure,  but  if 
we — or  anybody — want  to  survive,  we 
can't  afford  to  let  those  dollars  go.  In 
this  business  you've  got  to  take  some 
risks  or  die."  ■ 
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THE  RIGHT  CHOKE 

From  personal  to  full  system, 

Canon  copiers  give  you  the  right  features  and 

the  right  performance  at  the  right  price. 


Canon  NP-150. 

A  Step  Beyond  Basic. 

It's  the  new  standard 
for  compact 
economy  copiers.  Up  to 
15  copies  a  minute,  copies 
as  large  as  11"  x  17",  and 
your  choice  of  black, 
brown  or  blue  copy  color: 
Sorter  and  dual  cassette 
options  for  added 
convenience  Perfect  for 
the  small,  busy  office. 


e 


Canon  NP-155. 

Zoom.  Color.  Value. 
^  The  compact  copier  that 
gives  you  a  multiple  choice. 
Up  to  15  copies  a  minute 
Your  choice  of  black, 
brown  or  blue  copy  color. 
Plus  a  continuous 
reduction/enlargement 
range  of  65%  up  to  142%. 
Big  copier  versatility 
without  a  big  copier  price. 


3 
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Canon  NP-250F. 

Simply  the  most  affordable, 
compact,  full-system  copier 
At  27  copies  a  minute 
it  lets  you  do  more 
important  things,  like  work, 
not  make  copies  of  your 
work  Document  feeder  is 
standard.  Options  include 
automatic  document  feeder, 
sorter,  and  2,000  sheet 
paper  deck  And  it  lets  you 
copy  in  black,  brown  or  blue. 


Canon 
NP-270F. 

The  full-system 
compact  that 
lets  you  copy 
in  black,  brown  or 
blue.  Makes  up  to 
27  copies  a  minute. 
Reduces.  Enlarges 
Feeds  with 
standard  document 
feeder  Or  optional  automatic 
document  feeder  Handles 
even  big  copy  jobs. 
With  optional  sorter  And 
optional  2.000  sheet 
paper  deck.  All  in  a  copier 
that  lets  you  communicate 
in  color  at  a  price  that  still 
keeps  you  in  the  black 


fl 


Canon 
NP-350F. 

The  copier  with 
the  calculating 
mind.  An  "intelligent" 
copier  that  gives 
you  zoom  reduction/ 
enlargement  (64% 
to  121%)  and  more. 
Built-in  logic  to 
compute  zoom  ratios. 
A  memory  to  store  zoom  settings. 
Automatic  two-page  separation. 
Up  to  30  copies  a  minute  in 
black,  brown  or  blue.  Standard 
document  feeder.  Optional 
automatic  document  feeder, 
sorter,  and  2,000  sheet  paper 
deck.  Truly  the  "smart"  choice 
among  full-system  compacts. 


Canon 
NP-400AF. 

The  compact 
system  copier 
that  stacks  even 
more  in  your 
favor  With 
convenient 
automatic 
document 
feeding.  Reduction. 
Enlargement.  Optional 
2,000  sheet  paper  deck. 
Optional  sorter.  And 
a  copy  speed  of  up  to 
40  letter-size  a  minute. 
All  in  a  copier  that 
takes  a  lot  off  your 
hands,  without  taking 
a  lot  out  of  your  pocket 


Canon 
NP-500AF. 

The  Fastback 
Canon's  fastest 
system  copier. 
Fast  as  50  copies 
a  minute. 
Copies  in  black, 
brown  or  blue. 
Has  automatic 
document  feeder. 

Reduces.  Enlarges. 

Collates  with  optional 

sorter  Automatic 

exposure  keeps  copies 

perfect  every  time 

Optional  2,000  sheet 

paper  deck  keeps 

copies  coming 

Nothing  in  its  class 

comes  close 


'— # 


Canon 

Canon  U.S.A.,  Inc.,  Copier  Products  Division 

One  Canon  Plaza,  Lake  Success,  New  York  11042 


Canon  PC-10/20/25 

Personal  Cartridge 
Copying,  Plain  and 
Simple  An  exclusive 
replaceable  cartridge 
system  makes  Canon  PC 
copiers  virtually  service- 
free.  PC  cartridges  come 
in  six  toner  colors  black, 
brown,  blue,  red,  green, 
and  light  blue. 

The  PC-10  is  simple, 
personal,  and  very 
affordable. 

The  PC-20  gives  you 
convenient  automatic 
paper  feeding.  Lets  you 
make  up  to  8  copies  a 
minute. 

The  PC-25  reduces, 
enlarges,  and  makes 
legal-size  copies,  tool 
Originals  can  be  any  size 
up  to  10"  x  14'' 
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Canon  FAX. 

Bring  your  business  up  to 
speed  with  Canon  fac- 
similes. They're  fast,  ver- 
satile, affordable,  and 
compatible. 

The  FAX- 31  offers  fea- 
tures found  on  units 
costing  much  more.  It's 
compatible  with  G2  and 
many  earlier  systems. 

The  FAX- 330  and 
FAX-320E  represent  the 
latest  in  digital  technology. 
Both  are  fast,  full-featured, 
and  G3/G2  compatible 
The  FAX-320E  can  even 
reduce  and  enlarge  your 
originals 

The  FAX-  510  gives  you 
17-second  digital  per- 
formance and  wide  com- 
patibility with  other 
systems  at  an  unexpect- 
edly low  price. 


M  Canon  u  S  A  ,  Inc 


For  more  information,  call  loll  tree  1-800-OK  CANON.  Or  write  Canon  U.S.A.,  Inc..  PO  Box  5023,  Clitton.  N.J  07015 
I'd  like  more  information  about  D  NP-150.  □  NP-155,  D  NP-250  Series,  D  NP-270  Series,  □  NP-350  Series.  D  NP-400  Series. 
D  NP-500  AF.  D  PC-10/20/25.  D  FAX-31;  D  FAX-300  Series;  D  FAX- 510 
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Wre  so  confident  in 

the  Falcon  900, 

we  let  customers  fly  it 

lyear  ahead  of  schedule. 

It  soared  above 
everyone^  expectations. 


Perfect  for  our  flights  to  Anchorage  and  Tokyo 
from  Dallas." 

'Outstanding fuel  efficiency  for  an  aircraft  of 
this  size  and  performance. " 

"The  three  engines  give  more  safety  in 
trans-ocean  flights." 

Thad  a  deposit  on  the  Gulf  stream  IV,  I'd  ask  for 
my  money  back. " 

jets  passengers  to  their  destinations  in  comfort 
'vith  relatively  little  operational  expense  and 
with  three-engine  reliability." 

"Right  size  for  comfort  on  long-range 
international  flights. ' ' 

"Feels  larger  than  a  GUI." 

pilot  new  to  the  Falcon  family  will  be  amazed 
to  an  experienced  Falcon  pilot,  it  will  merely 
confirm  his  faith  in  a  fine  product." 

"Excellent  short-field  takeoff  and  landing 
capability." 

"The  cabin  is  amazingly  quiet." 

\ny  pilot  buying  an  airplane  in  this  class  owes 
w)  himself  and  his  company  to  see,  understand 
and fly  the  900." 


These  words  of  praise  about  the  new  Falcon  900 
are  not  surprising.  After  136  hours  of  flight,  the 
Falcon  900  has  met  or  exceeded  all  performance 
guarantees.  During  the  week  of  January  28th,  in 
demonstration  flights  with  over  100  chief  pilots, 
chief  executives  and  aviation  journalists  from  around 
the  world,  the  900  performed  flawlessly.  But  what 
may  be  surprising  is  that  the  Falcon  900  gave  this 
outstanding  performance  while  flying  at  a  far  more 
hectic  pace  than  it  would  encounter  in  day-to-day 
business  use.  It  flew  nearly  36  hours  in  just  5  days, 
making  2 1  flights  and  62  landings.  All  without  a 
single  delay.  Equally  impressing  to  everyone  was  the 
Falcon  900's  progress  so  early  in  its  test  program.  Its 
large  cabin  size,  too,  was  greeted  with  enthusiasm. 
The  Falcon  900  is  a  remarkable  new  business 
jet.  It's  years  ahead  of  the  competition,  and  most 
importantiy,  it's  flying  now.  For  more  information, 
call  Roy  Bergstrom  at  (201)  288-8479  or  mail  in  the 
coupon  below. 


Ta!conJet 

Teterboro,  New  Jersey  07608 
Please  send  more  information  about  the  Falcon  900. 


Name/Title. 

Company 

Address 

City 

Zip 


.  State . 


.Phone. 


L 


Now  flying  a. 
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The  huge  debt  that  Kellogg  took  on  to  buy 
in  20%  of  its  shares  means  its  midlife  crisis 
is  over.  Competitors  had  better  duck. 

The  snap,  crackle, 
pop  defense 


By  Jack  Willoughby 


How's  this  for  a  takeover  de- 
fense? You  load  up  your  bal- 
ance sheet  with  $500  million 
of  debt,  buy  in  20%  of  your  stock  and 
become  one  of  the  most  highly  lever- 
aged firms  in  the  food  industry. 

A  poison  pill?  More  like  a  sugar- 
frosted  flake.  The  company  is 
Kellogg  Co.,  of  Battle  Creek, 
Mich.,  and  its  leveraged  buy- 
in  last  fall  only  added  to  its 
earning  power.  Here's  why: 
The  repurchased  shares  were 
earning  about  $50  million  af- 
tertax a  year.  But  the  $563 
million  purchase  price  costs 
only  $29  million  or  so  in  af- 
tertax interest  paid  on  the 
portion  borrowed  plus  some 
additional  interest  forgone  on 
the  portion  financed  out  of 
cash  on  hand.  Put  another 
way,  the  company  pays  about 
6.2%  aftertax  in  interest  for 
shares  that  provided  an  earn- 
ings yield  of  8.9%. 

The  move  was  highly  un- 
usual for  conservative  Kel- 
logg, which  had  only  $  19  mil- 
lion of  debt  (against  almost  $  1 
billion  in  equity)  before  the 
buy-in.  But  the  company  felt 
it  had  no  choice,  says  Chair- 
man William  A.  LaMothe,  be- 
cause the  market  could  see  a 
big  block  of  stock  held  by  the  W.K. 
Kellogg  Foundation  (see  box,  p.  H6) 
waiting  to  be  sold.  It  was,  says  La- 
Mothe, "a  cloud  we  didn't  think  was 
good  to  leave  hanging  out  there  in 
today's  times.  For  obvious  reasons." 

How  obvious?  "I  have  to  say  there 
were  rumors,  popping  up  at  least  every 
six  months,  that  such  and  such  a  com- 
pany was  interested  in  our  company," 
LaMothe  explains.  So  Kellogg  didn't 


wait  for  rumors  to  come  true.  It  bor- 
rowed $500  million  in  November, 
bought  the  block  and  beat  potential 
raiders  to  the  punch. 

The  stock  market  cheered — Kel- 
logg's  shares  have  risen  more  than  16 
points  since  the  end  of  November,  to  a 
recent  price  of  48 — 14  times  last  year's 
$3.35  per-share  earnings.  But  there  is 


ness,"  he  says  today. 

LaMothe  doesn't  minimize  the  mid- 
life crisis  the  $2.6  billion  (sales)  maker 
of  Rice  Kri  spies  went  through  in  the 
1970s  and  early  1980s.  It  began  with 
concern  that  the  cereal  business 
would  mature,  and  with  Kellogg  con- 
sidering acquisitions  in  other  fields. 
But  three  attempts  to  acquire  Tropi- 
cana  orange  juice  in  the  mid-Seventies 
were  unsuccessful,  chiefly  because 
Kellogg  refused  to  pay  a  big  premium. 
When  you  average  28%  return  on  equi- 
ty in  your  own  business,  it's  pretty 
hard  to  find  impressive  acquisitions. 
"The  board  said,  'Let's  be  realistic,' ' 
recalls  LaMothe. 

A  sound  attitude,  surely.  But  then 
early  doubts  about  breakfast  cereals 
grew  into  real  worry.  Growth  in  the 
$3.8  billion  cereal  market  slowed  to 
6%  a  year  by  1983.  Kellogg's  own  sales 
growth  declined  steadily  from  16%  in 
1980  to  2%  in  1982  and  1%  in  1983. 
Earnings  growth  slowed  as  well. 

The  problem  wasn't  only  in  the  su- 
permarket. Morale  in  Battle  Creek  was 
hurt  because  the  company  had  accept- 
ed the  idea  that  cereal  would  be  a  slow 
or  no-growth  product.  "A  bad  con- 


Chairman  William  LaMothe  with  his  favorite  breakfast  food 
Why  not  go  for  1 3  pounds  per  capita  per  year? 


more  than  short-term  earnings  behind 
the  strength.  Security  analysts,  nota- 
bly Leonard  Teitelbaum  of  Merrill 
Lynch,  point  to  the  company's  deci- 
sive action  as  signaling  a  new  aggres- 
siveness. 

LaMothe,  the  58-year-old  onetime 
Corn  Flakes  salesman  who  has  run  the 
world's  largest  cereal  company  for  five 
years,  agrees.  "We  really  have  a  grow- 
ing enthusiasm  for  our  basic  busi- 


cept,"  says  LaMothe,  "because  it  infil- 
trates your  whole  thinking." 

A  prolonged  battle  with  the  Federal 
Trade  Commission  over  its  notion  | 
that  cereals  were  a  "shared  monopo- 
ly" for  Kellogg,  General  Foods  andj 
General    Mills    didn't    help,    either. 
"We  started  to  pull  our  punches,"  | 
says  LaMothe. 

On  top  of  that  came  a  recession! 
The    company's    dominant    market) 
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Sotheysaid, 
Wed  like  one  company 

to  help  us 

automate  and  integrate  our 

rnanufeduring  plants, 
tie  in  building  management 
and  communications  f 
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to  one  computer  network 

so  that  managers  can 

access  data  from  anywhere 

when  they  need  it, 

when  it's  current,  and 

when  it  can  really  optimize 

productMty" 


And  we  said, 
"When  can  we  start?" 


At  Honeywell,  our 
business  is  making  your  business 
more  productive  by  integrating 
control,  communications  and 
information  systems. 

We're  working  with 
industry  throughout  the  country 
to  automate  both  process  and 
discrete  manufacturing.  Install 
building  management  systems 
that  control  and  document  energy 
usage  and  security.  Develop 
communications  systems  that 
improve  the  flow  of  information. 
And  tie  them  all  together  so  that 
real-time  data  can  be  distributed 
to  those  who  need  it. 

The  result  is  significantly 
improved  productivity:  individual 


systems  and  subsystems 
function  more  efficiently,  and 
management  has  the 
information  it  needs  to  make 
better  decisions. 

Since  Honeywell  designs 
and  manufactures  information, 
communications  and  control 
systems,  we're  in  an  excellent 
position  to  make  them  work 
together.  Well  work  with  your 
existing  equipment.  We'll  start 
wherever  you  want  to  begin  in 
the  process  of  integration.  And 
you  can  always  trust  Honeywell 
to  service  what  we  develop. 
We'd  like  to  work  with 
you.  Call  800-328-5111, 
ext.  1529. 


Together,  we  can  find  the  answers. 

Honeywell 


. 
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Legacy 


W'  ill  Keith  Kellogg,  the  market- 
ing   genius    who,    with    his 
brother,  invented  cornflakes,  did 
not  have  much  respect  for  the  cor- 
porate builders  of  the  1920s,  in- 
cluding Alfred  P.  Sloan  of  General 
Motors.  Kellogg  believed  that  they 
built    their    companies    through 
mergers  and  financial  dealings, 
and  he  distrusted  them.  He  nev- 
er wanted  that  to  happen  to 
Kellogg  Co. 

By  the  time  he  died,  in  1951, 
he  had  put  his  Kellogg  hold- 
ings into  the  W.K.  Kellogg 
Foundation,  which  he  had  set 
up  in  1930  to  bring  medical  aid 
to  children  around  the  world. 

Intending  the  foundation  to 
own  the  company  in  perpetuity, 
W.K.  had  his  heirs  agree  not  to 
contest  that  will. 

But  times  change,  and  like  other 
legators,  W.K.  couldn't  reach  be- 
yond the  grave  to  protect  his  brain- 
child forever.  In  1969  Congress 
passed  a  law  decreeing  that  founda- 
tions had  to  disburse  their  hold- 
ings. The  Kellogg  Foundation  had 
until  1994  to  reduce  its  ownership 
to  35%.  But  money  men,  operating 


Founder  W.K.  Kellogg 

Success,  without  successors. 


in  ways  that  W.K.  Kellogg  would 
certainly  distrust,  posed  sufficient 
threat  that  Kellogg  Co.  bought  in  a 
block  of  the  foundation's  stock  last 
November  (see  story,  p.  82). 

At  that,  the  foundation,  created 
after  W.K.  had  difficulty  getting 
medical  treatment  for  a  crippled 
grandson,    was    not    his    first 
choice.    He    wanted,    reports 
grandson  Norman  Williamson 
Jr.,  to  leave  the  company  in 
family  hands.   But  the  same 
stern    qualities    that    helped 
W.K.  build  the  company  made 
him  intolerant  of  heirs. 
He  named  his  son  John  L. 
Kellogg  company  president  but 
fired  him  in  1925  for  leaving  his 
wife  to  take  up  with  an  employee. 
He  groomed  John  L.'s  son  for  suc- 
cession in  the  1930s,  but  ultimate- 
ly hounded  him  from  the  company 
and  sued  him  for  using  a  process 
developed  at  Kellogg. 

Today  the  company  thrives;  the 
foundation,  more  than  $  1  billion  in 
assets,  is  one  of  the  nation's  largest 
philanthropies;  and  W.K.  Kellogg's 
bright  red  signature  graces  cereal 
boxes  everywhere. — J.W. 


share  slipped,  from  43%  in  1972  to  a 
low  of  37%  in  1983  as  consumers, 
counting  their  nickels,  passed  up  Kel- 
logg's Corn  Flakes  and  Froot  Loops  for 
private-label  and  generic  cereals. 

That  was  the  crisis  point.  Clearly, 
Kellogg  had  to  do  something.  And 
what  it  did  was  adopt  founder  W.K. 
Kellogg's  strategy  when  the  Depres- 
sion hit  in  1929:  boost  the  advertising 
budget. 

So  Kellogg,  in  1983,  woke  •  up.  It 
named  Gerald  Robinson,  who  as  head 
of  international  operations  had  been 
unaffected  by  the  FTC  lawsuit,  boss  of 
U.S.  operations  so  he  could  lead  the 
charge. 

Then  Kellogg  poured  on  the  power. 
The  company  has  introduced  nearly 
as  many  new  products  in  the  last  two 
years  as  it  did  in  the  previous  four.  It 
boosted  advertising  expenses  strong- 
ly— even  penalizing  short-term  earn- 
ings last  year  to  do  so.  But  in  two 
short  years  it  has  recovered  much  of 
its  lost  market  share,  pushing  back 
the  private  labels  and  generics  and 
clipping  a  few  share  points  from  Gen- 
eral Foods'  Post  cereals  as  well. 

That's  only  the  beginning,  says  La- 
Mothe,  a  wiry  economics  graduate 
from  Fordham  who  has  no  intention 
of  stopping  at  40%  of  the  market.  "We 


haven't  said  there  is  a  limit  to  what 
we're  going  to  invest  in  the  market- 
place or  in  research  and  develop- 
ment," he  says.  "We  want  to  grow  the 
market.  We  think  we  have  the  mind- 
set to  grow  faster  than  the  market,  as 
we  have  been  doing." 

He  is  pushed  by  his  desire  to  pay 
down  Kellogg's  debt  and  regain  its 
triple-A  bond  rating.  Battle  Creek  ex- 
ecutives are  under  pressure  to  im- 
prove inventory  control  and  receiv- 
ables. But  most  of  all,  he  is  pushed  by 
Kellogg's  renewed  vision  of  the  pros- 
pects for  cereals. 

"The  question  is  not  whether  this  is 
a  mature  market,"  says  LaMothe, 
pounding  a  table  for  emphasis.  "It's 
whether  we  can  be  inventive 
enough."  Americans  on  average,  he 
notes,  consume  9  pounds  of  breakfast 
cereal  a  year — "the  highest  level  of 
per  capita  consumption  in  U.S.  histo- 
ry." LaMothe  wants  more.  "A  lot  of 
areas  [Pittsburgh,  for  one]  are  close  to 
13  pounds.  Why  not  make  the  whole 
country  average  13?" 

He  aims  to  increase  cereal  con- 
sumption by  middle-aged  and  older 
Americans,  who  now  consume  fewer 
bowls  than  the  youngsters.  Why  does 
he  think  people  will  eat  more  cereal? 
In  a  word,  health.  "This  is  our  thing," 


he  says.  "Dr.  Kellogg  and  Mr.  Kel 
logg" — who  founded  the  company  in 
a  sanatorium  in  1906 — "were  going 
on  either  intuition  or  their  basic  be 
liefs  coming  out  of  a  Seventh-Day  Ad 
ventist  background,  where  they  be 
lieved  that  meats  were  not  healthful 
for  the  diet." 

A  problem  for  meat,  an  opportuni- 
ty for  cereal.  "We  think  that  it  has 
a  tremendous  future,"  says  La 
Mothe,  sounding  like  a  true  believer. 
"The  whole  grains  .  .  .  healthy 
lifestyle  .  .  .  avoidance  of  major  dis- 
ease in  the  Western  World  .  .  .  more 
grains,  fruit  and  vegetables." 

It  all  adds  up  to  opportunity  for 
Kellogg,  says  LaMothe,  who  remains 
enough  of  a  salesman  to  add:  "Where 
else  can  you  get  such  nutrition  for  20 
cents  a  serving?" 

Can  Kellogg  increase  the  market? 
Maybe,  maybe  not.  But  it  sure  can 
take  the  lion's  share  of  whatever  mar- 
ket there  is.  LaMothe  increased  the 
capital  budget  47%  last  year  to  insure 
that  the  big  cereal  maker  remains  the 
industry's  low-cost  producer.  "That's 
really  why  we  ended  up  buying  the 
shares,"  he  says.  "This  is  really  an 
investment  in  our  own  business." 

The  midlife  crisis  in  Battle  Creek  is 
over.  ■ 
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BOTTOM-LINE  TOUGH. 


SHEWS  EIGHT  WAYS  TO  GET  AMERICA'S 
EST-SEUING  TRUCK  DBEUTHE6?2UTER  DIESEl 

Nobody  offers  more  light-duty  trucks  with  diesel  power  than  Chevy  The  6  2  Liter 
V8  Diesel  is  available  in  Chevy  Van  and  Sportvan*  •  Hi-Cube  Van  .Steo-Van 
•  fulksize  Pickup  •  full-size  Chassis-Cab  •  Suburban  .  full-size  Blazer 
Marrh^^n^i0;31  tdiese,"P°wer  factory  incentives  have  been  extended  through 
March  31  Special  factory  incentives  to  Chevy  dealers  make  it  possible  for  them 
to  pass  along  hundreds  of  dollars  on  Chevy  trucks  equipped  K    6  2  L  ter 

Yl«?ie|fi  BUt  y°UJT1USt  take;etail  delivery  out  of  ^ck  Sr  order  by  March  31 
1985.  See  your  participating  Chevy  dealer  now  for  details. 

*Not  available  on  G10  Series. 


ET'S  GET  IT  TOGETHER. . .  BUCKLE  UP. 
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Mellon  defines  banking  issues 


§r« 


lylight  overdraft 


Many  banks  overdraw  their  ac- 
counts at  the  Federal  Reserve 
each  morning,  and  fund  them 
in  the  afternoon.  But  the  Fed 
is  shortly  expected  to  curtail 
these  "daylight  overdrafts." 
New  restrictions  could  alter 
the  payment  system  for  banks 
and  their  corporate  customers. 

TWllions  of  dollars  are  trans- 
ferred safely  by  wire  every 
week.  Why  is  the  Fed  suddenly 
so  concerned  about  daylight 
overdrafts? 

Banks  often  spend  their  daylight 
hours  in  temporary  debt.  Each 
morning,  they  wire  out  more  funds 
than  they  have  on  deposit  at  the 
Fed,  in  anticipation  of  funds  they'll 
receive  later  in  the  day.  In  recent 
years,  the  size  of  these  "daylight 
overdrafts"  has  grown  enormously. 
The  Fed  is  concerned  that,  one  day, 
a  bank  might  not  have  enough 
available  funds  to  cover  its  daylight 
overdrafts.  This  could  lead  to  se- 
rious disruptions  in  money  and 
other  financial  markets. 


How  large  are  these  overdrafts? 

Some  banks  run  daylight  over- 
drafts of  more  than  double  their 
total  capital,  according  to  a 
recent  study  by  the  Association 
of  Reserve  City  Bankers. 

How  does  this  affect  a  company's 
operations? 

Many  companies  are  not  aware  of 
the  extent  to  which  they  depend  on 
daylight  overdrafts.  For  example,  a 
large  corporation  might  repay  its 
commercial  paper  and  other 
major  obligations  first 
thing  in  the  morning. 
This  would  leave  them 
with  a  negative  balance 
until  it  can  be  covered 
later  in  the  day.  This  is  one 
form  of  daylight  overdraft  - 
an  intraday  loan,  really - 
that  contributes  to  a  bank's 
total  overdraft  position. 

What  measures  are  being 
considered? 

Last  year,  the  Federal  Reserve 
asked  banks  and  other  outside  par- 
ties to  comment  on  proposals  for 
reducing  daylight  overdrafts.  The 
most  likely  approach  is  some  form 
of  limit  or  "cap"  on  a  bank's  total 
overdraft  position.  Many  banks,  in- 
cluding Mellon  and  other  members 
of  the  Association  of  Reserve  City 
Bankers,  support  this  approach  as 
long  as  the  caps  are  voluntary  and 
sufficiently  flexible. 


Would  caps  apply  to 
corporations? 


Not  directly.  However,  to  prote<, 
their  own  overdraft  exposure,  1  ^ 
may  be  forced  to  regulate  theii^ 
customers'  wire  transfers  in  so 
way-  perhaps  by  allocating  p( 
of  their  caps  to  different  custo 
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Eleventh  of  a  series 


losing  the  payment  gap 


n't  this  affect  cash 
ement? 

.ely.  For  example,  a  company 
lelay  sending  payments  until 
aid  itself.  If  everyone  did  this, 
e,  there  would  be  a  "payment 
t"  where  no  one  got  paid  -  or 
jveryone  sent  payments  at 
of  the  day  and  overloaded 
i  transfer  networks.  This  gets 
Dre  complicated  when  you 
th  international  payments, 
nvolve  multiple  time  zones. 

rould  a  company's  limit 
» 

it  is  for  a  line  of  credit.  In 
1  daylight  overdraft  is  a  form 
t-most  banks  will  use  stan- 
imilar  to  those  they  use  for 
Some  banks  have  already 
'hed  daylight  limits  for 
1  use;  wire  transfers  above 
units  must  be  individually 
lid.  Another  possibility  is  that 
wuld  limit  the  use  of  day- 
■erdrafts  by  charging  for 


r  daylight  overdrafts? 

me  possibility.  It  would  be 
ivalent  of  charging  interest 
itraday  loan.  As  it  stands 


now,  banks  make  these  loans  in  the 
form  of  daylight  overdrafts. 

Hourly  loans?  But  interest  is 
computed  on  a  daily  basis. 

Just  a  few  years  ago,  the  standard 
term  for  corporate  borrowing  was  90 
days.  Now  it's  14  days  for  commer- 
cial paper  and  overnight  for  a  money 
market  loan.  The  ultimate  effect  of 
daylight  overdrafts  could  be  to  re- 
duce the  time  frame  of  corporate 
finance  even  further -money  could  be 
priced  by  the  hour  instead  of  the  day. 

When  will  these  changes  occur? 

The  Association  of  Reserve  City 
Bankers  recommends  that  caps  be 
phased  in  gradually.  Under  this 
plan,  they  would  be  high  enough  at 
first  to  have  a  modest  impact.  But 
they  would  be  progressively  lowered 
as  bankers  and  treasurers  learn  to 
deal  with  the  consequences. 

Is  all  this  upheaval  really 
necessary? 

Cash  management  has  always  in- 
volved a  certain  amount  of  credit 
risk.  The  probability  of  a  default  re- 
mains low,  but  today's  huge  wire 
volumes  have  raised  the  stakes.  It  is 
in  the  interest  of  banks  and  corpo- 
rations alike  to  keep  the  risk  as  low 
as  possible  without  disrupting  the 
smooth  operation  of  the  wire  trans- 
fer networks. 


At  Mellon,  we've  long  been  rec- 
ognized as  a  leader  in  electronic 
banking.  We  work  closely  with 
corporate  customers  to  help 
them  manage  the  payment  pro- 
cess and  daylight  overdrafts. 
We  offer  one  of  the  most  flexible 
wire  payment  facilities  available, 
and  the  ability  to  monitor  ac- 
count activity  on  a  real  time  basis. 
At  the  same  time,  we  actively  par- 
ticipate in  industry-wide  efforts 
to  control  payment  risks.  It's  one 
more  way  in  which  Mellon  pro- 
vides premier  financial  services 
to  corporate  customers. 


Mellon  Bank 

One  of  the  banks  that  define  banking 
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Bell  Atlantic  is  an  $8  billion  company,  but 
it's  off  and  running  like  an  Up  &  Comer. 


Tom  Bolger's 
one-stop  shop 


By  Howard  Gold 


T|homas  E.  Bolger,  the  56-year- 
old  chairman  of  Bell  Atlantic 
Corp.,  is  anyone's  idea  of  a  man 
in  a  hurry.  Even  before  the  Bell  break- 
up on  Jan.  1;  1984,  he  had  picked  up 
his  newly  independent  company's 
first  acquisition.  Since  then  he  has 
laid  out  over  $200  million  for  two 
marketers  of  telecommunications 
equipment  and  a  computer  mainte- 
nance company.  These  acquisitions 


will  probably  add  $300  million  to 
$400  million  in  annual  revenues  to 
$8.09  billion  (1984  sales)  Bell  Atlan- 
tic. No  other  Bell  operating  company 
has  been  as  aggressive  in  acquisitions. 
And  more  are  on  the  way. 

Six  months  before  the  breakup, 
Bolger  called  a  strategy  meeting  of 
presidents  and  other  senior  officers  of 
his  operating  subsidiaries  in  New  Jer- 
sey, Pennsylvania,  Maryland,  Dela- 
ware, Virginia,  West  Virginia  and  the 
District  of  Columbia.  They  realized 


Dan  \lilki  Woodfii 


Bell  Atlantic  Chairman  Thomas  E.  Bolger 
Diversification  atop  diversification. 


the  telephone  business  in  their  popu- 
lation-stable region  wouldn't  provide 
the  necessary  future  earnings  growth, 
he  says.  So  they  decided  to  diversify 
into  nontelephone,  "nonregulated" 
businesses  as  heavily  as  the  1982 
breakup  decree  would  allow,  i.e.,  up 
to  10%  of  total  revenues.  That  means 
Bolger  can  about  double  what  he  has 
acquired  so  far. 

Bell  Atlantic  first  set  up  a  new  divi- 
sion— internally  developed  rather 
than  acquired — called  Bell  Atlanti- 
com  to  sell  telephone  equipment. 
Then  it  started  building  diversifica- 
tion atop  diversification. 

To  accommodate  customers  who 
want  to  lease  rather  than  buy,  Bolger 
paid  $11.8  million  for  90%  of  Tri- 
Continental  Leasing,  which  leased! 
minicomputers  and  word  proces-1 
sors — and  now  will  lease  private! 
branch  exchanges  (PBXs)  and  otheij 
telephone  hardware.  One  of  TriCon'e ] 
major  customers  was  Houston-basecj 
Telecommunications  Specialists  Inc.  J 
whose  equipment-sales  business  fitjjj 
well  with  Bell  Atlanticom's.  TSI  wa:  1 
acquired  last  August.  TriCon  also  die 
business  with  Basic  Four  Informatioi  I 
Systems,  part  of  Management  Assist  I 
tance  Inc.,  which  New  York  investol 
Asher  Edelman  was  trying  to  liquiil 
date.  A  division  of  MAI  was  Sorbum 
Service,  the  nation's  second-largesll 
independent  computer  service  conm 
pany,  with  1984  revenues  of  $150  miljj 
lion.  Bolger  picked  up  Sorbus  in  Octcrjl 
ber  for  $180  million.  A  sister  corrrj| 
pany,  MAI  Canada,  was  acquired  i  J 
January. 

The  goal  of  this  diversification,  say 
Jerry  Caccappolo,  executive  directc  { 
for  planning  and  corporate  develoj » i 
ment,  is  to  make  Bell  Atlantic  a  "tot;  I 
communications  company"  for  med 
um-size  telephone  users.  Why  med    i 
um-size?  Caccappolo  shrugs.  For  or  J 
thing,  he  says,  everybody  else  is  figh 
ing    over    the    large-volume    user  '• 
"Also,    a   smaller   customer   doesn 
generate  the  volume  on  his  own  th 
would  enable  him  to  get  a  priva 
line." 

It's  a  strategy,  in  part,  against  "b , 
pass,"  the  bogeyman  of  the  Bell  cor , 
panies,  in  which  big  customers  bui 
their  own  communications  syster; 
(Forbes,  Feb.  25).  It  Bell  Atlantic  c;J 
serve  all   of  its   smaller  custome: 
needs,  they  will  not  be  impelled 
buy  excess  capacity  from  the  larj 
outfits  that  can  afford  to  build  the 
own  systems. 

Bolger  has  to  be  careful  about 
this,  since  an  operating  company 
not  allowed  to  mix  regulated  and  nc 
regulated     businesses.     But    ther 
nothing  to  prevent  it  from  serving  t 
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ESCORT 


RADAR  WARNING  RECEIVER 
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ALERT 

1 

n  Japan,  where  high-tech  electronics 

are  a  way  of  life,  they  pay  $714.93 

or  an  American-made  radar  detector 

(You  can  get  the  same  one  for  considerably  less) 


ven  we  were  a  little  surprised.  All  we  did 
s  build  the  best  radar  detector  we  knew 
«.  We  shipped  our  first  ESCORT  in  1978, 
i  since  then  we've  shipped  over  600,000. 
>ng  the  way  the  ESCORT  has  earned  quite 
eputation— among  its  owners,  and  also  in 
/eral  automotive  magazines. 

Credentials 

Over  the  past  five  years,  Car  and  Driver 
gazine  has  performed  four  radar  detector 
nparison  tests  Escort  has  been  rated 
nber  one  in  each.  Their  most  recent  test 
"icluded  "The  Escort  radar  detector  is 
arly  the  leader  in  the  field  in  value,  cus- 
ler  service,  and  performance . . '.'  We  think 
t's  quite  an  endorsement. 

Our  Responsibility 

I  One  of  the  reasons  for  our  reputation  is 

j  attention  to  detail.  If  we  don't  feel  we  can 

[something  very  well,  we  simply  won't  do  it. 

"t's  why  we  sell  Escorts  direct  from  the 

«ory  to  you.  Not  only  can  we  assure  the 

lity  of  the  ESCORT,  but  we  can  also  make 

3  that  the  salesperson  you  speak  to  is 

wledgeable.  And  if  an  ESCORT  ever 

ds  service,  it  will  be  done  quickly.  And 

II  be  done  right. 


50  States  Only 

And  that's  the  reason  we  don't  presently 
*  ESCORTs  outside  of  the  United  States. 
In  in  the  countries  that  use  identical  radar 
Jan  and  Australia,  to  name  two)  we  know 
ft  we  couldn't  provide  the  kind  of  customer 
I  ice  that  ESCORT  owners  expect.  So  we 
B  up  the  additional  sales  rather  than  risk 
fc 'eputation. 


Dear  Sir. . " 

So  we'll  admit  we  were  surprised  when  a 
letter  from  one  of  our  customers  included  an 
advertisement  from  a  Japanese  automotive 
magazine.  The  ad  pictured  an  ESCORT,  and 
the  price  was  1 58,000  yen.  Our  customer  was 
kind  enough  to  convert  that  to  U.S.  dollars. 
Using  that  day's  rate  of  exchange,  an  American- 
made  ESCORT  was  worth  $714.93  in  Japan. 
Further  translation  revealed  the  phrase  "The 
real  thing  is  here!"  and  warned  against 
imitations. 


This  Vi  page  ad  was  a  total  surprise 


Econ  101 

Needless  to  say,  we  were  flattered.  We 
knew  that  ESCORT  had  an  impressive  repu- 
tation, but  we  never  expected  to  see  it  "boot- 
legged" into  other  countries  and  sold  at  such 
a  premium.  But  the  laws  of  supply  and  demand 
are  not  so  easy  to  ignore.  When  there  is  a 
strong  need  for  a  product,  there  is  an  equally 
strong  incentive  for  an  enterprising  capitalist 
to  fill  that  need.  And  apparently,  thats  just 
what  happened. 


Easy  Access 

Of  course,  it's  easy  for  you  to  get  an 
ESCORT— just  call  us  toll-free  or  write  us  at 
the  address  below.  The  price  is  the  same  as 
it's  been  for  the  last  five  years:  $245.  Quite 
a  deal  for  what  the  Japanese  must  think  is 
the  best  radar  detector  in  the  world. 

Try  ESCORT  at  no  risk 

Take  the  first  30  days  with  ESCORT  as  a 
test.  If  you're  not  completely  satisfied 
return  it  for  a  full  refund.  You  can't  lose. 

ESCORT  is  also  backed  with  a  one 
year  warranty  on  both  parts  and  labor. 
ESCORT  $245  (Ohio  res.  add  $13.48  tax) 

TOLL  FREE 800-543-1608 

IN  OHIO 800-582-2696 


VISA 

SB 

By  mail  send  to  address  below.  Credit" 
cards,  money  orders,  bank  checks,  cer- 
tified checks,  wire  transfers  processed 
immediately.  Personal  or  company 
checks  require  18  days. 

ESCORT 

RADAR  WARNING  RECEIVER 


Cincinnati  Microwave 
Department  100-044-A13 
One  Microwave  Plaza 
Cincinnati,  Ohio  45296-0100 


Tune  in  Talkback  with  Jerry  Galvin"  America's  new  weekly  satellite  call-in  comedy  talk  show  Sunday  evenings  on  public  radio  stations  Check  local  listings 

c  1984  Cincinnati  Microwave.  Inc 


Perhaps  no  Audi  more  cogently  illustrates 
what  we  mean  by  the  art  of  engineering  than 
the  new  4000S  quattro. 

A  car  that  unequivocally  rejects  the  harsh 
handling  and  ride  quality  of  most  conven- 
tional 4-wheel  drive  vehicles  and  instead  of- 
fers the  refined  performance,  handling  and 
security  of  permanent  all-wheel  drive. 

Not  an  exotic  innovation.  But  an  eminently 


practical  one.  "The  quattro  is  more  than  a  si 
cessful  technical  exercise.  It  is  a  vision  of 
future."  Car  and  Driver. 

By  delivering  power  to  all 
the  wheels  all  the  time,  the 
new  Audi  4000S  quattro  out 
performs  traditional  automo 
biles.  And  not  just  on  twisting;-ffihospita 
roads.  But  on  any  type  of  pavement,  wet  or 


<\ 


Someday,  it  won't  be  the  only  high-performance 
all-wheel  drive  automobile  in  the  world. 


3  this  enlightened  technology,  Audi  has 

jd  aerodynamic  elegance  and  civilities 

make  the  4000S  quattro  a  luxurious 

sedan  destined  to  be  emulated 

.  \by  many. 

ij    The  4000S  quattro  is  pro- 
tected by  a  2-year  unlimited-mile- 
age, limited  warranty.  And  a 
6-year  limited  warranty  against 


Audi 


rust  perforation.  Your  dealer  has  complete  in- 
formation on  these  warranties.  For  the  one 
nearest  you  call  1-(800)-FOR-AUDI.  Mfr's 
suggested  retail  price  for  the  Audi  4000S  quat- 
tro is  $17,450.  Title,  taxes,  trans.,  registration, 
dealer  delivery  charges  additional. 

Every  car  has  four  wheels.  Find  out  what  it's 
like  to  drive  the  only  car  in  the  world  that 
knows  how  to  use  them. 


1985  Audi 


The  art  of  engineering. 


m. 


■••■'<■• 


Jew 
R000S  quattro. 


same  customer  through  different  sub- 
sidiaries, some  regulated  and  some 
not,  as  long  as  those  businesses  are 
kept  separate.  As  Daniel  Rosenbaum 
of  The  Yankee  Group,  a  Boston-based 
consulting  firm,  puts  it:  "Bell  Atlan- 
tic is  telling  the  customers,  'Not  only 
don't  you  have  to  bypass,  but  you  can 
send  all  your  data  and  we'll  do  the 
diagnostics  for  it.  And  if  your  comput- 
ers break  down,  we'll  handle  that  for 
you,  too.'  " 

With  Sorbus,  moreover,  Bell  Atlan- 
tic hopes  to  tap  a  huge  maintenance 
market:  the  federal  government,  now 
Bell  Atlantic's  biggest  single  custom- 
er, accounting  for  3%  of  total  rev- 
enues. Consultant  Jeffrey  Miller  of 
Arthur  Andersen  &  Co.  thinks  30% 
annual  revenue  growth  for  Sorbus  is 
realistic.    ■ 

But  the  stakes  are  high.  Without 
some  further  regulatory  relief,  Bolger 
estimates  that  $350  million  in  annual 
revenues  in  Bell  Atlantic's  operating 
areas  could  be  vulnerable  to  bypass  by 
1988.  With  local  telephone  compa- 
nies still  responsible  for  cheap,  "uni- 
versal" telephone  service  and  forced 
to  charge  higher  rates  to  big  custom- 
ers to  subsidize  it,  he  says,  "there  is 
nothing — nothing — to  defend  us  from 
bypass.  I  have  no  control  over  it.  If  I'm 
bypassed  because  I'm  charging  too 
much  money,  that's  confiscation  of 
assets.  If  that's  not  confiscation,  I'll 
find  a  new  lawyer." 

Regulators  in  several  states  have  al- 
ready allowed  Bell  Atlantic's  compa- 
nies greater  pricing  flexibility  to  keep 
big  users  on  the  network.  And  the 
FCC  has  approved  a  $2  national 
monthly  "end-user"  telephone  fee — 
raising  everyone's  rates  so  that  oper- 
ating companies  can  remain  competi- 
tive in  big-customer  markets.  That's 
not  enough,  Bolger  says;  the  end-user 
fee  should  be  at  least  $6  a  rhonth  on 
every  telephone  in  the  country. 

Competitively,  Bell  Atlantic  has 
some  things  going  for  it.  For  one,  it 
boasts  the  lowest  operating  costs  of 
the  seven  regional  companies — $408 
per  access  line,  for  example,  well  be- 
low the  national  average  of  $470 — 
and  Bolger  is  planning  to  improve  that 
figure  by  cutting  the  work  force  from 
81,500  at  the  beginning  of  1984  to 
70,000  by  1988. 

But  Bolger's  new  acquisitions  will 
have  to  come  through,  too.  Their  cru- 
cial role  was  underscored  in  January, 
when  they  were  grouped  together 
with  Bell  Atlanticom  and  others  as 
Bell  Atlantic  Enterprises  Corp.  and 
put  under  William  L.  Mobraaten,  55, 
vice  chairman  and  former  chief  finan- 
cial officer.  Bolger  expects  the  Enter- 
prises group  to  be  in  the  black  this 


year,  and  his  goal  is  a  20%  annual 
growth  in  real  earnings  and  a  20% 
return  on  equity  in  five  years. 

That  will  not  be  easy.  Bell  Atlanti- 
com last  year  lost  money — and  the 
company  won't  say  how  much — on 
revenues  of  $90  million  as  Northern 
Telecom,  Mitel  and  AT&T  slashed 
prices  by  up  to  50%  in  the  savagely 
competitive  PBX  market. 

Moreover,  Bell  Atlantic's  Sorbus 
faces  competition  not  only  in  com- 
puter maintenance  from  market  lead- 
er TRW  and  players  like  Continental 
Telecom's  recently  acquired  Mohawk 
Data  Sciences  Corp.  but  also  from 
computer  manufacturers  themselves. 
IBM  and  Digital  Equipment  now  offer 
maintenance  for  their  mainframes, 
whose  owners  are  important  Sorbus 
customers.  There  are  rumors  that 
IBM  is  getting  ready  to  service  PCs  as 
well.  And  in  the  office  of  the  future 


there's  nothing  to  prevent  computer 
makers  from  offering  third-party 
maintenance — on  others'  equipment, 
not  just  their  own  machines — in  di- 
rect competition  with  Sorbus. 

Arthur  Andersen's  Miller  believes 
Sorbus  will  give  a  good  account  of 
itself.  "They're  used  to  stealing  ser- 
vice business  from  the  toughest  com- 
pany in  the  world — IBM,"  he  says. 

But  the  automated  office  market 
clearly  will  be  a  crowded  world.  And 
on  Wall  Street  the  jury's  out.  Bell  At 
lantic  stock,  which  sold  at  65V4  att 
breakup  time,  recently  traded  at  83%. 
"We  need  to  give  them  a  couple  of 
years,"  says  analyst  Ernest  C.  Liu  of 
Goldman,  Sachs.  But  Bill  Mobraaten 
himself  admits  that  there  is  a  lot  rid- 
ing on  Bolger's  aggressive  diversifica- 
tions. "If  we  screw  it  up,"  he  says, 
"Bell  Atlantic  is  not  going  to  be  a  very 
interesting  company."  ■ 


Patriotic  and  evangelical  fervor  helped 
Amway  to  the  top  in  direct  soap  sales.  But  it 
isn't  working  now.  There's  a  new  message. 


Cleaning  up? 


By  Richard  Behar 


Something  has  been  going  wrong  at 
Amway  Corp.  Amid  clear  signs  of  a 
serious  sales  slump — privately  owned 
Amway  won't  give  hard 
numbers — half  the  top  20 
executives  have  been  fired 
or  demoted  or  have  quit  in 
the  past  year.  Some  key 
distributors  have  sold  out. 
Even  Rich  DeVos,  co- 
owner  and  spiritual  lead- 
er, has  sounded  worried 
about  abuses  on  the  sales 
front  and  has  brought  in  a 
former  White  House  aide 
to  clean  things  up. 

Amway,  based  near 
Grand  Rapids,  Mich.,  is 
second  only  to  Avon  Prod- 
ucts in  direct  sales  and 
claims  1  million  "distrib- 


utors." But  a  former  officer  says  coi 
porate    revenues,    which    peaked   i 
1981  at  $1.2  billion,  are  now  belo^ 
$800  million,  including  a  barely  pro:  j 
itable  radio  network  (Mutual  Broai 


Amivay's  Van  Andel  and  DeVos,  in  bronze 
"We  must  clean  it  up." 
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"A  portable 
phone  system? 


(No,  GTE!) 

Cellular  telephone  systems  have  rev- 
olutionized mobile  telephones.  But,  to 
use  your  phone,  you  had  to  be  in  your 
car.  Until  now. 

We  don't  think  you  should  be  tied  to 
your  car.  So  our  GTE  Mobilnet  Cellular 
ServiceSM  offers  a  phone  that  is  truly 
portable: 

It  fits  in  a  briefcase  or  purse,  on  your 
belt— and,  of  course,  in  your  car.  And, 
because  it's  cellular,  you  don't  wait  for  a 
channel.  Simply  dial  your  call  whenever 
you  wish,  wherever  you  are  in  any  cellu- 
lar area. 

GTE  Mobilnet  is  in  Cleveland,  Hous- 
ton, Indianapolis,  Portland  (Ore.), 
Tampa/St.  Petersburg  and  soon  in  San 
Francisco. 

We  won't  tell  you  how  important  your 
phone  is.  We'll  just  remind  you  that  now, 
thanks  to  GTE,  you  really  can  take  it 
with  you. 


re  information  call  1  800  828-7280  (in  NY.  State  1-800  462  1075). 
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RYDERNOMICS: 

We'll  show  you  new 
economies  in  operating  a 
transportation  system. 


No  matter  what  curve  the 
economy  throws  you,  Ryder 
can  help  you  run  your  trans- 
portation system  more  effi- 
ciently. By  using  Rydernomics. 
It's  Ryder's  method  of  finding 
the  right  balance  of  services 
which  are  based  on  your  firm's 
transportation  needs  as  well 
as  the  economic  conditions. 

Rydernomics  starts  with  a 
Ryder  Transportation  Consultant. 

Ryder  Consultants  use  a 
sophisticated  method  to  eval- 
uate your  system.  They  listen 
to  you.  And  collect  the  facts. 
Then  they  can  create  a  corn- 


economy  changes.  And  that's 
just  the  beginning. 

Rydernomics  has  worked  for 
thousands  of  companies. 

We've  applied  Ryder- 
nomics to  thousands  of  com- 
panies, large  and  small.  And 
have  provided  them  with 
every  combination  of  service. 
Including  Substitute  Vehicles 
—which  lets  you  replace 
broken-down  trucks  instantly. 
Or  add  trucks  during  peak 
seasons.  Full  Service  Leasing 
—It  gives  you  your  own  trucks 
without  the  many  headaches 
of  owning  them.  And  without 


eyen  has  Dedicated  Contract 
Carriage— We'll  help  you  create 
the  most  efficient  and  cost- 
effective  transportation  system 
for  your  business.  You  won't 
ever  worry  again  about  trucks, 
drivers,  scheduling  or  logistics 
of  any  kind. 

But  there's  far  more  to 
Rydernomics  than  just  provid- 
ing the  right  mix  of  services. 
We'll  show  you  innovative  ways 
to  put  them  into  operation.  For 
instance,  Ryder's  Dedicated 
Contract  Carriage  can  actu- 
ally help  to  cut  your  inventory 
and  warehousing  costs.  We'll 
turn  trucks  into  "Rolling 


puterized  analysis  of  your 
system's  strengths  and  weak- 
nesses. All  before  making  a 
recommendation. 

Using  Rydernomics,  your 
Ryder  Consultant  will  be  able 
to  help  you  decide  whether  you 
should  own,  rent  or  lease  your 
trucks.  Or  any  combination 
that  makes  sense.  And  unlike 
salesmen  who  have  the  same 
solution  for  every  problem.  Or 
consultants  who  pitch  their 
service  and  hit  the  road.  We'll 
help  you  implement,  monitor 
and  adjust  your  transporta- 
tion system  as  business  or  the 


affecting  your  capital.  Single 
Source  Leasing— You  can 
lease  both  trucks  and  drivers 
from  Ryder.  And  you'll  be  sure 
your  drivers  are  equipped  to 
handle  your  equipment.  Ryder 


Solutions  that 
move  business 

For  more  information  call 

1-800-446-5511 


Warehouses"  picking  up  just 
enough  inventory  and  deliver- 
ing it  just  where  it's  needed. 
Just  in  time. 

Call  Ryder  or  send  in  the 
coupon  below  to  learn  more 
about  Rydernomics.  It's  one  of 
our  new  ideas  that'll  get  your 
business  moving. 


A  Service  of  Ryder  System 


r 


Don  Estes,  President 

Ryder  Truck  Rental,  Inc.,  A  Division  of  Ryder  System 

PO.  Box  020816,  Miami,  Florida  33102-0816 

Ryder,  tell  me  more  about  new  economies  in  operating  my 

transportation  system. 


"1 


-Title - 


Company  Name. 


Type  of  Business  _ 

Address 

City 


L 


Phone, 


F30 
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Davie  HinsiuwTln:  Charlotte  News 


Amway  hopefuls  attending  one  of  Dexter  Yager's  big  conventions 

"Vmjust  a  free  enterpriser  who  has  built  one  of  the  largest  organizations  in  the  country." 


casting),  a  new  and  cash-draining 
Grand  Rapids  hotel  and  a  moneylos- 
ing  Caribbean  island  resort.  Otto 
Stolz,  an  Amway  executive  vice  presi- 
dent, says  sales  have  dropped  but  are 
more  than  $800  million.  (The  Amway 
owners,  DeVos  and  cofounder  Jay  Van 
Andel,  wouldn't  talk  to  Forbes.) 

More  important,  internal  company 
reports  imply  that  the  domestic  re- 
cruiting of  distributors,  the  salesfolk 
who  sell  and  also  use  the  goods  (most- 
ly household  cleaners  and  toiletries), 
is  down  from  an  average  of  50,000 
new  applications  per  month  in  1982 
to  about  16,000  a  month  recently. 

On  the  legal  side,  last  year  the  com- 
pany pleaded  guilty  to  customs  fraud 
(undervaluing  its  goods)  in  Canada, 
paid  $20  million  in  fines  and  still 
faces  $80  million  in  civil  penalties. 
But  a  bigger  question  is  the.  pyramid 
issue.  In  a  pyramid  selling  scheme, 
the  real  profits  come  not  from  selling 
products  but  from  selling  distributor- 
ships. That  can  be  illegal. 

Amway  is  not  a  pyramid,  an  FTC 
judge  ruled  in  1979.  But  some  of  its 
independent  distributors  apparently 
have  turned  their  groups  into  pyra- 
midlike operations.  Known  as  "black 
hats,"  these  middlemen  push  their  re- 
cruits to  consume  Amway  goods,  skip 
the  retailing  and  buy  large  amounts  of 
non- Amway  peripherals  (tapes, 
books,  suits,  jewels  and  even  tickets 
to  motivational  rallies). 

Dexter  Yager,  for  example,  a  one- 
time beer  salesman  from  Rome,  N.Y., 
is  a  distributor  whose  "downliners" — 
distributors  downstream,  who  gener- 
ate commissions  for  him — account 
for  perhaps  a  third  of  Amway's  direct- 


sales  volume.  He  guesses  his  non- 
Amway  tape-book-rally  business 
brings  two-thirds  of  his  annual  in- 
come— roughly  $1.5  million.  But,  de- 
spite his  being  named,  along  with 
Amway  and  other  defendants,  in  a 
lawsuit  charging  abusive  sales  prac- 
tices, he  insists  he  has  never  coerced 
anyone  into  buying  anything.  "I'm 
just  a  free  enterpriser  who  has  built 
one  of  the  largest  organizations  in  the 
country,"  he  says. 

But  the  non-Amway  items  count 
for  a  lot.  Says  Don  Gregory,  Van  An- 
del's  former  speechwriter,  "Recruits 
are  brainwashed  into  spending  a  for- 
tune on  peripherals  while  consuming 
Amway  products.  They  either  lose 
their  shirts  or  begin  making  money  by 
getting  enough  people  underneath  to 
do  the  same." 

A  company  official  says  that  about 
35%  of  its  products  are  consumed  by 
the  sellers  themselves.  But  Charlie 
Marsh,  one  of  Amway's  ten  largest 
distributors,  says  roughly  60%  of  his 
volume  is  consumed  by  his  own  sales 
force.  And  he  thinks  he's  doing  more 
actual  retailing  than  anyone  else. 

Last  year  DeVos  and  Van  Andel 
brought  in  William  Nicholson,  for- 
mer President  Gerald  Ford's  appoint- 
ments secretary,  to  reorganize  Am- 
way. Nicholson  says  the  firm  is 
cleansing  the  sales  force  and  there  is  a 
new  approach,  downplaying  evangel- 
ism and  cultism  and  emphasizing  real 
sales  training  instead.  Amway  is  also 
moving  into  higher-priced  items — a 
$250  water  filter  kit  is  the  latest — as 
well  as  contract  manufacturing  of 
name-brand  goods  for  other  compa- 
nies (e.g.,  Topol  toothpaste)  to  keep 


its  factories  working. 

Meanwhile,  some  of  the  big  distrib+ 
utors  are  unhappy  enough  to  quit 
Last  September  Robert  Crisp  of  Tulss 
sold  his  organization  for  abou> 
$600,000,  he  says.  Crisp  says  his 
downliners  generated  as  much 
$120  million  in  Amway  sales,  providi 
ing  him  with  an  income  averaging 
$200,000,  but  that  business  had  fallen 
over  30%  from  its  peak  in  1980. 

Robert  Stonelake  of  Marina  De' 
Rey,  Calif.,  a  20-year  Amway  veterai. 
who  served  6  years  on  the  board  of  th  I 
company's  distributor  association 
says  he  sold  his  operation,  with  nearb 
$90  million  a  year  in  sales,  in  Januar< 
for  $325,000.  He  claims  his  incomi 
dropped  40%  from  the  $175,000  pea 
in  1981. 

Critics  of  the  operation  say  DeVc 
and  Van  Andel  failed  to  crack  dow 
hard  enough  on  the  black  hats  aw 
that  now  they  have  trouble  contro 
ling  them  because  they  account  f(> 
maybe  half  of  the  business. 

"A  distributor  shakeout  years  aj( 
would  have  helped  Amway,"  sa?j 
Noel  Black,  a  14-year  executive  wrj 
recently' left  as  head  of  internationj 
public  affairs.  "But  they  have  yet 
throw  out  any  major  distributor  wl| 
is  violating  the  rules." 

Will  Amway  clean  house?  Thej 
are  signs  that  it  may.  "I  do  not  wish 
control  your  actions,  your  day-to-d 
work,  but  I  don't  want  anybody  el 
out  in  the  field  controlling  them  f 
you  either,"  DeVos  has  told  distrib 
tors.  "I  need  your  help,  folks.  \ 
must  clean  it  up."  Will  a  differe  | 
Amway  make  the  same  old  profi 
Ah,  that  is  even  less  clear.  ■ 
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GLOBAL  REACH 


plete  automated  office  system  avail- 
able today,  and  the  most  advanced 
windowing  software  in  existence  All 
from  DATAPOINT  All  revolutionary  in 
theircapabilities  and  ease  of  use. 

•arked  a  revolution 
uomtras  communications  with 


to  lead  the 


office  systems.  No  other  company  can 


"f  a'"-"  lupuiiiiy   man  Wang, 


IM  combined.  And  no 
company  can  match  our  integration 
Of  local  area  networks  and  office 
systems. 

PRO-VISTA  features  highly  sophis- 
ticated, yet  remarkably  easy  to  use. 
software  and  economically  designed 
hardware  VISTA-GUIDE™  is  revolu- 
tionary one-of-a-kind  software  you 
m  tailor  to  your  own  specific  require- 
ments for  the  easiest  possible  access 
to  a  broad  range  of  business  applica- 
^;ng  your  own  programs 
... —  '  the  most  advanced 
windowing  software  you  can  buy.  lets 
you  both  view  and  use  several  of  those 
applications  at  once  They  work  with 


|- w.wwi  nwlUUUI  tO,    I  CI  I  I  II- 

nals.  and  peripherals  to  give  you  a 
system  that  can  grow  as  far  and  as  fast 
as  your  business  grows. 

And  the  revolution  has  spread  to 
include  other  companies.  State-of- 
the-art  technology  allows  the  IBM" 
Personal  Computer  and  PC-look- 
alikes  to  attach  to  the  ARC  local 
area  network,  giving  you  the  benefits 
of  networking  even  if  your  current 
vendor  can't  supply  you  with  those 
benefits. 

There  are  many  ways  to  join  the 
DATAPOINT  revolution.  If  you  and  your 
business  are  ready,  talk  to  our  world- 
wide sales  and  service  force. 


rN„-™*r£-F£,CE  SYSTEMS  THAT 
ENCOMPASS  A  WORLD  OF  CAPABILITIES. 


We  sparked  the  revolution. 


A  DA1AP0INT  Corpora 
k  of  International  Btisi 


PRO  VISTA.  VISTA  GUIPI 
.  Marhmcs  Cornnta'linn 


The  Morgan  Ban 
leading  corporal 
Here's  why 


Issuers  of  corporate  and  govern- 
ment securities,  and  the  invest- 
ment bankers  and  lawyers  who 
advise  them,  come  to  The  Morgan 
Bank's  corporate  trust  specialists 
for  first-class  execution  and  inno- 
vative thinking  in  the  administra- 
tion of  outstanding  debt. 

The  creative,  in-depth  service 
we  provide  has  earned  Morgan 
a  preeminent  position  in  the  cor- 
porate trust  field.  We're  the  num- 
ber one  bank  for  U.S.  issuers  of 
secured  commercial  paper,  dol- 
lar-denominated Euro  securities, 
and  domestic  corporate  bonds, 
and  the  number  one  issuer  of 
Treasury-receipt  certificates  for 
major  investment  banks. 
Morgan 
administers  $140  billion 
Morgan's  corporate  trust  depart- 
ment—a management  team  whose 
members  average  more  than  20 
years'  experience  and  are  backed 
by  a  highly  trained  staff  —  now  ad- 
ministers more  than  $140  billion 
of  outstanding  debt.  Our  clients 
include  not  only  Fortune  500 
companies,  but  also  leading  pub- 
lic utilities,  municipalities  and 
government  agencies  in  over  30 
states,  corporations  and  govern- 
ments in  25  countries  worldwide. 

And  we're  prepared  to  serve 


many  more  clients  with  the  same 
efficiency  and  professionalism. 
Morgan's 
initiative  and  experience 

Whether  financings  are  routine 
or  complex,  clients  choose  us  as 
bond  trustee  because  our  corpo- 
rate trust,  experts  provide  more 
than  first-class  advice  and  atten- 
tion. Issuers  and  investment 
bankers  also  want  Morgan's  abil- 
ity to  develop  effective  operating 
mechanics  and  documentation  in 
support  of  financing  techniques 
we've  helped  pioneer. 

We  foresaw,  for  example,  the 
growth  of  secured  commercial 
paper  and  created  a  group  dedi- 
cated to  handling  the  special 
needs  of  the  market.  Today  we 


David  Curtis,  U.K.  corporate  banking,  left,  and 
Gordon  Knight,  corporate  trust,  at  an  electronic 
bond  counter  in  London. 


act  for  more  than  100  secured 
short-term  paper  programs,  rep- 
resenting more  than  50%  of  the 
total  market. 

For  variable  rate  demand  bond: 
we  designed  an  electronic  com- 
munications system  to  handle 
reissuance  instructions,  prepara- 
tion of  new  bonds,  and  produc- 
tion of  automated  reports. 

We  developed  a  system  to  en- 
sure proper  administration  and 
control  of  perpetual/fixed  matur 
ity  floating-rate  Eurodollar  bond:. 

And  Morgan  corporate  trust 
services  were  selected  for  the 
first  issue  denominated  in  Euro-I 
pean  Currency  Units  (ECUs)  tot 
be  sold  in  the  U.S. 

Morgan's 
international  resources 
Our  worldwide  market  presence] 
gives  us  the  special  perspective  • 
essential  to  meet  corporate  truslj 
needs  in  the  international  capital 
markets.  Whether  for  seasoned' 
multinational  clients  or  for  com 
parries  tapping  global  capital 
markets  for  the  first  time,  we  dc 
more  than  fill  the  various  trust- 
related  roles.  We  provide  the 
critical  advice  issuers  need,  anc  j 
the  innovative  techniques  that 
today's  marketplace  requires. 

For  example,  we  originated  a 


the  world's 
ustee. 


Member  FOIC 


Morgan  officers  shown  meeting  for  a  closing  at  a  New  York  law  firm  are,  from  left,  Dean  Egly,  head  of  depositary  receipts 
administration,  John  Flaherty,  head  of  corporate  trust  administration,  Faith  Gausman,  head  of  depositary  receipts  operations. 


I  the  leading  issuer  of  Ameri- 
m  Depositary  Receipts  and  Inter- 
lionaJ  Depositary  Receipts— 
licles  that  simplify  international 
fencing  and  arbitrage. 
Vn  invitation  from  Morgan 
3  Morgan  Bank,  with  its  strong 


capital  base,  major  participation 
in  global  markets,  and  position 
as  a  lead  banker  to  corporations 
and  governments  worldwide,  has 
the  expertise,  resources,  and 
people  it  takes  to  respond  to  your 
particular  corporate  trust  needs. 


For  more  information,  ask 
your  Morgan  banker.  Or  contact 
Ralph  M.  Mastrangelo,  Senior 
Vice  President,  Corporate  Trust, 
Morgan  Guaranty  Trust  Company, 
30  West  Broadway,  New  York,  NY 
10015.  Telephone  (212)  587-6016. 


The  Morgan  Bank 
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"I  can  get  it  for  you  wholesale,  probably 
less,  maybe  a  lot  less. "  So  promises  the  time- 
share  auctioneer,  master  at  liquidating  va- 
cation time  at  50  cents  on  the  dollar. 

The  auctioneer's 
song 


By  Ellen  Paris 


1ISTEN  TO  THE  SILKEN  VOICE  of 
_  Mario  Piatelli.  "Going  once,  go- 
I  ing  twice."  Bang!  Bang!  "Item 
86,  gone  at  $2,000."  Yes,  Piatelli  is  an 
auctioneer,  but  not  of  art  deco  ash- 
trays or  old  Bordeaux.  He  sells  some 
of  the  slowest-moving  pieces  of  the 
overbuilt  U.S.  real  estate  market: 
"shared  ownership,"  or  time-share 
properties,  where  you  purchase  an 
ownership  interest  or  the  right  to  oc- 


cupy (and  the  obligation  to  maintain) 
a  condominium,  usually  in  some 
swank  resort  area,  usually  for  a  speci- 
fied period  every  year. 

In  the  late  1970s  and  early  1980s 
hundreds  of  thousands  of  customers 
were  gulled  with  promises  that  time- 
shares,  like  all  real  estate,  could  only 
rise  in  value.  They're  still  selling  like 
crazy:  Last  year  time-share  sales  hit 
around  $1.7  billion,  nearly  triple  their 
level  in  1979. 

But  before  you  buy,  call  Mario  Pia- 


telli. Last  month  Piatelli  and  his  auc- 
tion partner  Mario  Collura  put  238 
time-share  properties,  each  a  week  in  j 
length,  on  the  block  in  Los  Angeles' 
Convention  Center  and  sold  75  that  . 
day,  at  an  average  price  of  50  cents  per 
dollar  of  the  latest  developers'  asking 
price.  Moreover,  the  really  smart  buy- 
ers showed  up  at  Piatelli's  auction  not 
to  bid  but  to  see  what  didn't  sell,  sc 
they  could  call  back  later  and  try  tc  ] 
hammer  down  the  price  even  more 
Collura  says   19  sellers  complied—  I 
some  for  as  low  as  35%  of  the  devel 
oper's  current  asking  price. 

Out  in  Omaha,  Elliott  Hechtman 
owner  of  Holiday  Condominiums,  rar  I 
his  first  auction  last  December.  Hi  I 
sold  only  44  weeks  from  an  inventor  \ 
of  285.  In  January  he  tried  again  am 
unloaded  21  weeks  out  of  50C  1 
"Things  will  change  as  the  auctioi  i 
concept  becomes  popular  and  bring  i 
in  more  people  who  realize  what  kin  j 
of  value  they  are  getting  at  thes  j 
prices,"  Hechtman  promises. 

Who's  unloading?  And  on  whom 
Most  of  the  merchandise  comes  fror  j 
individuals  weary  of  carrying  the  f  I 
nancial  and  maintenance  burdens  c  1 
condo  apartments  they  rarely  use.  A( 
cording  to   Carl   Burhngame,   edit(  j 
and  publisher  of  Resort  Developme) 
Today,  an  industry  magazine,  aroun 


An  ancient  proverb?  Nope.  Just 
imple  adage  describing 

I  wise  use  of  your  money, 
pecially  in  today's  economy. 
Leasing  a  new  General 
)tors  car  or  light  truck  can 
er  substantial  advantages 
many  individuals. 

\l vantages  like  letting  you 

\  ?p  more  of  your  money. 

lat's  because  you  don't  need 

liajor  down  payment  with 

MAC  leasing. 
t  Leasing  can  help  lower 

Inthly  payments  because  you 
|p  determine  the  cost  of  the 
jiicle.  You  help  decide  the  price, 
J  options  you  want  and  how  long 
lease  will  run.  Generally  a  longer 
se  means  lower  payments. 


So  GMAC  lets  you  select  the 
term— depending  on  your 
needs. 

When  you  lease,  you  get 
exactly  what  you  pay  for.  Leas- 
ing a  car  is  just  like  renting  any 
other  piece  of  equipment.  If 
you  need  a  vehicle  for  two  or 
three  years,  that's  what  your 
lease  payment  will  be  based 
on— that  portion  of  the 
vehicle's  value  you're  actually 
using,  plus  normal  lease 
financing  costs,  license 
and  title  fees  and  taxes. 
If  you'd  like  to  know  more 
about  the  advantages  of 
leasing,  ask  your  GM  Dealer, 
for  a  copy  of  "LEASING. 
Easy  for  Everyone'.' 


It's  a  free  information  guide  from 
GMAC.  You  may  be  surprised  just 
how  easy  and  profitable  leasing 
your  next  GM  car  or  light  truck 
can  be  for  you. 

Leasing 

is  as  easy  as... 


SSar 


HEVROLET  •  PONTIAC  •  OLDSMOBILE  •  BUICK  •  CADILLAC  •  GMC  TRUCKS 


BBBmaiiiiuuuiii 


C&C 


Computers  and  Communications 


Commu- 
nications 


Computers 


Electron 
Devices 


Home 
Electronics 


Designed  by  artist  Kenneth  Noland,  the  chart  depicts  NEC's  growth  curve  from  fiscal  year  1980  to  1984.  Consolidated  net  sales  in  fiscal  1984  for  NEC's  more  than  15,000  produ 
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The  new  information  age 
is  built  on  C&C,  the  merging 
of  computers  &  communications. 
NEC  is  a  world  leader 
in  the  four  technologies 
that  form  the  foundation 
of  C&  C—  computers, 
communications, 
electron  devices, 
&  home  electronics. 
Making  NEC  a  balanced 
computer  &  communications 
company  able  to  respond 
to  all  your  needs. 
Now  you  know  why 
the  computer  giants  and 
the  communications  giants 
are  now  reaching  out 
into  each  other's  fields. 
You  deserve  no  less. 

NEC.  The  way  it  will  be. 


A/e>hz+~A— 


U7.8  billion 


Dm 


NEC 

NEC  Corporation 


20%  of  the  nation's  800,000  or  so 
time-share  owners  hardly  ever  set 
foot  in  the  place.  Take  Janice  Sulli- 
van. In  1980  she  and  her  husband  paid 
$5,000  and  agreed  to  a  $124-a-year 
maintenance  fee  for  a  one-week  own- 
ership in  a  time-share  apartment  in 
Park  City,  a  Utah  ski  resort,  from 
Dec.  15  through  Dec.  22  every  year. 
But  the  Sulhvans  found  the  760-mile 
distance  from  their  home  in  Danville, 
Calif.,  east  of  San  Francisco,  too  great 
to  drive,  too  expensive  to  fly.  Last 
month  Piatelli  hammered  down  the 
Sullivans'  time-share  at  $3,150. 

Or  take  Diane  Kellogg,  who  in  1979 
bought  an  October  week  in  Martha's 
Vineyard  for  $3,400 — a  good  price  at 
the  time.  Then  she  got  married  and 
started  a  family.  She  hasn't  used  her 
time-share  since  1982  and  recently 
sold  it.  For  a  big  capital  gain?  Fat 
chance.  It  went  for  $3,250— a  50% 
discount  from  the  developer's  current 
asking  price. 

Keep  in  mind  that  these  prices  are 
gross  to  the  auctioneers,  who  don't 
work  for  free.  Collura  and  Piatelli  take 
a  15%  commission  and  also  charge  a 
listing  fee  equal  to  5%  of  the  mini- 
mum bid  a  seller  places  on  his  proper- 
ty. Net  net,  then,  a  seller  who  original- 
ly paid  $10,000  for  his  time-share 
would  be  lucky  to  realize  $4,000. 

What's  bad  for  sellers  is, 
of  course,  good  for  disci- 
plined buyers.  Most  bidders 
at  Collura  and  Piatelli's 
auction  were  educated  buy- 
ers— typically  people  who 
already  owned  a  time-share 
and  were  looking  to  up- 
grade or  extend  their  inter- 
vals. "We  already  own  one 
week  in  Palm  Springs  and 
one  week  in  Laguna 
Beach,"  says  Marjone  Lux- 
enberg,  a  schoolteacher 
from  Encino,  Calif,  who  has 
two  college-age  sons.  But 
you  can't  wedel  in  the 
dunes,  so  Luxenberg  bought 
one  December  week  in  a 
Lake  Tahoe  studio  condo 
for  $2,000.  "Now  we'll  be 
able  to  take  the  boys  skiing 
every  year,"  she  says.  "And 
at  that  price,  how  can  you 
beat  it?" 

Sam  Sinay  of  Los  Angeles 
was  another  buyer  at  the 
Collura-Piatelli  auction. 
Sinay  already  owned  three 
weeks  at  the  Whaler  resort 
on  the  Hawaiian  island  of 
Maui,  where  he  needed 
more  room  because  every 
year  he  hosts  a  big  family 
reunion.    He   was   able    to 


pick  up  three  more  weeks  for  $5,500 
each.  "I  paid  25%  less  per  week  than  I 
did  three  years  ago,"  he  chortled. 

What's  happening,  clearly,  is  that 
today's  buyers  tend  to  compare  the 
time-share's  cost  with  the  current 
cost  of  renting  a  vacation  condo  or 
hotel  room,  not  against  some  sales- 
man's promise  of  inflated  future  val- 
ue. By  helping  cut  prices,  the  auction- 
eers can  take  some  credit  for  this. 
When  time-shares  cost  $8,000  a  week, 
it's  pretty  hard  to  justify  buying:  You 
can  rent  a  lot  of  condo  time  for 
$8,000.  At  $4,000  or  less,  a  time-share 
may  not  be  a  great  deal — most  people 
don't  like  to,  or  can't,  tie  themselves 
to  one  place  at  one  time  every  year — 
but  at  least  the  numbers  are  easier  to 
work  with. 

In  essence,  the  auctioneers  have  in- 
serted themselves  as  middlemen  and 
eliminated  much  of  the  expense  of  the 
pushy  on-site  salesmen  with  all  their 
"free"  viewing  trips,  TV  sets,  luggage, 
and  microwave  blandishments.  Ac- 
cording to  the  National  Timesharing 
Council,  the  marketing  costs  on  a 
new  time-share  development  typical- 
ly amount  to  about  40%  of  the  asking 
price.  In  other  words,  with  new  time- 
shares  typically  selling  for  $7,000  a 
week,  the  retail  buyer  is  forking  over 
$2,800  to  pay  marketing  costs.  Small 


Late  again 


W'hile  researching  this  article,  the  thought  oc- 
curred to  us:  Why  buy  a  time-share  from  a 
salesman  or  an  auctioneer?  Why  not  just  get  together 
with  some  friends  and  do  it  yourself? 

Say  six  partners  decide  to  buy  a  $150,000  condo  for 
$25,000  each.  Unlike  time-shares,  which  many 
banks  won't  touch,  most  of  the  condo  purchase  price 
can  be  conventionally  financed.  The  $25,000  (plus 
maintenance  charges)  buys  each  partner  two  full 
months'  usage.  The  partners  keep  control  over  the 
property.  They  can  decorate  to  their  own  taste,  not 
some  developer's.  And  they  can  probably  figure  out 
all  sorts  of  ways  to  rent  out  space  and  take  some 
depreciation. 

In  fact,  you  and  your  friends  could  get  a  kind  of 
double  discount  by  buying  the  basic  condo  itself  at 
auction  for  around  70  cents  on  the  last-ask  dollar  and 
then  time-sharing  it  among  yourselves.  We  would 
even  put  the  deal  together  for  you,  we  thought,  for  a 
modest  consideration. 

But  just  hours  before  quitting  our  salaried  jobs  to 
put  this  idea  into  lucrative  practice,  we  saw  the  ad  in 
the  Wall  Street  Journal:  "For  Sale:  the  Ultimate  Lake 
Tahoe  Area  Vacation  Home,  $110,000  in  full.  The 
location.  .  .  .  This  is  'Shared  Ownership'  of  a 
$770,000  vacation  home  with  six  other  .  .  .  people 
with  exclusive  use  by  each  owner  for  7-plus  weeks 
each  year.  ..." 

Is  nothing  new  under  the  sun?— E.P. 


wonder  a  top  time-share  salesman,  Ja- 
mie Klein  of  San  Diego,  admits:  "We 
were  initially  trained  to  sell  for  all  the 
wrong  reasons,  for  all  the  things  it 
turned  out  not  to  be." 

Collura  and  Piatelli  charge  a  lot  less 
for  their  services — an  average  of  about 
$800  in  fees  and  commissions  for  each 
of  the  94  properties  they  sold.  More- 
over, at  auction  it  is  the  seller,  not  the 
buyer,  who  foots  the  selling  expenses. 
In  effect,  then,  the  auctioneers  are 
simply  telling  their  customers:  I  can 
get  it  for  you  wholesale,  maybe  a 
whole  lot  less.  Good  news  for  every- 
one but  the  salesmen,  as  the  case  of 
Roger  Sumner  of  Glendale,  Calif, 
shows.  Sumner  was  quoted  $20,500 
by  an  on-site  salesman  for  a  one-week 
time-share  at  Lake  Tahoe.  Before  clos- 
ing, he  called  up  Mike  O'Bryan  at 
Holiday  Condominiums.  Could 
O'Bryan  help  him?  O'Bryan  could. 
For  an  identical  unit  at  resale  in  the 
same  development,  O'Bryan  quoted 
$14,000.  "Tahoe  became  affordable  to- 
us  because  of  that  $6,000  price  differ- 
ence," Sumner  says. 

Surprisingly,  most  developers  have 
so  far  avoided  auctions  as  a  sensible 
way  to  move  their  goods — not  for  eco- 
nomic reasons  but  for  image  reasons. 
"Auctions  smack  of  distress,"  ex- 
plains Bill  Friery  of  Watt  &  Friery,  a 
respected  California  time- 
share  marketing  company 
But  that  attitude  is  already 
changing.  Seattle  developei 
Curt  Knipe,  for  example  i 
plans  to  auction  off  the 
units  at  the  Sun  Valley,  Ida  j 
ho  time-share  he  recenth) 
converted  from  condos. 

There  is  plenty  of  nev 
product    in    the    pipeline 
Marriott     Corp.,     Fairfieli  I 
Communities      and     U.S 
Home  are  just  a  few  of  th 
big  names  either  already  in  , 
volved  or  getting  into  time  j 
share     development, 
other  is  72-year-old  Kerrj 
mons  Wilson,  who  founde 
Holiday  Inns  and  just  fin 
ished     building    his     firs 
time-share      developmen  - 
Orange  Lake  Country  Clu  j 
in    Orlando,    Fla.    "Tim< 
sharing  will  do  for  the  vac;  j 
tion  industry  what  Holida 
Inn  did  for  the  hotel  bus 
ness,"  Wilson  says.  "It's  tl 
only  way  the  average  pe 
son    can    own    a    secor 
home." 

If  the  time-share  auctio: 
eers  can  keep  knockii 
prices  down,  Wilson  m; 
be  righter  than  he  knows. 
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Getting  the 
Most  out  of  the 
Leased 


Harvey  Shapiro 


JT 

n  the  air  and  on 
the  ground,  for 
Id  technologies  and 
sw  ones,  equipment 
asing  is  playing  an 
creasingly  important 
^le  in  financing 
merican  business. 


The  Spacenet  I  communications 
satellite,  perched  22,000  feet 
above  the  earth,  was  launched  last 
May  by  GTE  to  transmit  messages 
for  its  Sprint  Long  Distance  Service 
and  other  GTE  customers.  But  it's 
actually  owned  by  Citicorp  Indus- 
trial Credit  Corp.  GTE  was  able 
to  pay  for  the  $250  million  satellite 
project,  the  first  in  a  series,  by 
arranging  for  Citicorp  to  buy  the 
satellite  and  then  lease  it  back  to 
the  electronics  company.  "This 
provides  benefits  to  both  GTE 
and  Citicorp,  and  to  those  whose 
communications  needs  are  aided 
by  the  existence  of  additional  satel- 
lite communications  capacity," 
notes  John  Dewey,  president  of 


Citicorp  Industrial  Credit  of 
Harrison,  N.Y. 

From  its  vantage  point  over  the 
equator,  Spacenet  I  beams  signals 
across  the  U.S.,  including  routes 
of  the  Illinois  Central  Gulf  Railroad. 
The  aging,  wooden  ties  holding 
some  of  those  tracks  in  place  have 
been  rotting.  But  Illinois  Central 
Gulf  has  arranged  to  acquire  new 
ties  economically  by  leasing  them 
from  Lease  Financing  Corp.  of 
Radnor,  Pa. 

In  the  air  and  on  the  ground,  for 
old  technologies  and  new  ones, 
equipment  leasing  is  playing  an  in- 
creasingly important  role  in  financ- 
ing American  business.  According 
to  studies  by  Brimmer  &  Co.,  the 
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Washington  consulting  firm  head- 
ed by  former  Federal  Reserve  Board 
Governor  Andrew  Brimmer  Jr., 
leasing  is  the  largest  and  fastest 
growing  source  of  external  financ- 
ing for  durable  equipment,  more  im- 
portant than  bank  loans,  stocks,  or 
bonds. 

And  the  role  of  leasing  continues 
to  expand.  "Nineteen  eighty-four 
was  a  terrific  year,"  says  Michael 
Fleming,  president  of  the  American 
Association  of  Equipment  Leasors 
(AAEL),  based  in  Arlington,  Va.  The 
volume  of  new  capital  equipment 
put  on  lease  last  year  totaled  about 
$75  billion,  a  15  percent  increase 
over  1983.  And  Fleming  thinks  1985 
will  be  just  as  good. 

"Leasing  is  a  very 
good  hedge  against 
obsolescence." 

The  rapid  growth  of  equipment 
leasing  testifies  to  its  wide  range 
of  benefits  for  American  industry. 
Leasing  has  been  adding  new 
kinds  of  customers  while  deepen- 
ing its  penetration  of  existing  mar- 
kets. "The  users  range  from  small 
businesses  to  the  largest  compan- 
ies, and  it  is  by  no  means  limited  to 
capital-intensive  companies,"  says 
John  H.  Giddens,  executive  v<ce 
president  of  U.S.  Leasing  Interna- 
tional in  San  Francisco.  Currently, 
an  estimated  80  percent  of  Ameri- 
can companies  use  equipment 
leasing.  In  addition,  the  U.S.  Navy 
has  leased  ships,  Bennington  Col- 
lege has  explored  the  sale  and 
leaseback  of  its  Vermont  campus, 
and  a  variety  of  other  institutions 
have  also  utilized  this  method  for 
acquiring  the  use  of  equipment. 
The  widespread  use  of  leasing  in 
the  U.S.  is  also  being  emulated 
in  a  number  of  foreign  countries 
(see  page  18). 

A  substantial  portion  of  the 
equipment  leasing  industry's 
growth  has  been  generated  by 
companies  using  leasing  to  trans- 
fer tax  benefits  they  cannot  use  in 


return  for  lower  costs  of  equipment. 
"The  leasing  industry  has  some- 
times been  described  as  being  in 
the  business  of  transferring  tax 
benefits,"  says  Citicorp's  Dewey, 
"but  it's  a  lot  more  than  that.  We 
think  of  ourselves  as  being  com- 
plete financial  intermediaries."  The 
broad  appeal  of  leasing  flows  from 
the  unique  combination  of  opera- 
tional and  financial  flexibility  that  it 
can  provide  to  its  users. 

"There  are  some  people  who 
lease  assets  for  the  convenience- 
the  availability  of  assets  for  a  short 
period  of  time,"  Dewey  says.  "The 
car  rental  business  is  a  classic  ex- 
ample of  that."  Just  as  it's  decid- 
edly more  convenient  to  rent  a  car 
when  you  need  one  and  then  return 
it  when  you're  finished,  for  many 
businesses,  leasing  makes  it  possi- 
ble to  have  the  equipment  they 
need  when  they  need  it,  and  only 
when  they  need  it. 

In  addition,  William  Taylor,  senior 
vice  president  of  Commercial 
Credit  Equipment  Corp.  in  Minne- 
apolis, notes  that  "leasing  is  a 
very  good  hedge  against  obsoles- 
cence." Advancing  technology 
relentlessly  transforms  today's 
state-of-the-art  equipment  into  to- 
morrow's buggy  whips  and  running 
boards.  But  leasing  makes  it  possi- 
ble to  transfer  the  risks  of  obsoles- 


cence to  others  who  are  better 
equipped  to  deal  with  it. 

While  a  good  deal  of  leasing  we 
originally  oriented  toward  meeting 
these  kinds  of  operating  needs, 
Giddens  of  U.S.  Leasing  says,  "Ir 
the  early  1950s,  leasing  clearly  b€ , 
came  a  financing  tool."  Corporate 
treasurers  have  always  recognize 
that  they  can't  go  to  the  same  we' 
too  often:  There  are  limits  on  the 
amount  of  bank  loans  they  can  ot 
tain  or  securities  they  can  issue 
without  wearing  out  their  welcom 
in  a  particular  market.  Leasing, 
however,  has  become  an  addi- 
tional way  of  paying  for  capital 
equipment. 

Leasing  turned  out  to  be  more 
than  simply  one  more  source  off 
nancing;  it  also  had  its  own  attrac 
tions.  Financial  officers  recognize 
that  leasing  provides  100  percent 
nancing-no  downpayments  are  r 
quired.  It  could  also  be  off-balanr 
sheet.  Frequently,  it  would  not 
impact  borrowing  covenants  on 
existing  debt  issues.  And  it  repre 
sented  a  form  of  long-term  fixed- 
rate  financing,  something  that  hi 
become  increasingly  rare. 

In  the  1950s,  in  many  cases, 
"Leasing  was  a  form  of  financing 
of-last-resort,"  says  Thomas  G. 
Palmer,  executive  vice  president 
Manufacturers  Hanover  Leasing 
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One  financing  arrangement  simpler  than  ours. 

If  you're  looking  for  a  way  to  simplify  the  process  of  financing  IBM  equipment, 
consider  the  IBM  Credit  Corporation. 

Our  term  lease  master  contract,  which  you  need  to  sign  only  once,  is  a  mere 
four  pages.  A  little  longer  than  an  IOU,  but  look  what  it  gets  you. 

Flexibility.  We'll  tailor  lease  financing  to  meet  your  company's  needs. 

Upgradability.  If  your  business  grows  or  you  want  to  add  equipment,  a  simple 
supplement  to  your  original  contract  is  all  it  takes. 

Competitive  rates. 

We  not  only  reduce  your  paperwork,  we  reduce  your  peoplework. 

The  same  person  who  helps  you  choose  the  IBM  equipment  your  business 
needs  can  also  arrange  to  finance  it. 

Call  your  IBM  representative  to  get  more  information  about  the  IBM  Credit 

Corporation.  Or  call  1 800  IBM-2468  Ext.  7,  code  AG. 

You  owe  it  to  yourself. 

See  how  simple  financing  can  be. 
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Corp.  However,  changes  in  the 
tax  code  in  the  1960s  broadened 
the  appeal  of  leasing  significantly 
and  brought  in  a  whole  new  set  of 
users.  Creation  of  the  investment 
tax  credit  in  1962  and  accelerated 
depreciation  schedules  provided 
powerful  economic  incentives  to 
acquire  capital  equipment. 

Unfortunately,  these  tax  benefits 
were  worthless  to  companies  that 
didn't  have  sufficient  earnings 
against  which  to  offset  tax  credits. 
The  leasing  industry  was  willing  to 
accept  those  tax  benefits  in  return 
for  lower  leasing  prices.  As  owner 
of  the  equipment,  the  lessor  could 
get  the  investment  tax  credit  and 
use  the  accelerated  depreciation 
schedule.  Consequently,  it  could 
often  buy  equipment  and  lease  it  to 
a  company  at  a  lower  price  than  the 
company  could  obtain  by  buying 


the  equipment  itself. 

The  transfer  of  tax  benefits  be- 
came an  increasingly  integral  part 
of  leasing  in  the  1970s,  and  an  in- 
creasingly controversial  subject  as 
well.  Proponents  of  leasing  argued 
that  this  benefits  transfer  height- 
ened economic  efficiency  by 
providing  a  mechanism  for  the 
reallocation  of  tax  benefits  and 
their  diffusion  throughout  the  econ- 
omy. Thus,  it  was  possible  for  all 
companies  to  use  the  benefits  that 
Congress  had  created  without  be- 
ing penalized  if  they  lacked  the  tax- 
able earnings  to  use  them  directly. 
Critics  viewed  trafficking  in  tax  ben- 
efits as  inappropriate  and  poten- 
tially costly  to  the  Treasury.  But  the 
economic  efficiency  arguments 
generally  prevailed. 

They  reached  their  high  water 
mark  when  Congress  passed  the 
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Talk  Is  Cheep! 

A  lot  of  leasing  companies 
make  promises.  At  American 
Finance  Group,  we  deliver. 
That's  one  reason  why  so  many 
of  the  Fortune  500  rely  on  the 
experience  and  resources  of- 
AFG  to  meet  their  equipment 
leasing  needs. 

Our  dedicated  team  of  pro- 
fessionals has  the  ability  and 
know-how  to  handle  even  the 
most  complex  of  transactions. 
We're  also  flexible  enough  to 
react  quickly  when  you  want 
results  fast! 

No  matter  what  kind  of  equipment  or  lease  terms  you're  looking  for— 
AFG  is  ready  to  help! 

Why  scratch  around  for  the  answers  to  your  equipment  leasing  needs? 
Call  AFG.  We  can  save  you  money. . .  and  that's  not  just  chicken  feed. 

To  learn  more,  please  contact  Robert  E.  Burke,  Vice  President,  AFG. 
His  number  is  800-542-1201.  (In  Massachusetts,  please  call  617-542-1200.) 
Or  write  to  him  at  AFG,  Exchange  Place,  Boston,  MA  02109. 


AFG 


When  American  business  turns  to  leasing, 
they  turn  to  AFG. 


"safe  harbor  leasing"  provisions  o 
the  Economic  Recovery  and  Tax 
Act  of  1981.  To  encourage  capital  ir 
vestment,  this  legislation  increase* 
the  investment  tax  credit,  provided 
for  an  accelerated  cost  recovery 
system  and  permitted  companies 
to  sell  their  tax  benefits  to  one  an- 
other explicitly.  The  transfer  mech- 
anism adopted  the  form  of  a  lease, 
but  the  lessor  did  not  have  to  as- 
sume any  of  the  usual  risks  or  re- 
sponsibilities of  ownership,  and  th( 
lessee  did  not  really  give  up  owner 
ship  of  the  assets.  As  long  as  the 
parties  transferred  their  tax  bene- 
fits through  prescribed  procedures 
they  would  have  a  "safe  harbor," 
free  from  regulatory  challenge. 

Safe  harbor  leasing,  which  was 
opposed  by  much  of  the  leasing  in' 
dustry,  made  it  possible  for  several 
sizable  companies,  including  Gen' 
eral  Electric,  to  pay  no  federal  in- 
come taxes  because  of  the  volume 
of  tax  benefits  they  bought.  While  | 
the  economic  stimulus  effect  of  ta^ 
benefit  transfers  continued  to  be 
supported  in  some  quarters,  Con- 
gress repealed  safe  harbor  leasing 
in  1982;  in  its  place,  it  essentially 
restored  the  leasing  mechanisms- 
that  had  existed  prior  to  1981. 

The  transfer  of  tax  benefits  is 
still  an  important  part  of  equipmerj 
leasing,  but  that  transfer  must 
occur  within  the  context  of  a  lease 
that  has  substantive  economic 
grounding.  These  days,  notes  Mai| 
ufacturers  Hanover's  Palmer,  "In' 
order  to  obtain  the  tax  benefits  of 
investing  in  new  equipment,  the 
lessor  has  to  have  all  the  risks  as 
well  as  the  rewards  of  ownership,* 
and  at  the  end  of  the  lease,  the 
equipment  must  be  returned  to  th  | 
lessor  or  sold  to  the  lessee  at  fair 
market  value." 

However,  the  brief  era  of  safe 
harbor  leasing  had  several  lasting 
effects.  According  to  Giddens, 
"The  legacy  is  somewhat  nega- 
tive-it raised  the  spectre  of  leasir  I 
as  an  industry  associated  with  ta: 
features."  But  Charles  J.  Hill,  vic< 
president  of  Bankers  Trust  in  Nev 


We  REPRESENTED 

EQUITY  INVESTORS  IN 

$360,000,000  OF  SHIP  LEASING 

$210,000,000  OF  DRILLING  RIG  LEASING 

$100,000,000  OF  TRANSPONDER  LEASING 

$90,000,000  OF  AIRCRAFT  LEASING 
$60,000,000  OF  CAR  LEASING 
$235,000,000  OF  FACILITY  FINANCING 
A  $125,000,000  PROJECT  FINANCING  ' 
ND  A  $35,000,000  TAX  BENEFIT  TRANSFER  LEASE 

ALL  IN  OUR  FIRST  YEAR. 


THE  LEHMAN/CU  LEASING  PROGRAM 


Shearson  Lehman  Brothers 
55  Water  St.,  N.Y,  NY   10041 
(212)  558-1500 


Commercial  Union  Capital  Corporation 
115  East  57th  St.,  N.Y.,  N.Y  10022 
(212)  644-0920 


York,  believes  there  is  more  to  it 
than  that:  "Safe  harbor  leasing 
made  it  easy  for  new  entrants  to  un- 
derstand leasing.  They  didn't  have 
to  make  any  judgments  about  re- 
sidual value  of  the  equipment  and 
all  that,  so  their  appetites  were 
whetted."  Indeed,  in  the  1970s, 
many  companies  believed  leasing 
to  be  too  complicated.  Safe  harbor 
leasing  brought  a  number  of  com- 
panies into  the  market  for  tax  bene- 
fits, and  they  have  stayed  on  to 
participate  in  more  traditional  leas- 
ing transactions.  "Like  any  market- 
place," Hill  adds,  "once  your 
neighbor  is  doing  it,  leasing  seems 
more  credible." 

Leases  now  range  from  single- 
page  boiler-plate  agreements  to 
complex  legal  documents  under- 
pinning giant  leveraged  leases,  in 
which  an  equity  investor  acquires 
equipment  with  borrowed  funds 
and  uses  the  lease  payments  to 
repay  the  debt.  Moreover,  leasing 
techniques  can  be  used  for  almost 
anything.  Says  James  Robinson, 
managing  director  of  Babcock  & 
Brown  in  New  York,  "The  general 
rule  is  that  you  can  lease  anything 
that  is  not  limited-use  property- 
which  means  it  cannot  be  used  by 
some  other  user  or  in  some  other 
place."  For  example,  oil  pipelines 
are  generally  limited-use  proper- 
ties. The  pipeline  goes  from  point 
A  to  point  B,  and  it's  designed  to 
carry  oil,  and  that's  about  all  it  can 
do.  The  economics  of  ripping  up 
the  pipe,  taking  it  elsewhere  and 
making  water  mains  out  of  it  just 
don't  work.  But,  the  oil  drilling 
equipment  at  one  end  of  the  pipe- 
line and  the  refining  equipment 
at  the  other  could  both  be  moved 
and  reused  and  are  eminently 
leasable. 

Because  so  many  kinds  of  equip- 
ment are  now  seen  as  leasable,  tra- 
ditional users  have  been  expanding 
their  reliance  on  leasing  while  new 
users  have  emerged.  "Transporta- 
tion and  computers  always  relied 
heavily  on  leasing,  and  they  still 
do,"  notes  the  AAEL's  Fleming. 
William  Montgomery,  president  of 


Xerox  Credit  Services  of  Stamford, 
Conn.,  adds,  "United  Airlines, 
American,  Trans  World  and  Eastern 
were  regular  users  of  this  financing 
device  for  many  years,  while  Delta 
was  more  purchase  oriented.  But 
recently,  as  a  result  of  airline  dereg- 
ulation and  no-frills  competitors,  et 
cetera,  Delta  is  taking  a  fresh  look 


all  that.  While  many  households 
are  buying  their  own  telephones, 
businesses  are  faced  with  comple 
decisions  regarding  phone  systerr 
that  are  expensive  and  rapidly 
changing.  For  many,  the  answer  is 
leasing  telephones  and  switching . 
systems.  As  a  result,  notes  Paul 
Gauss  of  Eaton  Financial  Corp.  of 
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at  how  they  acquire  aircraft,  and 
they're  now  embarking  on  a  pro- 
gram to  lease  aircraft." 

Meanwhile,  Montgomery  says, 
leasing  is  making  initial  inroads  in 
several  new  industries,  including 
machine-tool  manufacturing. 
"Because  of  innovations  like  CAD/ 
CAM,  their  cost  of  equipment  is 
going  up,"  he  notes,  and  changing 
technology  has  also  increased  the 
risks  of  obsolescence,  "so  we're 
seeing  more  leasing  there." 

Another  growing  market  is 
telecommunications  equipment. 
"Until  three  years  ago,"  says  Gary 
Wendt,  executive  vice  president  of 
General  Electric  Credit  Corp.,  "we 
all  leased  our  telephones-we  just 
didn't  know  it.  We  didn't  perceive 
it  as  leasing,  but  we  sent  Ma  Bell 
a  check  every  month  for  rental  of 
equipment."  The  breakup  of  the 
Bell  System  and  the  deregulation  of 
telecommunications  has  changed 


Framingham,  MA,  telecommunic 
tions  equipment  is  approaching  I, 
percent  of  the  leasing  business  a 
his  firm. 

According  to  Dhiren  Shaw,  an 
investment  banking  associate  at 
Smith  Barney,  Harris  Upham  &C 
another  area  where  leasing  is  m< 
ing  inroads  is  among  public  utili- 
ties, particularly  those  building  b 
co-generation  facilities.  Vast  sun 
of  money  are  needed  for  these 
facilities,  and,  according  to  Shav 
"State  regulatory  agencies  are 
now  much  more  open  to  alternat 
financing  ideas,  such  as  leasing 
One  of  the  largest  leveraged  lea 
ever  written  on  a  single  asset  wa 
arranged  in  1984  for  the  Colora 
Ute  Electric  Association.  This  U 
able,  but  not-for-profit  utility  four 
its  investment  in  new  facilities  w 
generating  tax  benefits  that  it 
couldn't  use.  Smith  Barney  and 
Paine  Webber  developed  a 


nly  the  Citi  can  meet  all  your  equipment 
nanang  and  leasing  needs. 
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Only  Citicorp  Industrial  Credit  does  it  all 
Nationwide.  We  run  the  gamut,  from  comput- 
ers and  copiers,  typewriters  and  satellites 
to  printing  presses  and  planes.  And  with  our 
virtually  unlimited  range  of  financing  and 
leasing  options,  you  can  pick  the  one  that 
suits  your  company  best— at  a  very  competi- 
tive rate. 

When  you  acquire  new  plant  and  equip- 
ment, our  industry  experts  can  help  you  pre- 
serve capital  and  increase  your  cash  flow 
And  our  tax  leasing  specialists  can  design 
a  program  to  optimize  your  investment 
strategy. 

For  manufacturers  and  vendors,  we  can 
be  your  captive  finance  company  with  back 
office  support  programs  to  handle  billing, 
collections,  and  credit  checking.  Our  vendor 
finance  division  can  provide  point-of-sale 
programs  to  help  you  close  sales  quickly.  And 
our  portfolio  financing  options  can  strength- 
en your  company's  balance  sheet. 

So  call  Jim  Matison  at  (914)  899-7224. 

Because  for  all  your  equipment  needs, 
there's  no  place  like  the  Citi. 


6 


.'  stered  trademark,     c  Citicorp  1985 


CITICORP& 


CITICORP JNOIISTRIAL  CRFtHTlHr. 


krt  Ifi 


To  evaluate  a  transportation 
company,  don't  look  at  their  semi 
Look  at  their  semiconductors. 
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In  an  age  of  information  overload  and  computer 
revolution,  efficiency  and  effectiveness  in  transpor- 
tation both  require  one  tool.  Technology.  High 
technology  far  beyond  twenty-ton  trucks  and  two- 
man  sleeper  teams. 

Leaseway  Transportation  companies  have  quietly 
pioneered  the  technological  revolution  in  transpor- 
tation. For  your  company,  that  could  mean  revolutionary 
opportunities  to  cut  costs.  Or  to  improve  productivity. 

Only  Leaseway  can  bring  your  company  the 
benefits  of  strategic  tools  like  computer-modeled 
mode  mix  analysis.  Fleet  analysis.  Facility  location 
trade-offs. 

We  also  offer  your  company  effective  new 
management  tools  like  computer  lane  balancing. 
Electronic  routing  and  scheduling.  Traffic 
management  analysis. 

Our  technological  advantage  over  other  trans- 
portation companies  enables  us  to  custom-tailor 
packages  of  services  more  productively.  So  that  your 

<&  1985  Leaseway  Transportation  Corp 


company  can  maximize  both  service  and  savinc 
And  get  unmatched  management  and  cost  cont Jj 

Change  in  the  transportation  industry  is 
accelerating  fast.  Innovation  is  putting  Leasews 
the  forefront.  If  you  anticipate  change  in  your 
industry  and  want  to  exploit  it,  contact  Leasewe 
Transportation  Corp.  3700  Park  East  Drive, 
Cleveland,  Ohio  44122/ 

Leaseway  Transportation.  A  1.4-billion-dc 
family  of  companies  with  services  in  truck  and 
leasing,  maintenance,  personnel  leasing,  contn 
carriage,  common  carriage,  distribution  center 
services,  bulk  transport  and  logistics  consultir 

Put  Leaseway's  innovation  to  work  for  you. 
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veraged  lease  for  Colorado-Ute's 
raig  Station  Unit  Three,  a  coal- 
ed steam  electric  power  plant  lo- 
ited  near  Craig,  Colo.  A  group  of 
re  lessors  provided  $193  million  in 
quity  capital  and  took  on  $330  mil- 
>n  in  debt  while  leasing  the  plant 
Colorado-Ute  for  25  years.  "The 
l-in  cost  was  cut  in  half  compared 
ith  what  it  would  have  cost  if  the 
ility  had  gone  out  and  borrowed 
e  money,"  Shaw  says. 

All  of  the  nation's 
top  100  financial 
institutions  are 
engaged  in  leasing 
in  some  fashion." 

Meanwhile,  some  $625  million 
Drth  of  equipment  is  involved  in 
i/hat  may  become  an  even  larger 
/eraged  lease,"  according  to 
ibcock  &  Brown's  Robinson.  His 
m  has  advised  the  Basin  Electric 
)wer  Cooperative  in  structuring  a 
/eraged  lease  to  finance  a  power 
ant  in  North  Dakota. 
A  wide  assortment  of  equipment 
being  financed  through  leasing 
joint  ventures  and  by  American 
dertakings  of  foreign  companies, 
pically,  both  kinds  of  businesses 
:k  the  taxable  earnings  that  are 
eded  to  utilize  the  tax  benefits  of 
oital  investment,  so  leasing  lets 
$m  tap  these  benefits.  For  exam- 
■,  the  new  United  Motor  Manu- 
ring Inc.  of  Fremont,  Calif., 
oided  to  lease  its  new  auto- 
bile  manufacturing  facilities 
:ause  it  was  economical,  not 
:ause  it  had  credit  problems. 
9r  all,  the  parents  of  this  innova- 
■'■  automobile  manufacturer  are 
ineral  Motors  and  Toyota  Motors, 
.easing  has  reached  the  point 
It  Wendt  of  GECC  says,  "You  tell 
f  a  type  of  equipment,  and  I  prob- 
1/  could  give  you  an  example  of 
■fen  it's  been  leased  by  someone. 
Iiay  have  been  for  service  flexi- 
«y  or  for  financial  reasons,  but 
•n't  think  of  anything  that  hasn't 


been  leased." 

The  growing  appetite  for  leasing 
has  been  accompanied  by  an  ex- 
pansion of  the  ranks  of  lessors. 
When  the  AAEL  held  its  annual 
convention  in  Florida  in  September, 
it  attracted  some  1,600  delegates 
to  Boca  Raton.  They  reflected  an 
industry  that  now  consists  of 
hundreds  of  independent  leasing 
companies,  leasing  affiliates  of 
financial  institutions,  investment 
bankers,  industrial  companies, 
captive  finance  companies  and  as- 
sorted advisors  and  intermediaries. 

Independent  leasing  companies 
started  the  industry  in  the  1950s 
and  continue  to  play  an  important 
role.  Banks  became  the  second  big 
group  of  players  in  the  mid-1960s 
when  the  Comptroller  of  the  Cur- 
rency ruled  that  bank  holding 
companies  could  be  involved  in 
equipment  leasing.  "This  provided 
a  real  stimulus  to  the  industry," 
says  Giddens  of  U.S.  Leasing. 
"The  growth  rate  of  leasing  began 
to  accelerate  as  more  and  more 
banks  came  into  the  industry." 
Other  financial  institutions  fol- 
lowed, including  life  insurance 
companies  and  most  recently,  thrift 
institutions.  Now,  Giddens  says, 
"All  of  the  nation's  top  100  financial 
institutions  are  engaged  in  leasing 
in  some  fashion." 

Safe  harbor  leasing  helped  bring 
in  two  other  sets  of  increasingly  im- 
portant players:  investment  bank- 
ers and  industrial  companies 
interested  in  being  lessors.  Since 
the  1960s,  investment  bankers 
have  been  deeply  involved  in  struc- 
turing leveraged  lease  transactions 
and  placing  the  debt  and  equity 
portions  of  the  transaction.  They 
stepped  up  their  involvement  in 
leasing  in  the  early  1980s  when 
many  of  their  clients  sought  assist- 
ance in  arranging  safe  harbor 
leases. 

Other  leasing  industry  new- 
comers are  industrial  companies, 
"which  are  getting  involved  as  eq- 
uity investors  in  leveraged  leases," 
notes  Madeline  Bayliss-Allen,  a 
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vice  president  of  Manufacturers 
Hanover  Leasing  Corp.,  Anheuser 
Busch,  Olin  Corp.,  General  Foods, 
Beatrice  and  a  number  of  other 
companies-many  of  which  have  of- 
ten been  lessees-have  found  that 
being  a  lessor  has  attractive  finan- 
cial rewards.  "They  typically  lack 
the  staff  to  originate  their  own 
transactions,"  notes  Citicorp's  De- 
wey, and  instead,  choose  among 
leveraged  leasing  opportunities 
brought  to  them  by  intermediaries. 

"The  big  trend  right  now,"  ac- 
cording to  Fleming,  "is  that  you're 
seeing  more  and  more  leasing 
companies  that  are  captives  of 
some  other  kinds  of  companies. 
We  expect  to  see  continuing  growth 
in  the  activities  of  captives  of  non- 
financial  companies."  Captives 
are  financing  subsidiaries  created 
by  industrial  companies.  Sharon 


O'Brien,  a  marketing  manager  at 
Heller  International  in  Chicago, 
points  out  that  "there  are  few  capi- 
tal-equipment manufacturers  that 
have  not  recognized  that  financing 
helps  them  close  more  sales;  it 
makes  it  easier  for  the  customer  to 
buy."  Last  year,  for  example,  AT&T 
signaled  its  new  emphasis  on  mar- 
keting by  creating  the  AT&T  Credit 
Corp. 

Many  companies  know  that  they 
want  to  offer  lease  financing  to  cus- 
tomers, but  they  prefer  to  limit  their 
involvement  in  actually  running  this 
kind  of  operation.  Consequently, 
Dewey  notes,  "There  is  clearly  a 
trend  in  the  marketplace  to  have 
people  who  are  in  the  finance  busi- 
ness associate  themselves  with 
manufacturers  to  support  the  sales 
of  those  manufacturers." 

Heller  International,  for  example, 


•  Joint  Venture  Leasing 

•  Leveraged  Leasing  of 
Transportation  and  Industrial 
Equipment 

•  Real  Estate  Leasing 

•  Middle-Market  Leasing 


HFC  Leasing  Inc. 


HFC  Leasing  helped  pioneer  joint  venture 
leasing,  and  it's  just  one  of  the  innovative 
financing  arrangements  we  use  to  meet 
our  clients'  most  challenging  demands. 
For  joint  venture  leases,  major  equity 
commitments,  middle-market  and 
real  estate  leases,  contact  the  experts 
at  HFC  Leasing.  We're  a  leader  in  the 
industry.  And  we're  backed  by  Household 
International-one  of  the  60  largest 
corporations  in  the  United  States. 

2700  Sanders  Road 

Prospect  Heights,  Illinois  60070 

312/564-6220 


A HOUSEHOLD 


INTERNATIONAL  COMPANY 


has  a  Captive  Customer  Finance 
Service,  which  enables  an  equip- 
ment manufacturer  to  provide  lease 
financing  to  customers  under  the 
manufacturer's  own  name.  Heller 
manages  the  entire  operation  and 
finances  it.  Moreover,  by  ensuring 
that  the  manufacturer  finances  at 
least  20  percent  of  the  equipment's  i 
value,  the  manufacturer  can  retain 
the  tax  benefits  of  ownership. 
O'Brien  says  that  companies  can 
control  the  rates  used  in  providing 
this  financing  and  decide  whether 
to  run  the  financing  operation  as  a 
profit  center,  or  use  it  as  a  loss 
leader  to  sell  products. 

Most  captive  finance  companies  - 
manage  their  own  affairs,  and 
many  of  them  have  become  quite 
diversified.  As  Xerox's  Montgomery 
notes,  "You  start  off  doing  parent- 
company  products  and  your  cus- 
tomers say  'Why  don't  you  finance' 
some  other  things?' "  Many  cap- 
tives do.  Xerox  Credit,  for  example 
not  only  finances  sales  of  photo- 
copying equipment,  it  has  also 
formed  a  joint  venture  with  Florida  | 
Power  called  Progress  Leasing. 
And  IBM  Credit  Corp.  was  one  of 
the  lessors  in  the  Colorado-Ute 
Craig  River  project.  Indeed,  the 
two-year-old  subsidiary  of  the  com ; 
puter  manufacturing  firm  leased 
$1.5  billion  in  equipment  in  1984, 
including  substantial  amounts 
of  equipment  far  afield  from 
computers. 

In  addition  to  the  various  kinds 
of  companies  involved  in  leasing, 
there  is  also  a  role  for  individuals. 
Last  year,  public  and  private  part- 
nerships raised  $900  million  from 
individual  investors  for  investmenl 
in  leasing  transactions. 


Xhe  more  challenging 

your  asset-related  financing, 
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ITh™nTiCh  T  exper!fnce  in  sophisticated  lease  and  equipment  financing, 
it  beyond  expertise,  we  bring  to  each  transaction  a  level  of  imagination  and 
S™?  C1°mmitment  whi£h  we  believe  truly  sets  us  apart.  The  result  is  always  an 
iginal  plan  precisely  reflecting  your  particular  financial  structure  and  needs. 

MANUFACTURERS  HANOVER 
LEASING  CORPORATION 


The  Financial  Source™  for  Total  Equipment  Financing.  Worldwide 
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How  General  Electric  Credit 
Corporation  gave  a  19th  century  church 

a  new  lease  on  life 


And  two  other  examples  of  faith  and  financing  that  have  made 
GE  Credit  number  one  in  diversified  finance  services 
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Madison  Avenue  church 

gets  new  lease  on  life 
i  Hartford  from  GE  Credit 

SHIONABLE  CHURCHGOERS  in  Man- 
ttan  at  the  end  of  the  last  century 
ayed  in  the  beautiful  house  of  wor- 
ip  on  Madison  Avenue  that  the 
lers  had  wisely  engaged  Stanford 
hite  to  design  before  his  untimely 
mise. 

Demise,  however,  soon  struck  the 
urch,  and  it  was  torn  down  to 
ake  way  for  a  larger  building. 

But  wisdom  prevailed.  Another 
chitect  saved  the  church's  granite 
lumns  and  terra  cotta  bricks  and 
assembled  them  in  1920  into  the 
w  home  of  the  Hartford  Times. 

The  paper  closed  63  years  later 
id  it  appeared  the  building  was  fl- 
illy  doomed.  But  this  time,  Charles 
anigle,  a  Hartford  builder  and  real 
tate  man,  came  to  its  rescue. 

"Everybody  was  concerned  about 
e  building  but  nobody  could  figure 
it  what  to  do  with  it,"  Munigle  re- 
,11s.  "I  dreamed  of  what  it  could  be." 

Munigle's  Development  Re- 
iurces  Corporation  turned  to  GE 
•edit  as  a  source  of  permanent  fi- 
incing  to  pay  off  the  acquisition 
id  construction  loans  incurred  in 
archasing  and  renovating  the 
hiding  into  a  commercial  property. 

Why  GE  Credit?  Munigle's  reason: 
»E  Credit  was  able  to  understand 
lr  needs  better  than  most  institu- 
onal  lenders  in  the  country,  and  was 
ore  innovative  and  creative." 

Our  financing  included  a  unique 

"bow  tie"  deal.  DRC  pays  a  fixed 

;  payment  though  the  total  inter- 

•  est  rate  floats  with  prime.  De- 
ferred interest  can  be  repaid  at 
the  loan's  maturity. 

)TE:  If  you  have  never  heard  of  a 

ow  tie,"  the  door  is  always  open  at 
Credit  to  talk.  After  all,  we  practi- 

lly  wrote  the  book  on  bow  ties- 
other  innovations  in  real  estate 
anting. 


2. 


How  GE  Credit  helped 

'ower  Systems  make  cold 

cash  out  of  hot  air 

WHEN  GE  CREDIT  first  scouted 
Power  Systems,  the  small  Texas 


FIRST  A  19TH 
CENTURY  CHURCH 
designed  by  Stanford 
White,  later  the  home  of 
the  Hartford  Times,  is  now 
a  fully  rented  office  building 
thanks  to  a  unique  "bow  tie" 
financial  package . 


company  proposed  to  design,  build, 
and  operate  a  plant  that  would  recov- 
er waste  heat  generated  by  a  supplier 
ot  calcined  coke.  Calcined  coke  is  a  pe- 
troleum refinery  by-product  essen- 
tial to  the  production  of  aluminum. 

Power  Systems  would  convert  the 
heat  energy  (equivalent  to  some 
2,000  barrels  of  oil  a  day)  into  steam 
and  sell  it  to  a  major  oil  refinery,  a 
large  user  of  steam. 

As  a  bonus,  Power  Systems  would 
generate  enough  electricity  to  run  its 
own  heat  recovery  systems.  Surplus 
would  be  sold  to  a  local  utility. 

If  GE  Credit  had  rated  Power  Sys- 
tems on  the  basis  of  its  credit  worthi- 
ness—the traditional  banking  mea- 
surement— their  balance  sheet  could 
not  have  justified  the  amount  of 
credit  necessary  to  build  the  plant. 

But  GE  Credit's  reputation  has 
not  been  made  within  the  narrow 
halls  of  orthodoxy. 

We  did  more  than  analyze  Power 
Systems'  ability  to  repay  the  loan;  we 
asked  how  well  the  project  would  do 
based  on  its  long-term  contracts. 

Was  their  technology  sound  and 
dependable?  Yes. 

Would  their  pricing  structure 
provide  sufficient  cash  flow  to  cover 
lease  payments,  even  in  light  of  oil 
and  natural  gas  prices?  Yes. 

Would  long-term  demand  for  alu- 
minum survive  the  industry's  cur- 
rent difficulties  due  to  the  worldwide 
recession?  Yes. 

Was  an  acceptable  substitute  for 
calcined  coke  in  the  aluminum  elec- 
trolytic process  likely  to  be  discov- 
ered? No. 

Satisfied,  GE  Credit  created  this 
package: 

1.  A  two-year  $60  million  loan  to 
finance  construction  of  a  plant  for 
Power  Systems. 

2.  Upon  completion,  the  loan,  plus 
accrued  interest,  will  be  capitalized 
and  converted  to  a  10-year  guideline 
lease. 

A  $70  million  package,  in  all,  for  a 
small  company  (at  the  moment)  with 
a  blockbuster  of  an  idea. 

What  more  could  any  lender  ask? 
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Defying  recession, 
GE  Credit  helps  U.S.  Lines 

take  the  plunge  into 
super  container  shipping 

UNITED  STATES  LINES  is  one  of  the 
oldest  U.S.  flag  ocean  carriers.  Its  ori- 
gins date  back  to  1893.  The  company 
having  gotten  out  of  the  passenger 
business  in  1969,  wanted  to  modern- 
ize its  fleet  by  building  container 
ships  so  large  and  efficient  that  each 
one  could  carry  cargo  equivalent  to  a 
20-mile-long  freight  train. 


Consider  the  following  factors,  as 

GE  Credit  did,  for  not  helping  U.S. 

Lines  finance  the  building  of  t)>e 

ships. 
As  with  many  other  industries,  there 
is  a  worldwide  recession  in  ocean 
shipping. 

Large  ships  belonging  to  many 
other  shipping  companies  are  laid 
up,  idling,  rusting,  useless  to  ship- 
pers and  backers. 

The  choice  Asia  route  market  is 
dominated  by  foreign  shipping. 

Bottom  line:  GE  Credit  helped  ar- 
range a  financial  package  when 
many  other  institutions  probably 
would  not  have. 

GE  Credit's  shipping  experts  went 
the  extra  knot  and  scoured  the  sea 
for  positive  factors. 

As  much  as  two-thirds  of  the  Pa- 
cific basin— and  the  remainder  of  the 
seas  for  that  matter — were  up  for 
grabs  if  the  carrier  was  creative  and 
aggressive.  GE  Credit  believed  U.S. 
Lines  was  both. 

To  begin  with  they  had  an  ex- 
traordinary idea:  their  new  Econ- 
ships,  the  super  container  vessels, 
would  sail  eastward  around  the 
world  in  a  continuous  string.  Each 
ship  would  make  predetermined 
calls  at  12  ports,  calling  at  each  port 
one  week  after  the  last  ship  had 
departed. 

This  would  virtually  eliminate 
the  problem  of  light  freight  back- 
haul. 

We  were  impressed  that  the  com- 
pany had  an  efficient  land  link  be- 
tween its  customers  and  shipping 
ports  worldwide— the  carrier  owns  or 
controls  28,000  containers  and 
12,000  chassis. 

GE  Credit  approved  a  $57  million 
subordinated  loan  for  U.S.  Lines. 

To  find  out  how  we  can  create 
money  for  your  business,  mail  the 
coupon  below  for  our  information 
kit.  Or  call  800  243  2222. 

I    Marketing  Programs  Operation 

I    General  Electrie  Credit  Corp. 
260  Long  Ridge  Road, 
I    Stamford,  Connectieut  06902 

I    Please  send  me  your  information  kit  de- 
scribing additional  financial  packages 
I    and  a  "Guide  Through  the  Leasing  Maze." 
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Overall,  just  as  the  users  of  leas- 
ing services  comprise  a  diverse 
and  broadly  based  group,  the  sup- 
pliers of  those  services  are  equally 
disparate.  Montgomery  says, 
"The  leasing  industry  is  very  frag- 
mented; there  is  no  company  that 
has  an  appreciable  market  share." 
And  its  burgeoning  population 
makes  it  highly  competitive  as  well. 
Says  Hill  of  Bankers  Trust,  "As 
more  lessors  have  come  in,  rates 
have  been  driven  down.  But  that 
has  led  to  more  leasing." 

Moreover,  as  Giddens  points  out, 
"As  the  industry  matures,  it  has 
tended  to  become  more  and  more 
specialized."  Parker  North  Ameri- 
can Corp.  of  Newport  Beach,  Calif., 
for  example,  focuses  on  leasing  au- 
tomated teller  machines  to  financial 
institutions.  It  now  owns  some 
4,000  ATMs  at  more  than  a  hundred 


banks  and  thrift  institutions.  Many 
other  firms,  including  Eaton  Finan- 
cial Corp.  of  Framingham,  MA,  fo- 
cus on  small-ticket  items-copiers, 
microcomputers,  printing  equip- 
ment-while others  specialize  in 
big-ticket,  seven-figure  items. 

Specialization  has  become  more 
important  for  many  leasing  com- 
panies because  "an  awareness  of 
the  importance  of  residual  values 
seems  to  have  grown  tremen- 
dously," says  Lee  Gagan,  senior 
vice  president  of  Residual  Value 
Management  Corp.  of  White 
Plains,  N.Y.  Gagan  explains  that 
the  residual  value-what  a  piece  of 
equipment  can  be  sold  for  at  the 
end  of  the  lease-is  a  critical  varia- 
ble because  the  more  an  item  can 
eventually  fetch  in  the  resale  mar- 
ket, the  less  the  lessor  has  to 
charge  the  lessee  over  the  life  of 


the  lease. 

The  residual  value  of  equipmenl 
often  rises  during  inflationary  peri- 
ods, enabling  the  lessor  to  keep 
pace  with  the  rising  costs.  But  in 
other  periods,  a  keen  understand- 
ing of  resale  markets  is  needed  to 
set  residual  value  expectations  at 
the  right  level  and  structure  the 
lease  charges  appropriately. 

Residuals  are  being  calculated 
with  increasingly  fine  pencils  for 
two  reasons  these  days,  according 
toWendtofGECC: 
"One  is  more        / 
competition, 
and  the  other  is 
the  more  we're 
in  the  business, 
the  more  famil- 
iar we  get  with 
the  equipment  ; 
and  the  more    i 
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TRY  THE  GREAT  WESTERN  BRAND 
OF  EQUIPMENT  FINANCI   " 


Great  Western  Leasing  is  one  of  the  fast- 
est growing  equipment  finance  companies 
in  the  United  States. 

Our  professionals  offer  resources  from 
Great  Western  Financial  Corporation's  $23 
billion  of  diversified  financial  services.  We 
offer  full-service  equipment  financing,       i 
backed  with  our  special  brand  of  follow-up.         /, 

Great  Western's  brand  of  financing  will    ( 
make  a  difference  in  your  future . . .  today.       / 

Great  Western  Leasing    V 


A  Great  Western  Financial  Company^ 


Timothy.  R.  Minor.  President 

1881  South  Arlington  Avenue 

Reno.  Nevada  89509 

(702)  329-6503 


San  Francisco   •    Los  Angeles    •    Phoenix    •    Reno    •   Portland  • 


Sacramento 


•    Denvi 


SOME  THINGS  STILL  MANAGE 
TO  FLY  WITHOUT  US. 


Aviation  Sales  can  provide 
replacement  parts  for  just  about 
anything  that  flies. 

You  probably  already  know 
us  for  our  extensive  Boeing 
capability  We  are,  after  all,  the 
largest  independently  owned 
source  of  Boeing  parts  and 
components  in  the  world. 

But  the  fact  is,  we  also  offer 
significant  inventory  relating  to 
L-188,  DC9  and  DC10  aircraft  as 
well.  And,  with  our  industry-wide 
network  of  suppliers,  we  can 
quickly  put  our  hands  on  almost 
anything  else  you  might  require. 

Instead  of  outright  purchase, 
many  of  our  airline  customers 
choose  to  work  with  us  on  a  unit 


exchange  basis,  assuring  them- 
selves of  rotable  spares  as 
needed  in  order  to  satisfy  AOG 
situations.  Other  customers  have 
found  our  leasing  programs  to 
be  highly  attractive,  whether  their 
interests  run  to  entire  aircraft  or 
selected  rotable  components. 

Point  is,  whatever  your 
aircraft  needs,  you'll  find  Aviation 
Sales  willing  to  cooperate  with 
you  in  any  way  we  can. 

For  additional  details,  call 
us  at  (305)  592-4055.  In  the 
U.S.  use  our  toll  free  number: 
(800)  AIR- PARI  Telex  51-5547.  A 
service  of  Ryder  System. 

AVIATION  SALES  COMPANY 
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expertise  we  build  up  on  what  it's 
worth,  and  who  else  can  use  it  and 
those  kinds  of  considerations.  So 
we  get  more  comfortable  assuming 
a  higher  residual  value." 

Wendt,  of  course,  has  had  ample 
opportunity  to  learn  about  the  mar- 
kets for  used  equipment.  GECC, 
after  all,  currently  has  on  lease  not 
only  100,000  automobiles  but  also 
46,000  railroad  cars,  300  ships,  150 
airplanes  and  several  billion  dollars 
worth  of  oil  rigs,  hotel  furniture, 
construction  equipment,  "and  you 
name  it,"  Wendt  says.  Every  day 
some  100  cars  come  off  lease  and 
must  be  resold.  Last  year,  GECC 
bought  22  percent  of  Guinness 
Peat  Aviation,  a  reseller  of  used 
aircraft  based  in  Ireland.  Jumbo 
jetliners  are  bought  and  sold  in  a 
global  marketplace,  and  Wendt 
thinks  GECC  does  more  of  it  than 


anyone  else  in  the  world.  GECC 
also  owns  a  rail  car  management 
company. 

At  GECC,  he  insists,  "The  man- 
agement of  the  assets  is  as  impor- 
tant a  part  of  the  leasing  business 
as  the  financing  of  the  assets.  Man- 
agement is  really  what  the  leasing 
business  is  all  about."  Other  les- 
sors also  are  putting  a  growing  em- 
phasis on  equipment  management. 
At  Manufacturers  Hanover  Leasing 
Corp.,  executive  vice  president 
Palmer  says,  "We  have  our  own 
department  of  engineering,  and 
technicians  who  look  after  equip- 
ment and  dispose  of  it  and  monitor 
the  market." 

There  are  some  big  markets  to 
watch.  Used  computer  sales  to- 
taled about  $3  billion  in  1984,  and 
the  size  of  that  market  is  expected 
to  triple  by  1989.  Not  everyone  has 


Leasing  services 
from  Mellon: 

•  Lease  investments 

•  Lease  syndications 

•  Project  finance 

•  Lease  debt  and  discounting 

Mellon  Financial  Services 

Leasing  Group 

Boston  •  Philadelphia  •  Pittsburgh  •  Atlanta  • 
Dallas  •  San  Francisco  •  Chicago  •  New  York 


a  stake  in  resale  markets  as  big  as 
GECC's,  but  because  of  their  spe- 
cialized skills,  according  to  Gid- 
dens,  even  smaller  lessors  still 
have  "access  to  markets  that  an- 
other owner  of  equipment  would 
not  have  access  to." 

In  addition  to  relying  on  familiar 
ity  with  markets,  lessors  can  also 
manage  residual  values  through 
the  use  of  insurance.  As  the  awan 
ness  of  the  importance  of  residua 
values  has  gone  up,  says  Gagan, 
lessors  have  made  increasing  use 
of  residual  value  insurance,  whicf 
guarantees  the  amount  the  lessoi 
will  realize  on  the  sale  of  a  piece  c 
equipment  at  the  end  of  the  lease 
term. 

Because  of  the  lessors'  involve 
ment  in  resale  markets  and  acce* 
to  insurance,  it  is  possible  to  be 
more  aggressive  in  establishing 
residual  values  and  keeping  dow* 
leasing's costs.  Moreover,  Taylor' 
Commercial  Credit  Equipment 
Corp.  adds,  "The  management  c 
residual  value  levels  provides  a  l< 
of  flexibility  in  how  you  structure  \ 
lease." 

The  leasing  industry's  flexibility 
in  establishing  prices  has  been  a  f 
companied  by  an  equal  measure 
flexibility  in  dealing  with  tax  issue 
"In  the  last  four  years,"  notes  Gi< 
dens,  "we've  had  four  major  tax 
changes."  And  tax  reform  is  onc<  I 
again  at  the  top  of  the  Washingtcl 
agenda.  A  number  of  flat-tax  pro >f 
posals  have  been  put  forward, 
which  would  lower  tax  rates  whil<| 
eliminating  many  tax  benefits,  si[ 
as  the.investment  tax  credit  and 
accelerated  depreciation. 

According  to  James  Robinsonj 
Babcock  &  Brown,  many  of  thos'i 
the  leasing  industry  see  the  flat-1 
proposals  as  "a  total  reversal  of 
federal  government's  policy  of  e 
couraging  capital  formation  and 
investment  through  the  use  of  th  j 
ITC  and  accelerated  depreciation 
But  if  these  tax  benefits  are 
changed,  Montgomery  of  Xerox 
Credit  says  he's  not  terribly  wor- 
ried: "We  had  leasing  long  befoi 
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The  best  way  to  lease  .New  Technology 
is  the  "Old  Fashioned"  way. 

!l?[  ?1®  maJ°r  Part  of  two  decades,  CM l  invi 


serve  you,  the  customer 

Whether  it  be  data  processing 
equipment,  telecommunications 
hardware  or  corporate  aircraft  our 
Specialists  can  help  you  make  the  right 
equipment  selections  for  your  needs  and 
monitor  the  transaction  from  purchase 
through  delivery  and  installation  in 
short,  we  can  ease  your  growing  pains 

With  the  experience  that  comes  only 
from  years  of  managing  public  income 
funds  and  corporate  tax-advantaged 


equipment  needs. 

Equipment  manufacturers,  Lessees 
and  investors  all  look  to  CMl  —  why  don't 

CMI  Corporation 

2600  Telegraph  Road 

P.O.  Box  2026 

Bloomfield  Hills,  Ml  48303-2026 

Telephone  313-456-0000 

TWX  810-232-1667  **  m  *  »     ht 


CMI  f' 


A  Torchmark  Company 


The  broad  role  played  by  equipment 
leasing  in  the  U.S.  economy  is  rap- 
idly being  emulated  in  a  number  of 
other  countries  around  the  world. 
In  fact,  Robert  J.  Merritt,  president 
of  Manufacturers  Hanover  Leasing 
Corporation,  says,  "Leasing  is  abso- 
lutely taking  off  on  the  international 
side." 

The  global  leasing  industry,  now 
valued  at  $250  billion,  is  growing  20 
percent  per  year.  The  Second  World 
Leasing  Convention,  held  in  Wash- 
ington, D.C.,  last  year  attracted 
nearly  150  delegates  from  26  coun- 
tries. This  group,  which  will  meet  in 
London  this  year,  includes  lessors 
from  the  U.S.  plus  those  from 
Leaseurope,  Asialease,  and 
Felalease,  (the  Latin  Leasing 
Association). 

In  the  developed  countries,        ^ 
John  Giddens  of  U.S.  Leasing 
International  says,  "Leasing 
generally  does  not  enjoy 

I  (HIM 


United  Nations 
experts  have  taken  an 
active  role  in  helping 
several  developing 
countries  perceive  the 
role  that  leasing  can 
play  in  their 
economies. 


quite  the  same  degree  of 
success  as  in  the  U.S.,  but  it  is  a 
significant  portion  of  total  capital 
expenditures,  often  5  to  15  percent." 

Meanwhile,  equipment  leasing  is 
also  growing  rapidly  in  many  devel- 
oping nations.  Malaysia,  for  exam- 
ple, surprised  many  foreign  banks 
recently  by  turning  down  proffered 
loans  for  a  highway  construction  proj- 
ect. Instead,  the  government  chose 
to  lease  $100  million  worth  of  equip- 
ment in  transactions  arranged  by 
Chase  Manhattan  Corp.  Leasing  is 
also  growing  rapidly  in  South  Korea 
and  several  other  Asian  nations 
that  sharply  restrict  bank  credit  to 
companies. 

The  enormous  equipment  de- 
mands implicit  in  China's  moderniza- 
tion program  suggest  it  may  soon  be 
ripe  for  leasing.  And  Manufacturers 
Hanover's  Robert  J.  Merritt  notes 
that  some  60  leasing  companies 
were  formed  in  India  last  year.  He 
adds  that  United  Nations  experts 


have  taken  an  active  role  in  helping 
several  developing  countries  per- 
ceive the  role  that  leasing  can  play 
in  their  economies. 

"It's  very  difficult  to  make  many 
generalizations  about  the  role  of 
leasing  internationally  because  prac- 
tices vary  so  much  from  country  to 
country,"  notes  Charles  J.  Hill,  vice 
president  of  Bankers  Trust  Co.  In  the 
United  Kingdom,  for  example,  he 
notes  that  leasing  readily  permitted 
the  transfer  of  tax  benefits  until  re- 
cently. But  in  West  Germany  and  Ja- 
pan the  leasing  framework  has  put 
greater  emphasis  on  operating  is- 
sues rather  than  tax  benefits.  "There 


is  not  really  an  international  leasini 
product,"  Merritt  says,  because 
"leasing  is  a  very  different  product 
in  each  country." 

U.S.  leasing  companies  are, 
however,  a  significant  part  of  many 
of  these  foreign  leasing  markets.  Ii 
January,  for  example,  Manufacture 
Hanover  Leasing  Corp.  bought  a  5 
percent  interest  in  Central  Leasing 
International  Corporation,  a  ten- 
year-old  leasing  company  based  ii 
Taipai.  Madeline  Bayliss-Allen,  av  i 
president  at  Manufacturers  Hanov 
Leasing,  says  the  firm  "now  has  a 
network  of  60  offices  worldwide." 

The  global  growth  in  leasing  is 
occurring  in  spite  of  sharp  limits  o 
leasing  between-rather  than  withr  I 
countries.  The  U.S.,  United  Kingdn 
and  Australia  are  among  the  majo 

nations  that  have  limited  foreign 
^    cess  to  their  leasing  markets.  I 

^     the  U.S.,  for  example,  1984 

gU  legislation  constricted  the 
!  '  transfer  of  tax  benefits  fro 
tax-exempt  lessees,  and  that  in 
eluded  foreign  entities.  Since  the 
cross-border  leasing  has  flagged 
"because  the  rules  are  now  too 
onerous,"  says  Hill,  chairman  of 
the  American  Association  of  Equ 
ment  Lessor's  International  Leas 
Committee. 

In  recent  months,  leasing  ind 
try  officials  have  made  presenta 
tions  to  the  U.S.  Export-Import 
Bank  and  the  President's  Export 
Council,  arguing  that  cross-bord 
leasing  could  help  stimulate  U.S 
exports  and  reduce  the  nation's 
trade  deficit.  Last  year,  the  Presi 
dent's  Export  Council  wrote  to 
President  Reagan  recommendir 
reforms  designed  to  facilitate  m< 
international  leasing. 

Until  then,  however,  leasing 
seems  likely  to  continue  flourish 
within  a  surprisingly  large  numb 
of  national  borders,  even  if  it's  h 
pered  in  crossing  over  them.  D 


In  Arranging  Leveraged  Leases 
Bankers  Trust's  Position  is  Clean 
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$185,000,000 
Japan  Air  Lines  Company,  Ltd. 


Leveraged  Lease  Financing 
of  two  Boeing  747-300  Aircraft 


The  Industrial  Bank  of  Japan  Trust  Con 
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WfeVe  Number  One* 


ast  year  Bankers  Trust  arranged  more 
ig-ticket  leveraged  lease  financings 
ian  any  other  financial  institution.  Just 
ke  we  did  the  year  before.  And  in  1984 
ar  Lease  Financing  Group  managed  the 
rgest  lease  equity  syndication  ever 
sne  in  a  single  transaction.  In  all,  we 
ranged  leases  totaling  over  $2  billion 
r  the  year. 

We  have  made  our  mark  in  equity 
ndication  as  a  result  of  the  trust  we 
ve  built  with  lessors,  working  closely 
ifh  them  to  identify  transactions  that 


match  their  needs.  At  the  same  time,  we 
have  established  strong  relationships 
with  lessees  by  developing  innovative 
structures  designed  to  obtain  the  best 
possible  financings,  even  in  markets 
where  the  legislative  landscape  is  chang- 
ing rapidly.  Our  unique  rapport  with 
both  investors  and  lessees  enables  us  not 
only  to  react  quickly  to  changing  mar- 
kets, but  also  to  create  markets  when 
opportunities  arise. 

Bankers  Trust  brings  its  expertise  in 
large  tax-oriented  transactions  to  a  broad 


spectrum  of  markets — from  aircraft  to 
ships  to  manufacturing  facilities,  from 
containers  to  real  estate  to  the  newest 
frontier,  satellites. 

Our  lease  financing  professionals  bring 
to  each  transaction  skills  and  experience 
unsurpassed  in  the  industry.  Skills 
which  have  made  us  the  clear  leader  in 
leveraged  lease  financing. 

To  put  a  firm  with  these  capabilities  to 
work  for  you,  call  Charles  Hill,  senior 
vice  president,  or  Charles  Kiley,  vice 
president,  Lease  Financing  Group. 
(212)850-1956 


HBankersTrust  Company 

280  Park  Avenue,  New  York,  NY  10017 
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there  was  an  ITC,  so  it  wouldn't 
spell  the  death  knell  of  the  busi- 
ness; it  would  just  change  the  pric- 
ing." Fleming  of  the  AAEL  agrees: 
"If  the  tax  laws  change,  the  busi- 
ness won't  change  dramatically." 


He  notes  that  approximately  half  of 
the  total  number  of  leasing  transac- 
tions involve  transfers  of  tax  bene- 
fits. By  dollar  volume,  it's  60 
percent  of  leases.  But  changing  the 
tax  laws  wouldn't  alter  the  other  at- 
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tractions  of  leasing. 

Indeed,  in  the  market  for  small- 
ticket  items,  Gauss  of  Eaton  Finar 
cial  Corp.  says,  "Our  rates  are  no 
tax-sensitive  at  all."  In  fact,  some 
argue  that  an  end  to  accelerated 
depreciation  would  make  leasing 
an  attractive  way  to  attain  faster 
write-offs  on  equipment. 

It's  not  the  substance  of  the  tax 
laws  that  worries  some  of  those  ir 
the  leasing  industry  so  much  as 
their  variability.  "The  constant 
change  in  the  tax  law  is  unsettlinc 
it's  a  big  problem,"  says  Montgon 
ery  of  Xerox  Credit. 

Tax  codes,  residual  values  and 
lease  payments  are  the  three  var ! 
bles  that  shape  the  flow  of  funds 
and  rates  of  return  on  leasing  trai; 
actions.  Each  has  to  be  subjected 
to  careful  examination  every  time 
a  company  needs  a  new  piece  of 
capital  equipment  and  chooses 
between  leasing  and  buying.  But 
many  companies  have  taken  out  i 
their  sharp  pencils  and  found  tha 
leasing  does  more  than  increase 
their  operating  flexibility.  It  also 
makes  it  possible  to  acquire  the 
use  of  vital  equipment  in  ways  th 
leave  the  company's  financial  fie 
bility  unimpaired  while  holding 
down  costs.  That's  why  when  it 
comes  to  acquiring  capital  equip 
ment,  more  and  more  American 
companies  are  making  the  most 
the  leased.  □ 


Harvey  Shapiro  is  a  writer  and 
consultant  in  New  York  City.  He  h 
written  for  the  New  York  Times, 
Institutional  Investor  and  other 
major  publications. 
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Leasing:  ^eWtmter  Vlan 


Leasing  is  an  art  that  belongs  only  in  the-  hands  of 
financial  experts  with  a  commitment  towkettence. 
when  planned  correctly,  leasing  conserves  capital, 
provides  accurate  forecasting,  allows  convenience, 
flexibility,  and  affordahlity  of  a  wide  range  of 
^corporate  necessities  in  todays  technological  age. 

\3voosing  a  leasing  company  with  the  right  skills  is 
critical  to  your  corporations  master  plan.,  Your 
"leasing  partner"  jhguld  offer  tremendous  financial 
resources,  intelligent  technical  consultation,  worldwide 


representation;  competitive  rates,  and  virtually  every, 
kind  of  capital  equipment  you  need,  from  computer 
mainframes.  .  .to  office  products.  ,  .to  state-of-the-art 
JPKX systems.     i 

Gomdisco  is  the  company  that  does  it  all  with  a  full- 
serv^e  commitment.  \Oe~ve  been  serving  the  leasing 
needs  of  .flmenca's  top  corporations  for  over  /$  years. 

In  fY  IQ&4  alone,  we  financed  approximately  $1.3 
billion. in  new  computer  system^! snt  it  time  you  put 
your  leasing  requirements™  the  hands  of  tlie  master? 


KZemember:  when  you're  thinlzing  of  leasing  anything,  think  (Somdisco. 
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Comdisco,  Inc.,  6400  Shafer  Court,  Rosemont,  Illinois  60018  312/698-3000 

wtem  Region  Connecticut  203/655-1211  •  Western  Region  San  Francisco  415/944-1111  •  South  Central  Region  Dallas  214/641-3255 
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The  President  Lincoln  is  the  largest 
and  most  advanced  container  ship  ever 
built  in  the  United  States.  It  was  financed 
for  American  President  Lines  by  Xerox 
Credit  Corporation,  a  Xerox  Financial 
Services  Company. 

This  ship  financing  and  other  major 
capital  investments  from  aircraft  to  manu- 
facturing facilities  were  achieved  through 
our  Corporate  Finance  Division— one 
of  Xerox  Credit  Corporation's  five  divisions 
which  together  accounted  for  over  1  bil- 
lion dollars  worth  of  leasing  and  equip- 
ment financing  in  1984. 

Xerox  Credit  Corporation  is  committed 


to  keeping  American  industry  competitive 
by  leasing  a  wide  variety  of  technologi- 
cally superior  equipment 

We  finance  middle-ticket  equipment 
such  as  computer  systems 
and  industrial  machinery 
through  our  Circle  Business 
Credit  subsidiary.  And  we 
handle  individually  structured  vehicle 
fleet  financing  through  our  LMV  Leasing 
Corporation. 

Our  Commercial  Services  Division 
develops  local,  regional,  and  national  ven- 
dor leasing  programs  to  help  increase 
sales  of  all  types  of  equipment.  And  when 


TeamXerox 


customers  purchase  Xerox  products  we 
finance  them,  too.  Through  our  Install- 
ment Sales  Division. 
After  all,  we're  part  of  Team  Xerox. 
We  have  the  strength  of 
Xerox  Corporation  behind 
every  one  of  our  transactioi 
And  so  can  you. 
If  your  company  demands  the  kind  of 
creative  financing,  professionalism,  per- 
formance, and  resources  we  can  offer, 
contact:  The  President  Xerox  Credit 
Corporation,  2  Pickwick  Plaza,  Greenw 
CT  06836,  Telephone  (203)  625-6704. 
We'll  promise  you  smooth  sailing. 


Numbers  Game 


P  has  put  most  of  its  timber  into  a  limited 
partnership.  Generosity  to  shareholders? 
iow  about  a  shark  repellent? 


Edited  by  Geoffrey  Smith 


Up  a  tree 


By  Ruth  Simon 


It's  no  secret  that  undervalued 
assets  attract  takeover  offers.  But 
what  can  a  company  with  a  lot  of 
Id  historical  costs  on  its  books  do  to 
;fend  itself?  International  Paper  Co. 
xently  came  up  with  a  novel  idea: 
ut  those  undervalued  assets   in  a 
mited  partnership.  The  company  is 
ffering  investors  a  stake  in  IP  Tim- 
;rlands,    consisting  of  6.3   million 
:res  of  trees.  (IP  is  holding  on  to  just 
30,000  acres  itself.) 
This  is  no  ordinary  deal.  "It's  the 
nly  timber  partnership  I've  heard  of 
nee  the  days  in  the  1970s  when  peo- 
ie  were  ready  to  syndicate  anything 
lat  was  animal,  vegetable  or  miner- 
,"  says  Ernst  &  Whinney  tax  shelter 
tpert  Warren  Shine.  But  unlike  most 
those  syndications,  IP's  partnership 
lis  only  limited  tax  advantages.  It  is 
bt,  strictly  speaking,  a  tax  shelter. 
1  The  structure  of  the  IP  partnership 
unusual,  too.  There  are  not  one  but 
!/o  classes  of  stock.  The  45  million 
lass  A  shares  receive  95%   of  the 
jsh  flow  from  the  harvesting  and  sale 
timber  during  the  next  15  years;  an 
ual  number  of  Class  B  shares  will 
t  95%  of  the  profits  and  losses  for 
|nber  harvested  after  1999.  This  en- 
les  IP  to  boost  the  yield  on  the  Class 
shares  to  make  them  marketable. 
What  puzzles  Wall  Street  is  that  IP 
selling  just  5%  of  Class  A  for  now 
d  none  of  Class  B.  To  sweeten  the 
al  on  that  modest  offering,  IP  has 
smised  investors  cash  distribution 
r  Class  A  unit  of  at.  least  65  cents 
r  quarter  this  year  and  68  cents  per 
arter  from  1986  through  1988.  At 
offering  price  expected  to  be  at 
st  $22  a  unit,  that's  an  attractive 


12%  aftertax  return  for  investors  in 
the  top  tax  bracket.  IP  has  even  prom- 
ised to  buy  back  the  units  if  tax  re- 
forms eliminate  the  capital  gains 
treatment  and  other  tax  benefits. 

But  IP  still  apparently  doesn't  think 
an  offering  that  takes  215  pages  to 
explain  will  be  an  easy  sell.  You  can 
tell  because  they  have  enlisted  four 
investment  bankers — Lazard  Freres, 
Dean  Witter,  First  Boston  and  Merrill 


Chas  B  Slackman 

Lynch — for  a  $50  million  offering. 

Why  go  to  all  that  trouble  just  to 
sell  5%  of  the  partnership  for  around 
$50  million?  That's  peanuts  for  a  $4.7 
billion  (sales)  company  like  IP.  "We 
feel  the  timberlands  are  the  most  un- 
dervalued asset  on  our  books,"  says 
IP's  chief  economist  Tom  Corrigan. 
"It  allows  the  market  to  assign  a  value 
to  them."  Takeover  artists  love  long- 
lived  assets  that  have  been  on  the 
books  at  exceptionally  low  cost  as 
long  at  IP's  timber  has.  That's  why 
Masonite  spun  off  its  trees  to  share- 
holders, nearly  two  years  before  it  was 
acquired  by  U.S.  Gypsum  (now  part  of 
USG  Corp.). 

But  IP  denies  its  partnership  is  a 
defense  against  takeovers  or  a  first 
step  toward  voluntary  liquidation. 
"This  partnership  was  set  up  for  the 


ongoing  management  of  the  assets," 
says  John  Dillon,  vice  president  for 
land  and  timber.  "It  is  not  intended  to 
liquidate."  So  far  the  deal  has  had 
little  impact  on  IP's  balance  sheet. 
"It's  the  same  as  though  they  had  it  in 
a  division,"  says  Peat  Marwick  part- 
ner Robert  Willens. 

So  why  is  IP  bothering?  Only  if  it  is 
a  preliminary  for  other  actions  does  it 
make  sense. 

Although  IP  won't  specify,  there  are 
some  obvious  possibilities.  One  op- 
tion, suggests  Paine  Webber  analyst 
Lawrence  Ross,  would  be  for  IP  to 
distribute  a  portion  of  the  partnership 
to  shareholders  annually.  That's  what 
Transco  is  doing  with  the  limited 
partnership  it  set  up  in  1983  for  its 
exploration  business,  in  the  process 
boosting  its  stock  yield  to  more  than 
15%  and  its  price  from  $23  to  $55  per 
share.  But  IP  would  face  tax  problems 
in  such  a  maneuver  that  the  energy 
company  managed  to  avoid.  Transco 
got  a  special  exception  written  into 
the  1984  tax  bill,  which  otherwise 
requires  companies  to  treat  such  "un- 
bundlings"  as  though  the  property  in 
the  partnership  had  been  sold  for  cash. 
IP  would  have  to  go  to  Congress  to  get 
its  own  special  exemption  written 
into  the  law,  says  Willens.  Otherwise 
the  company  would  have  to  pay  tax 
on  the  property's  appreciation  in  val- 
ue without  getting  any  cash  with 
which  to  pay  that  tax. 

There's  another  possibility:  using 
the  partnership  as  a  shark  repellent. 
Says  one  industry  analyst,  "If  this 
stock  does  not  sink  and  there's  no 
threat  of  a  takeover,  they  won't  put 
out  any  more  of  the  partnership."  But 
if  rumors  of  takeover  begin,  the  com- 
pany would  spin  off  Class  A  stock;  a 
concrete  threat  would  lead  to  a  spinoff 
of  Class  B.  The  two  steps  would  leave 
the  raider  without  the  assets  that  pro- 
vide 50%  to  70%  of  IP's  earnings. 

Still  others  suggest  that  IP  could 
attempt  to  boost  its  share  price  with- 
out incurring  stiff  tax  liabilities  by 
using  the  revenue  from  future  part- 
nership offerings  to  buy  back  its  com- 
mon stock.  The  company  announced 
one  buyback  last  December:  4  million 
shares  for  an  employee  savings  plan. 

Another  option  is  to  use  the  part- 
nership as  a  currency  to  fund  timber 
purchases  or  other  acquisitions. 

"It  gives  the  company  a  lot  of  flexi- 
bility," says  IP's  Corrigan.  "Your 
imagination  is  your  limit  in  terms  of 
what  we  can  do  with  these  securities 
if  they  hold  their  value  over  time." 

Stay  tuned.  ■ 
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INTRODUCING  THE 
16-VALVE,  INTERCOOLED  SAAB  TURBO. 


ANY  OTHER  CAR,  THIS  MUCH  POWEF 
WOULD  BE  IRRESPONSIBLE. 


Remember  muscle  cars? 
"Getting  rubber"?  "Slam 
shifting"?  "Blowing  someone's 
doors  off? 

Screech.  Graunch.  Whoosh. 
The  golden  songs  of  a  golden 
era.  Tributes  to  the  prodigality 
of  power  in  the  hands  of  im- 
petuous youth.  Redolent  of  nos- 
talgia. And  like  many  things 
nostalgic,  out  of  place  in  the 
present. 

Now  that  gas  is  back,  so  is 
muscle.  Only  today,  you  have  a 
choice.  You  can  once  again  buy 
a  car  that  uses  it  frivolously. 

Or  you  can  buy  the  Saab 
900  Turbo. 

The  new  16-valve,  inter- 
cooled  Saab  Turbo  engine  is 
fuel-efficient,  like  the  first  and 
second  generation  Saab  turbo - 
charged  engines  that  preceded 
it.  While  being  considerably 
more  powerful  at  the  same 
time. 

Having  four  valves  per 
cylinder  (with  dual-overhead 
camshafts)  helps  the  new  Saab 
Turbo  engine  inhale  and  exhale 
easier.  It  enables  the  spark 
plug  to  be  located  at  the  center 
of  the  hemispherical  combus- 
tion chamber. 

In  strictly  practical  terms, 
this  means  combustion  is  more 
complete  and  efficient.  So  com- 
pression can  be  raised  without 
raising  the  octane  of  the  fuel 
needed  to  achieve  it. 

Increased  compression 


means  better  throttle  response. 
With  no  penalty  in  fuel  economy. 
Both  mean  greatly  increased 
driving  enjoyment. 

Intercooling  lowers  the  tem- 
perature of  the  air  mass  com- 
pressed by  the  turbocharger. 
Which  means  boost  can  be 
increased  (it  has)  and,  along 
with  it,  power  (it  has  too). 

The  intercooling  and  16- 
valve  head  combine  to  produce 
the  kind  of  mid-range  torque 
you  may  remember  from  the 
halcyon  days  of  the  muscle  car. 


1985  SAAB  PRICE  LIST* 

900  3-door $11,850 

900  4-door $12,170 

900S3-door $15,040 

900S  4-door $15,510 

Turbo3-door ." $18,150 

Turbo4-door $18,620 

Automatic  transmission  $400  additional. 


But,  unlike  the  power  of 
yesteryear,  the  power  of  the 
Saab  Turbo  has  been  harnessed 
to  be  of  maximum  practical 
advantage  in  a  real  world. 

How  to  put  power  to 
its  best  use. 

Making  a  car  go  faster  used 
to  entail  nothing  more  complex 
than  squeezing  into  it  the  largest 
engine  and  carburetors  that 
would  fit. 

With  steering  that  was 
often,  to  be  charitable,  a  bit 
vague.  Tiny  drum  brakes.  A 
chassis  that  was  nothing  if  not 
flexible. 


And  a  body  that  had  little 
crashworthiness  going  for  it 
other  than  sheer  mass. 

Saab  thinks  other  things 
should  precede  power  before 
can  be  put  to  responsible  uses 

First,  you  should  build  a 
body  that  is  not  only  rigid,  but 
safe. 

Under  that,  you  should  pi 
the  best  shock  absorbers  ava  i 
able  (gas  filled)  so  the  power 
can  be  transmitted  to  the  roa( 
no  matter  what  kind  of  road  iti 
transmitted  to. 

The  brakes  should  be  mo 
than  equal  to  the  power  they'* 
meant  to  hold  in  check.  Four-i 
wheel  disc  brakes. 

These  brakes  should  ride 
within  wheels  and  tires  capat 
of  resolute  traction.  Light-all( 
15"  wheels  with  low  profile, 
high-performance  radials. 

Steering  should  be  precisi 
channeling  power  towards  its 
proper  course. 

And  power  should  be 
transmitted  through  the  front 
wheels,  where  it  can  do  the 
most  practical  good. 

All  these  things  make  a 
Saab  the  perfect  environmer 
for  an  engine  like  the  inter- 
cooled,  16-valve  Turbo  engii 
being  introduced  in  1985. 

Of  course,  if  you  look  foi  | 
them,  you  will  find  more  pow| 
ful  cars  on  the  market. 

But  none  that  use  their 
power  so  wisely  or  as  well. 


*  Manufacturer's  suggested  retail  prices.  Not  including  taxes,  license,  freight,  dealer  charges  or  options.  There  are  a  limited  number  of  turbo  models  available  with  Saai  | 
Appointments  group,  which  includes:  leather  upholstery,  fog  lights,  and  electric  sunroof,  at  additional  cost. 
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Everybody  knows  everyone  s  troubles  in 
Marfa,  Tex.  Beef  is  too  low,  costs  are  too  high, 
there's  too  much  rain  after  too  much  sun. 
But  then  there's  always  Sheikh  Bramans 
money  and  the  cattle  futures  market. 

West  of  the  Pecos 


By  Robert  H.  Bork  Jr. 


T|  WO  HOURS  BEFORE  SUNRISE  at 
the  Thunderbird  restaurant  in 
Marfa,  Tex.,  a  half-dozen  cattle 
ranchers  are  already  emptying  their 
second  pot  of  coffee.  Just  about  any 
day,  men  who  collectively  own  or 
manage  up  to  1,000  square  miles  of 
these  arid  highlands  150  miles  west  of 
the  Pecos  River  sit  at  two  square  ta- 
bles shoved  together.  The  talk  is 
about  football,  coyotes,  mountain 
lions,  airplanes  and  quail  hunting. 

The  one  topic  that  seldom  comes 
up  is  cattle.  Ranchers  string  barbed 
wire  around  their  feelings  on  this  sub- 
ject. You  don't  ask  a  man  how  many 
acres  he's  got,  how  many  head  of  cat- 
tle he  has  or  how  much  he  owes  the 
bank.  "That's  like  talking  about  sex 
in  church,"  says  Lynn  Crittendon, 
who  ranches  a  spread  of  more  than  10 
square  miles  northwest  of  Marfa  in 
Jeff  Davis  County  at  the  foot  of  the 
Davis  Mountains. 

Anyway,  every  man  here  knows  the 
little  there  is  to  say  about  the  cattle 
business  these  days:  Beef  prices  are  too 
low,  production  costs  are 
too  high.  You  used  to  buy  a 
pickup  for  what  10  calves 
brought.  Now  it  takes  30. 
With  all  that  talk  about 
cholesterol,  per  capita  beef 
consumption  dropped 
20%  between  1976  and 
1985,  while  chicken 
climbed  33%.  Now  they 
are  almost  even — 75.3 
pounds  of  beef  and  69.4 
pounds  of  chicken. 

Then  the  land  has  its 
own  problems,  this  hard 
country    in    the    western 


Marfa,  Tex. 
(pop.  2,400):  "You 
can  ride  from  bell 
to  breakfast  and  not 
see  another  man. " 


wedge  of  Texas,  70  miles  north  of  the 
Rio  Grande  and  450  miles  west  of 
Dallas.  It  is  a  vast  sea  of  barrancas, 
washes,  tors  and  screes,  of  mesquite, 
catclaw,  prickly  pear  and  greasewood, 
a  heroic  plain  cradled  in  volcanic 
mountains  that  seem  painted  onto 
the  horizon.  This  is  where  they  filmed 
Giant.  "You  can  ride  from  hell  to 
breakfast  and  not  see  another  man," 
says  rancher  Jim  Rice.  For  three  years 
it  didn't  rain,  and  herds  were  trimmed 
30%  to  70%.  A  few  sold  all  their  live- 
stock. Now  it  has  rained  so  much — 36 
inches  between  last  May  and  Decem- 
ber, four  times  the  average  annual 
rainfall — that  the  grass  has  weakened. 
Ranchers  must  now  supplement  cat- 
tle diets  with  protein-rich  and  expen- 
sive cottonseed  cake.  The  warm  sum- 
mer sun  still  is  three  months  away, 
but  already  the  poisonous  locoweed  is 
so  thick  in  some  places  that  you  could 
mow  and  bale  it. 

Still,  when  Forbes  went  to  Marfa,  a 
three-stoplight  town  of  2,400,  we 
found  folks  in  pretty  good  spirits. 
Lynn  Crittendon,  a  beanpole  of  a  man 
who  looks  15  years  younger  than  his 
56  years,  showed  Forbes 
the  countryside  in  his 
pickup.  "An  old-timer  out 
here  once  said,  'It's  a  won- 
derful place  to  live  but  a 
lousy  place  to  make  any 
money.'  I  asked  my  ac- 
countant how  many  mil- 
lions were  lost  this  year, 
and  he  said,  'I  can't  count 
it.'  The  ranch  itself 
doesn't  make  a  savable 
surplus.  If  at  the  end  of  the 
year  you  can  pay  the  inter- 
est on  your  production 
loan,  you're  in  pretty  good 
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AT&T 

GIVES 

YOU  THE 


OUTLETS 


TODAY'S 

WORLD. 


There's  one  word  to  describe 
today's  world. 

Hectic. 

Informa- 
tion coming  in. 
Information 
going  out.  Voice, 
video  and  data. 

It  can  all 
get  pretty 
pressure- 
packed. 

Which  is 
where  AT&T 
comes  in. 

We'll  help 
you  cope  with 
this  new  world  of  information 
management. 

Something  we've  been  doing  for 
109  years  with  the  best  telephone  sys- 
tem in  the  world. 

And  what  we  did  for  telephone 
communications,  we're  now  doing  for  i 
kinds  of  information. 

Making  it  easily  available  and  ea 
to  use. 

PHONES  THAT  SAVE  EVERYTHING 
FROM  TIME  TO  LIVES. 

We've  designed  our  phones  to 
make  your  life  a  lot  easier.  And  a  little 
safer,  too. 

Phones  that  will  dial  and  redial  \ 
busy  and  unanswered  numbers,  so 
there's  no  aggravation.  And  phones  th 
will  answer  the  phone  for  you. 

Cordless  phones  that'll  go  the  di  I 
tance  with  clearer  and  more  secure 
frequencies. 

Cellular  mobile  car  phones  that 
farther,  so  you're  never  out  of  touch  e 
when  you're  driving, 

A  phone  that  automatically  calls 
not  one,  but  two  preprogrammed 
numbers  in  case  of  fire  or  other  emer 
gencies.  All  phones  you  can  count  on 
well  as  call  on. 

Whether  you  buy  them  or  lease 
them. 


OUR  BUSINESS  SYSTEMS 
MAKE  YOUR  WORK  LESS  WORN 

We  designed  our  systems  for  bi 
ness  by  putting  ourselves  in  your  pla< 
Systems  that  grow  when  you  grow, 
change  when  you  change. 

Complete  with  digital  technolo 
that'll  integrate  communications  wit 
everything  from  temperature  contra 
electronic  mail,  to  security.  Or  data 
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lmunications  terminals,  modems, 
conferencing  equipment  and  more. 

For  customers  who  only  want 
nes  in  their  offices,  we  are  con- 
itly  improving  Centrex  services  to 
sfy  many  of  these  same  sophisti- 
;d  voice  and  data  needs. 

And  we  offer  a  quality  that's  get- 
;  harder  and  harder  to  find  in  today's 
Id. 

Reliability. 

Not  only  do  we  have  customized 
:ems  that  monitor  themselves,  we 
t  have  a  service  that  keeps  tabs  on 
m  24  hours  a  day.  Plus  the  industry's 
;est  and  most  experienced  service 
e  at  your  beck  and  call. 

So  your  lines  stay  up. 

Not  to  mention  your  productivity. 

GLOBAL  NETWORK  THAT  OFFERS 
A  WORLD  OF  DEPENDABILITY. 

Whether  it's  a  home  phone,  public 
lie,  information  system,  or  com- 
er, AT&T  lets  you  reach  out  and  touch 
place  in  the  world. 

With  an  incredible  computerized 
work  that  takes  you  from  Tokyo  to 
[omo,  from  Cairo,  Illinois,  to  Cairo, 
rpt.  And  everywhere  in  between. 

So  you  can  send  and  receive  voice, 
;o,  or  data  across  the  country  or 
und  the  world.  Or  meet  face  to  face 
)ugh  teleconferencing,  so  you  don't 
e  to  worry  about  time  and  travel 
ts.  Or  even  have 
mited  access  and 
iget  control  through 
800  numbers  and 
TS  lines. 

j   An  intelligent  net- 
k  that's  not  only  the 
;t  reliable  in  the  world, 
tthe  most  flexible. 

As  well  as  personal. 

With  real  human 
igs— over  35,000  oper- 
s— who  are  always 

1e  to  help  if  you  ever 
:  a  problem. 
AT&T  TURNS  SCIENCE  I 
■METHING  YOU  CAN  COPE  WITH. 
Through  years  of  inventing  every- 
l  from  the  telephone  to  the  transis- 
ve've  always  kept  one  thing  in  mind. 
The  people  who  actually  use  what 
went. 

So  everything  we  come  up  with 
just  sophisticated  technology. 
It's  user-friendly  technology. 


And  as  reliable  as  it  is  advanced. 

Our  switching  systems  are  second 
to  none,  with  built-in  computer 
intelligence. 

Our  lightwave  technology  is  now 
bringing  the  world  closer,  faster— by 
moving  millions  of  bits  of  video,  voice,  or 
data  thousands  of  miles  in  a  split  second. 

All  on  a  hair-thin  strand  of  glass 
fiber.  Across  the  country  or  under  the  sea. 

AT&T  Bell  Laboratories  is  devel- 
oping new  advanced  systems  of  even 
higher  levels  of  communication  and 
information  control. 

Systems  for  the 
home  and  business  that 
let  you  know  who's  call- 
ing even  before  you  pick 
up  the  receiver. 

But  that's  just  a 
sample. 

Today  our  scien- 
tists and  engineers  are 
advancing  technology  in 
all  of  the  areas  crucial 
to  the  movement  and 
management  of  infor- 
mation. Creating  and 
improving  everything 
from  more  powerful 
computer  chips  to  software  applications. 

Which  all  comes  down  to  a  future 
where  the  Age  of  Information  will  be 
available  to  more  people  in  more  places 
than  ever  before. 

THE  MOST  EXTENSIVE 

COMPUTER 
ENTRY  EVER  MADE. 

Legally,  we  couldn't 
sell  our  computers 
before.  But  now  we  can. 

In  fact,  we've 
already  introduced  the 
broadest  initial  product 
line  in  the  history  of 
information  processing. 
Computers  rang- 
ing in  size  from  desk-top 
super  micros,  to  super 
minis. 

Along  with  our  new  personal 
computer  that  can  handle  everything 
from  financial  analysis,  forecasting,  and 
budgeting  to  word  processing  and 
inventory. 

User-friendly  computers  that'll 
take  the  complexity  out  of  information 
movement  and  management. 

Computers  capable  of  working 
with  other  equipment  you  may 


already  have. 

To  give  you  the  most  flexible 
information  systems  in  the  world. 

And  that's  not  all.  Our  UNIX™ 
System  V  operating  system  is  already 
becoming  the  industry  standard  for 
multi-user,  multi-tasking  machines. 

Linked  with  AT&T's  communica- 
tions system,  you'll  be  in  touch  with 
more  information  faster  than  ever 
before. 

We  think  you'll  be  impressed  with 
our  full  line  of  computers. 

Even  some  of  the 
toughest  people  in  the 
world  to  impress  are 
impressed. 

The  Japanese. 
Japan's  Nippon  Tele- 
phone and  Telegraph 
Public  Corporation  has 
bought  60  of  our  3B20S 
super  minicomputers. 

CALL  US  AND  WE'LL 

HELP  YOU  WITH 

MORE  INFORMATION. 

Even  after  reading 
this,  you've  only  skimmed 
our  surface.  So  you  just 
might  have  a  few  questions. 

No  problem,  just  call  us  at 
1  800  247-1212. 

We'll  try  to  give  you  the  informa- 
tion you  need.  Or  put  you  in  touch  with 
the  right  people  to  help  you. 

We  think  you'll  see  that  we're  not 
just  here  to  sell  you  the  Information  Age. 
We're  here  to  help  you  cope  with  it. 


WHETHER  IT'S  TELEPHONES, 
INFORMATION  SYSTEMS, 
LONG  DISTANCE  OR  COMPUTERS. 


AT&T 
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Sunup  at  the  Thunderbird  restaurant 

You  don't  ask  a  man  how  many  acres  he's  got,  how  many  head  he  has  or  how  much  he  owes  the  bank. 


Cities/Marfa 


shape,"  says  Critt,  as  friends  call  him. 

He  has  been  ranching  for  27  years, 
since  he  married  Jane  Moore,  whose 
family  has  been  on  the  same  land  for 
100  years.  She  has  lived  in  the  same 
house  almost  all  her  life,  through  the 
great  seven-year  drought  of  the  Fifties 
and  the  dry  spell  that  just  passed. 

But  ranchers  here  are  managing 
their  debt  better  than  a  lot  of 'farmers. 
No  one  can  remember  the  last  time  a 
man  was  driven  off  his  land  for  not 
being  able  to  pay  his  bills. 

Land  is  changing  hands,  mind  you, 
some  for  the  first  time  in  a  century.  In 
some  cases  it's  to  satisfy  the  taxman; 
the  inheritance  tax  is  hated  more  than 
coyotes.  In  other  cases  it's  to  pay  off 
debts  from  living  too  high — too  many 
airplanes,  too  many  tennis  courts  and 
swimming  pools.  And  often  it's  a  lit- 
tle of  everything,  plus  the  outsiders. 

In  the  Seventies  limited  partner- 
ships of  doctors  and  lawyers  were 
buying  up  ranch  land  at  $40  to  $70  an 
acre.  Today  oilmen  are  the  new  pio- 
neers, offering  $200-plus  for  an  acre 
that  great-granddaddy  may  have 
bought  for  $6.  Men  like  Clayton  Wil- 
liams, L.R.  French  and  Bill  Blakemore 


IH 


Mat  fa's  closed  drive-in 

Two  customers  instead  of  ten. 

from  Midland  and  Danny  Braman 
from  Victoria  (Sheikh  Braman,  they 
call  him  here,  with  his  Gulfstream  II 
and  bodyguards)  have  bought  up  at 
least  1,000  square  miles.  There's  even 
the  Dia  (art)  Foundation  from  New 
York  (it  isn't  doing  so  well,  since  most 
of  its  holdings  are  in  Schlumberger 
stock),  which  purchased  tens  of  thou- 
sands of  acres  of  ranch  land  and  a 
dozen  buildings  in  town  in  which  to 
display  esoteric  abstract  sculptures  by 
Donald  Judd  and  others. 

"People  bad-mouth  them  a  lot,  but 


if  it   hadn't   been   for  those  people] 
who've  come  here  and  raised  the  val- 
ue of  the  land — maybe  not  the  value] 
but  the  price  of  the  land — my  equity! 
wouldn't  be  such  that  I  could  borrow 
to    do    other    things,"    says    Hayes 
Mitchell  Jr.,  who  runs  1,200  cows  onl 
about  80  square  miles  of  deeded  and| 
leased  land  south  of  Marfa. 

John  Fitzgerald,   president  of  the| 
Marfa  Production  Credit  Association j 
has  lent  $27  million  to  his  87  mem  , 
bers  in  three  counties  to  finance  theiil 
annual  production  costs.  "The  trenc| 
in  the  last  four  or  five  years  isn' 
good,"  he  says.  The  average  annual 
production  loan  is  $310,000,  probabH 
$50,000  higher  than  five  years  ago! 
And  there  is  quite  a  bit  of  rollover 
Ranchers  borrow  on  the  value  of  thei 
livestock,  their  liquid  collateral.  Fed 
eral  rules  require  a  rancher  to  have 
liquid  collateral  margin  of  at  leas 
15%  over  the  value  of  his  loan.  Dui 
ing  the  past  18  months,  with  weake 
cattle  prices  and  pyramiding  debt  o 
the  same  size  herds,  the  average  liqui 
collateral   margin  has   shrunk  froi 
25%   to   18%,  which  is  getting  tc 
close  for  comfort. 

Ranching  west  of  the  Pecos  is 
losing  proposition  for  the  averaj 
cattleman,    says   Robert   Kensing, 
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Even  when  the  investment  climate  is  gloomy,  the 

i  gnomes  of  Freddie  Mac  will  help  you  weather 
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ranch  management  economist  with 
Texas  A&M.  The  average  rancher 
with  300  head  will  lose  $69  a  head 
this  year,  according  to  his  model. 

"The  old  philosophy  was  to  grow 
something  and  sell  it  at  a  certain  time 
of  year.  That's  a  rancher,"  says  Fitz- 
gerald of  the  credit  association.  "But  a 
manager  is  the  only  one  who  makes 
money  now.  He  plans  his  budget  and 
markets  his  commodities." 


Mitchell  is  one  such  manager,  the 
fourth  generation  of  his  family  to 
ranch  these  plains.  "I  don't  get  my 
feet  as  wet  as  I  used  to.  I  don't  ride  the 
range  very  much.  I  do  a  lot  of  my 
ranching  out  of  an  airplane,"  he  says. 

Weekday  mornings,  Mitchell,  49,  is 
in  his  Marfa  office  by  6:30  and  in  front 
of  a  commodities-quote  computer 
when  the  cattle  market  opens  at  9.  He 
watches  the  cattle  futures  trading  un- 
til the  market  closes  at  1  p.m.  and 
then  flies  or  drives  out  to  his  ranches. 

"My  cattle  are  ready  for  market  in 


Rancher  Bill  Shurley  and  his  wife,  Jane,  Marfa 's  mayor 
"Ranching  the  way  my  father  knew  it  is  a  thing  of  the  past.' 


Hayes  Mitchell  Jr.  and  his  commodities-quote  machine 
"Futures  contracts  don't  die  of  pneumonia." 


the  fall.  When  the  market  rises  in  the 
spring,  as  it  generally  does,  and  I  find  a 
situation  I  feel  comfortable  with 
price-wise,  I  may  sell  cattle  contracts 
for  fall  delivery.  Even  though  I  have 
cattle,  they're  calves,  they  don't 
match  the  contract,  and  I  have  no 
intention  of  delivering  on  this  con- 
tract. If  you  want  to  pick  numbers  out 
of  the  air,  October  feeder  futures  are 
$71.25  per  hundredweight,  and  that 
would  be  yearling  steers  weighing  600 
to  650  pounds.  Well,  the  price  of  my 
500-pound  calf  should  be  $2  or  $3 
above  the  price  of  the  futures  con- 
tract. So  I  would  expect  to  get  $74  and 
$75  for  my  calves  in  the  fall.  If  I  felt 
that  I  could  live  with  that,  was  happy 
with  that  price,  I  would  sell  October 
feeder  futures.  If  those  futures  go  up, 
I've  lost  on  my  futures  contract,  but 
my  calves  are  worth  more  money.  If 
the  futures  go  down,  I  make  money  on 
the  futures,  but  my  calves  are  worth 
less.  So  it's  spreading  the  risk.  That's 
a  strict  hedge. 

"Last  year  I  made  money  in  the 
futures  game,  but  not  off  the  ranching 
operation,  including  interest  and  prin- 
cipal payments.  They  won't  come  off 
a  ranching  operation  even  in  a  good 
year.  If  I'm  not  astute  enough  in  the 
futures  market  or  in  other  things, 
then  I'll  have  to  sell  a  piece  of  land." 
One  encouraging  thing,  Mitchell  says: 
"The  futures  contracts  don't  get  cold 
and  they  don't  die  of  pneumonia." 

But  most  ranchers  still  find  the 
fickleness  of  nature  less  of  a  crapshoot 
than  the  commodities  markets.  They 
prefer  their  own  game  with  their  own 
rules.  Take  Jim  White  III,  35,  assistant- 
manager  of  the  125-square-mile  Brite 
Ranch  built  by  his  great-grandfather. 
His  spread  lies  in  a  valley  along  the 
north  side  of  the  Sierra  Viejas,  3S\ 
miles  southwest  of  Marfa.  He  lives  in. 
a  ranch  house  built  in  the  early  1890s  i 
White's  game  is  producing  a  line  oil 
Hereford  calves  unbroken  by  outside 
genes  since  1915.  It's  as  specialized  i 
business  as  brain  surgery  or  repairing 
Aston  Martins.  There  probably  are  n( 
more  than  two  other  ranches  like  it  ii 
the  country.  Hence  the  higher  price: 
he  commands. 

"When  I  sell  a  bull  to  a  cattleman 
his  calves  will  weigh  15  to  30  pound 
more  and  make  him  a  profit.  It's  rea 
easy.  We  don't  owe  anything  on  th 
land.  We  don't  owe  anything  to  an> 
body.  All  of  our  cattle  are  sold  years  i: 
advance.  My  bulls  will  bring  probabl 
twice  as  much  as  other  bulls.  M 
fixed  costs  are  the  same  as  othc 
ranchers',  but  my  profits  are  better, 
explains  White. 

Some  ranchers,  like  Bill  Shurlc 
58,  have  turned  their  ranches  into  ju: 
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National  Car  Rental  cordially  invites 
1  you  to  spend  some  time  in  some  places  you 
j  may  have  thought  you  couldn't  afford.  Three 
classic  American  luxury  cars. 

You  can  cut  an  indelible  impression  in 
I  a  sumptuous  new  Cadillac  Sedan  de  Ville. 
Or  put  on  the  Ritz  in  the  4-door  splendor  of  a 


luxurious  Buick  Park  Avenue.  Or  even  make  a 
grand  entrance  in  the  plushness  of  an  elegant 
Oldsmobile  Ninety -Eight  Regency.  All  with  the 
added  luxury  of  unlimited  mileage. 

And  with  the  low  prices  National  has 
on  all  three  of  these  luxury  cars,  once  you're 
there  you  can  afford  to  stay  a  while. 


Mf  National  Car  Rental. 

YOU  DESERVE  NATIONAL  ATTENTION® 


CALL  800  CAR  RENTSM  OR  YOUR  TRAVEL  CONSULTANT. 

24-hour  advance  reservation  required.  Available  at  participating  locations.  The  number  of  luxury  cars  is  limited  and  specific  cars  are  subject  to  availability  Rates 
nondiscountable  and  subject  to  change  without  notice.  Car  must  be  returned  to  renting  location  You  pay  for  gas  used.  The  weekend  rate  is  available  beginning  noon  Thursday  through 
Monday  Each  rental  day  is  a  24-hour  period  beginning  at  time  of  rental.  Extra  hours  charged  at  regular  low  rates  3-day  minimum  for  Thursday  rentals  and  2-day  minimum  for  Friday 
and  Saturday  rentals  Weekend  and  weekday  rates  cannot  be  combined  on  one  rental  transaction. 

A  HOUSEHOLD 

I NTEIINjmONJM.  COMPANY  ©  1985,  National  Car  Rental  System,  Inc.  In  Canada,  it'sTilden.  In  Europe,  Africa  and  the  Middle  East,  it's  Europcar. 


Herefords  on  the  Brite  ranch 

Breeding  these  is  as  specialized  as  repairing  Aston  Martins. 
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another  unit  in  a  miniconglomerate. 
He  runs  800  head  of  cattle  on  about  85 
square  miles,  most  of  which  are  near 
Marfa.  He  also  ranches  near  Sonora. 
Shurley  makes  more  money  leasing 
125  acres  of  land  as  an  industrial  park 
to  22  oilfield  supply  companies  than 
he  does  off  his  ranches,  and  he  also 
profits  from  22  natural  gas  wells  on 
the  Sonora  ranch.  He  also  has  a  piece 
of  Marfa's  cable  television  company 
and  a  90,000-square-foot  refrigerated 
warehouse  at  the  Port  of  Houston.  He 
lives  in  a  large  ranch-style  house  on 
the  outskirts  of  town,  flies  gliders  and 
airplanes  and  has  a  tennis  court  and 
swimming  pool  in  his  backyard.  For 
him  ranching  has  become  a  tax  shel- 
ter. Depreciation  and  writeoffs  shelter 
two-thirds  of  what  he's  making  right 
now,  he  says. 

"I  worked  my  hind  end  off  on  the 
ranch,  but  now  I  spend  90%  of  my 
time  right  here  behind  this  desk  try- 
ing to  keep  the  thing  going.  Ranching 
the  way  my  father  knew  it  is  a  thing  of 
the  past.  The  world  of  being  a  cowboy 
and  ranching  has  evolved  to  the  point 
where  you've  got  to  be  an  accountant, 
an  attorney  and  a  vet." 


* 

£ 
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Rancher  Lynn  Crittendon 

Give  us  those  light  beer  admen. 

The  town  isn't  what  it  used  to  be, 
either.  A  cow  that  has  wandered  into 
the  town's  closed  drive-in  theater 
grazes  on  weeds  that  have  pushed  up 
through  the  asphalt.  Marfa  used  to 
have  three  car  dealers;  now  there  is 
just  one. 

"The  backbone  of  the  economy 
here  is  the  livestock  business,"  says 
Bill  Christopher,  who  owns  Chris- 
topher's department  store.  "When  it's 
down,  the  rest  of  us  are  down,  too. 
We've  been  in  business  50  years  and 
built   up   reserves   to   tide   us   over. 


We've  been  using  that  the  last  foi 
years." 

The  oilmen  bring  in  money,  a 
what  they  pay  for  land  pushes 
next  generation  off  it,  but  then  so  do< 
consolidation  and  the  lure  of  som 
place   else.    "Instead   of  having  te 
ranches,  you  now  have  one  or  tw 
Instead  of  ten  pickups  bought  eve:i 
year,  ten  families  shopping  for  groce 
ies,  for  pants  and  for  shirts,  you 
maybe  two  families.  It  doesn't  take 
many  people  or  as  much  equity 
operate  now  as  when  there  were  mc 
ranches,"  Christopher  says. 

The  big  employer  in  town  is  I 
U.S.   Border  Patrol   sector  office 
Marfa,  with  100  vehicles,  3  airplani 
a  helicopter,  65  employees  and  a   ; 
millioma-year     payroll,      but     tr 
doesn't  make  up  for  the  cattle. 

Still,  Lynn  Crittendon  is  optim 
tic.  "You  can  take  a  pretty  bad  siti 
tion  and  give  a  rancher  a  little  mo 
ture,  and  the  world  looks  wonderfu 
think  the  cattle  business  can  last,  1 1 
it's  on  shaky  ground.  What  we  n&\ 
the  cattlemen,  is  to  locate  whoevei  I 
is  on  Madison  Avenue  who  mal 
those    light    beer    commercials   s 
make  some  about  beef.  The  diet  p 
pie  are  killing  us.  It  would  do  more 
us  than  a  good  rain."  ■ 
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as  a  competitor  just  won  the  bidding  for 
iur  industry's  sick  man?  Why  not  sue  for 
ntitrust?  The  feds  probably  won't  do  it  for 
iu,  and  you  might  win  in  the  first  round. 

Corporate 
vigilantes 


Edited  by  Geoffrey  Smith 


By  David  Henry 


Kussell  Cleary  was  steaming. 
"Who  makes  merger  policy?" 
he  asked.  "It  winds  up  being 
ide  by  your  competitors." 
Cleary  is  upset  because  his  deal  to 
y  a  long-sought  national  beer  for  his 
Heileman  Brewing  Co.  was  shot 
wn.  Shot  down  by  antitrust  argu- 
mts,  but  not  by  the  U.S.  Depart- 
;nt  of  Justice.  By  a  competitor,  The 
roh  Brewery  Co. 

"The  precedent  here  is  devastat- 
\,"  says  Cleary.  "Stroh  got  a  local 
Ige  to  step  in  and  enjoin  the  trans- 
tion  while  somebody  else  [private 
;wer  and  Forbes  400  member  Paul 
Imanovitz]  bought  the  company." 
Heileman,  a  company  of  regional 
ers,  had  offered  to  buy  nationally 
stributed  but  troubled  Pabst.  Cleary 
ured  the  acquisition  would  put  him 
:o  the  major  leagues  at  last  and  im 
ove  his  odds  against  giants 
;iiser-Busch  and  Miller.  The 
rtment  of  Justice  cleared  the 
but  suddenly  Stroh, 


the  number  three  brewer,  and  tiny 
Schmidt  Brewing,  both  of  which  had 
tried  to  buy  at  least  part  of  Pabst, 
brought  suit  late  in  December.  They 
alleged  that  the  Heileman-Pabst  deal 
would  create  a  company  so  powerful 
in  the  upper  Midwest  that  it  would 
pressure  Stroh  distributors  to  defect — 
a  "combination  in  restraint  of  trade" 
if  ever  there  was  one,  your  honor. 

A  federal  district  judge  in  Detroit 
granted  a  preliminary  injunction — 
which  was  upheld  by  the  appellate 
court  in  Cincinnati — awaiting  proof 
from  Stroh.  With  Pabst  apparently  in 
danger  of  going  under,  Cleary  didn't 
feel  it  would  pay  to  wait  for  a  lengthy 
trial.  There  might  be  very  little  of  the 
company  left  to  take  over  by  then.  So, 
reluctantly,  he  let  Pabst  go  to  the  low- 
er bidder,  Kalmanovitz'  S&P  Brewing. 
(Still  suspicious,  Stroh  fears  Cleary 


may  yet  try  to  buy  Pabst  from  S&P.) 

The  Pabst  third-party  antitrust  suit 
is  no  isolated  incident.  Last  month 
White  Consolidated  Industries,  itself 
the  result  of  mergers,  filed  suit  alleg- 
ing antitrust  violations  to  stop  Whirl- 
pool Corp.  from  carrying  out  its  plan 
to  buy  competing  $190  million  (sales) 
KitchenAid  from  Dart  &  Kraft.  Cleve- 
land-based White  went  to  its  district 
court  even  before  the  Federal  Trade 
Commission  had  a  chance  to  ponder 
the  matter. 

Target  companies  in  hostile  take- 
overs routinely  sue  on  antitrust 
grounds,  and  for  years  competitors 
have  sued  market  leaders  for  unfair 
competition  and  for  monopolistic 
practices.  But  what  is  new,  says  anti- 
trust scholar  Lawrence  Sullivan  of  the 
University  of  California  at  Berkeley, 
is  companies  suing  to  keep  competi- 
tors from  merging. 

The  plaintiff  companies  say  they 
are  having  to  enforce  the  nation's 
antitrust  laws  because  the  Reagan  Ad- 
ministration won't.  "Private  attor- 
neys general"  is  the  legal  term  for  the 
role  they  claim.  In  1981  Justice  did 
Stroh's  bidding  by  stopping  Heile- 
man's  acquisition  of  Schlitz.  Stroh 
then  took  over  Schlitz.  This  time 
Stroh  had  to  do  it  itself,  and  was  only 
half  successful. 

Justice  is  not  exactly  thrilled  with 
all  this.  "There  is  a  real  danger  of 
competitors'  using  antitrust  laws  to 
frustrate  mergers  that  enhance  com- 
petition," warns  Charles  F.  Rule,  the 
number  two  man  in  the  department's 
antitrust  division.  Equally  galling  is 
the  fact  that  the  lawsuits  are  also  un- 
dermining the  guidelines  Justice  pub- 
lishes to  help  corporation  executives 
know  which  mergers  the  department 
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would  not  accept. 

Rule  contends  that  a  competitor' 
suing  to  stop  a  merger  is  usually  , 
sure  sign  the  deal  would  be  in  th 
public  interest.  If  the  merger  wouL 
actually  concentrate  the  industry  am 
make  it  less  efficiently  competitive 
the  big  players  would  raise  prices, 
tactic  that  would  benefit  smalle 
competitors.  "Instead,  the  reaso: 
competitors  are  going  to  complain  i 
that  the  competition  will  becom 
more  efficient  and  they  will  los 
sales,"  Rule  says.  "You  won't  s& 
[competitors]  in  court  where  you' 
like  to." 

This  issue  came  up  last  year  whe 
Chrysler  sued  General  Motors  an 
Toyota  to  stop  their  joint  venture  t 
build  cars  in  California.  Justice  file 
a  brief,  a  rare  move  for  a  case  still  i 
district  court.  The  brief  argued  th; 
Chrysler's  suit  shouldn't  be  consii 
ered  because  Chrysler's  interes 
could  not  be  consistent  with  those  i 
consumers,  which  had  already  bee 
weighed  by  the  Federal  Trade  Con 
mission. 

Chrysler's  general  counsel,  Richau 
Goodyear,  charges  that  pragmatis 
who  once  enforced  antitrust  law  ha^ 
been  replaced  with  ideologues  in  tl 
Reagan     Administration.     Chrysl* 
contends  that  the  threat  of  the  comt 
nation  of  the  world's  largest  and  thir 
largest  automakers  in  later  price  wa 
will  keep  out  competition.  Chrysl 
won't  be  in  the  market  to  enjoy  ai 
price  increase.  "It  is  wrong,  and  it> 
going  to  hurt  us,  and  it  is  illegal 
Goodyear  says.  "We're  right  in  tl 
mainstream  of  antitrust  law." 

Chrysler  won,  for  now,  the  right 
press  its  suit,  and  the  case  is  a 
proaching  trial  this  spring.  Howevi 
Chrysler's  legal  assault  has  n 
stopped  the  joint  venture  from  getti 
under  way. 

Are  competitor  suits  an  abusive  u 
of  antitrust  laws  or  an  importa 
check  when  public  enforcement  h 
failed?  The  answer  usually  depen 
on  youf  political  point  of  view,  sa 
Sullivan. 

The  Justice  Department  does  r 
see  a  need  yet  for  legislation  to  st 
the  suits.  Rule  even  says  that  th< 
may  be  a  few  cases  where  private  < 
forcement  does  compensate  for  g< 
ernment  error. 

That  is  cold  comfort  to  CEOs  li 
Heileman's   Cleary,    however.    "1 
whole  issue,"  he  says,  "is  somethi  I 
that  somebody  better  face  up  to,<| 
there  is  going  to  be  chaos  in  the  wh 
acquisition  area."  ■ 
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Taxing  Matters 


le  IRS  is  so  anxious  to  catch  foreigners 
ho  dodge  taxes  on  real  estate  sales  that  it 
assuming  all  sellers  are  not  U.S.  taxpay- 
s  until  proved  otherwise. 

The  xenophobia 
form 


By  Laura  Saunders 


N  the  market  for  the  house  of 
your  dreams?  If  you  pay  more  than 
$300,000,  better  ask  the  seller  to 
:ar  he's  a  U.S.  taxpayer  before  clos- 
the  deal.  That's  even  if  he's  named 
:ius  Worthington  Symington  IV 
.  the  house,  including  his  great- 
idmother's  Chippendale  highboy, 
been  in  the  family  for  generations, 
ter  get  the  same  proof  if  you  buy 


says  David  Benson,  a  member  of  Coo- 
pers &  Lybrand's  Washington  office. 
The  new  rules  were  written  to  carry 
out  a  provision  of  the  1984  tax  act,  but 
their  roots  go  back  further.  For  years 
Congress  has  fretted  that  foreigners 
have  been  dodging  taxes  on  their  huge 
(over  $13  billion)  investment  in  U.S. 
real  estate.  In  1980  it  passed  the  For- 
eign Investment  in  Real  Property  Tax 
Act  (FIRPTA),  which  was  to  include  a 
whole  new  reporting  and  disclosure 


commercial  real  estate,  regardless 
he  price. 

at's  this,  some  kind  of  loyalty 

?  Nope,  just  a  new  IRS  require- 

lt  for  "certification  of  nonforeign 

Us."  It's  designed  to  catch  foreign- 

!who  are  trying  to  avoid  taxes  on 

sale  of  U.S.  real  estate.  This  time 

Service  is  casting  a  wide  net. 

ese  rules  will  affect  thousands  of 

estate  transactions  in  which  no 

Signers  are  involved,  because  there 

H  presumption  that  the  seller  is  a 

signer  unless  proved  otherwise," 


system  that  the  IRS  could  use  to  track 
who  owned  what.  But  it  proved  so 
complex  that  the  Treasury  couldn't 
write  comprehensible  rules  for  it,  and 
it  never  even  took  effect. 

So  last  summer  lawmakers  institut- 
ed a  flat  10%  withholding  tax  on  sales 
of  U.S.  real  estate  by  foreigners  to 
enforce  the  existing  law.  The  new 
rules,  which  took  effect  Jan.  1,  require 
the  buyer  of  real  estate  to  withhold 
and  submit  10%  of  the  purchase  price 
to  the  IRS  if  the  seller  is  foreign,  or 
else  get  special  permission  from  the 


IRS  beforehand.  The  foreigner  then 
works  out  with  the  IRS  the  correct  tax 
and  refund,  if  any. 

The  sticky  part,  of  course,  is  that 
the  new  FIRPTA  rules  presume  all 
sellers  to  be  foreign  unless  there  is  an 
affidavit  to  the  contrary.  So  if  Mr. 
Symington  IV  is  a  British  subject  and 
not  paying  U.S.  taxes  and  you  neglect 
to  withhold,  you've  broken  the  law. 

If  the  seller  will  not  sign  the  "cer- 
tificate of  nonforeign  status"  form, 
the  buyer  must  send  10%  of  the  pur- 
chase price  to  the  IRS,  and  let  the 
seller  argue  with  the  Service.  Some 
in  the  real  estate  industry  expect  the 
new  form  to  become  standard  at 
closings. 

The  new  rules  also  mean  that  deals 
with  foreigners  now  need  enough 
cash  in  them  to  cover  the  10%  with- 
holding. And  in  a  few  cases,  says  Ben- 
son, "real  estate  brokers  are  telling 
people  to  lower  the  price  of  a  $325,000 
house  to  below  $300,000  so  that  it 
will  be  easier  to  sell." 

Opening  the  floodgates? 

As  if  they  didn't  have  enough  to  worry 
about,  New  Yorkers  now  have  to  cope 
with  a  city  tax  department  that  is 
trying  to  sneak  a  peek  at  their  federal 
tax  returns. 

Happily,  the  IRS  isn't  keen  on  the 
idea.  Round  One  of  the  battle,  fought 
last  summer  during  the  passage  of  the 
1984  tax  act,  ended  in  narrow  defeat 
for  the  city's  tax  officials.  But  Round 
Two  is  approaching,  and  this  time 
New  York  City  may  win. 

Obviously,  the  New  York  City  tax- 
men  want  access  to  the  federal  infor- 
mation so  they  can  go  fishing  for  more 
revenue.  And  not  just  from  resident 
New  Yorkers.  State  governments 
have  had  access  to  IRS  returns  for 
years,  says  New  York  City,  so  why 
not  us?  "After  all,"  says  an  aide  to 
Senator  Daniel  Moynihan  (D-N.Y.), 
who  is  sponsoring  the  effort,  "our  city 
government  is  larger  than  the  state 
governments  in  48  states."  The  con- 
gressional conference  committee 
dropped  the  measure  from  the  1984 
tax  act  only  after  a  plea  by  the  Trea- 
sury Department,  but  Moynihan  will 
reintroduce  it  this  year. 

IRS  officials  say  they  have  enough 
trouble  policing  the  states  to  make 
sure  that  none  of  their  tax  informa- 
tion goes  astray.  And  they  are  worried 
that  saying  yes  to  New  York  would 
open  the  door  for  every  other  city. 
"We're  talking  about  60,000  entities," 
says  an  IRS  official. — L.S. 
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Businessmen  favor  free  markets — until  the 
freedom  pinches  their  own  pocketbooks. 
Hence  the  sorry  spectacle  of  the  current 
drive  to  re-regulate  the  railroads. 


Profits  over 
principle 


By  James  Cook 


We're  just  doing  the  Lord's 
work,"  roars  Carl  Bagge, 
head  of  the  National  Coal  As- 
sociation. "We're  trying  to  bring  ener- 
gy costs  down  and  fighting  that  evil 
empire  trying  to  monopolize  and 
strangulate  all  America." 

Evil  empire?  No,  Bagge  isn't  talking 
about  the  Soviet  Union.  America's 
railroads  are  the  targets  of  his  ire.  Four 
years  after  deregulation  seemed  to 
have  solved  most  of  their  problems, 
the  U.S.  railroads  are  headed  for  trou- 
ble again.  This  time  it's  an  attack 
from  some  of  their  major  customers: 
the  coal  industry,  represented  by  the 
flamboyant  Bagge;  the  farmers;  the 
utility  industry.  The  issue  is  the  one 
that  has  troubled  the  railroads  ever 
since  the  first  locomotive  shuttled  be- 
tween Baltimore  and  Ellicott's  Mills, 
Md.  back  in  1830:  their  potential  for 
monopoly. 

What  do  Bagge  and  people  like  him 
want?  Hyperbole  aside,  they  want  to 
see  the  recently  deregulated  railroads 
re-regulated  again.  Aren't  business- 
men supposed  to  be  opposed  to  regula- 
tion? Supposed  to  be,  yes,  but  hypocri- 
sy is  not  unknown  when  money  is 
involved. 

The  railroads  now  carry  less  than 
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37%  of  the  U.S.'  intercity  freight,  vs. 
75%  back  in,  say,  1929,  but  the  poten- 
tial for  monopoly  remains,  as  it  does 
in  most  busine'sses  with  barriers  to 
entry:  Building  a  new  rail  line  at  to- 
day's costs  is  almost  prohibitive. 

Claiming  that  they  are  at  the  rail- 
roads' mercy,  a  powerful  group  of 
shippers  is  trying  to  amend  the  Stag- 
gers Act,  which  deregulated  the  in- 
dustry four  years  ago.  The  shippers 
want  to  reimpose  regulation  on  the 
railroads. 

Why?  They  wouldn't  put  it  this 
way,  but  they  see  regulation  as  a  way 
of  forcing  the  railroads  to  carry  freight 
for  them  at  prices  to  suit  their  eco- 
nomic needs  rather  than  those  of  the 
railroads  themselves.  The  utilities  are 
pushing  for  re-regulation  because 
their  overall  costs  are  rising  rapidly 
even  without  the  pressure  of  transpor- 
tation costs;  the  coal  industry,  be- 
cause its  steel  and  export  markets  are 
in  trouble;  the  farmers,  because  they 
have  trouble  competing  abroad;  and  a 
few  manufacturers,  because  they  nev- 
er have  liked  to  depend  on  a  single 
supplier  for  transportation.  If  things 
are  tough,  why  not  squeeze  a  little 
blood  out  of  a  supplier,  especially  if 
you  can  get  Congress  to  do  the 
squeezing  for  you? 

There's  no  question  that  some  util- 


"~ 


Regional  monoliths 

The  railroad  merger  movement 
strengthened  the  survivors'  grip  on 
their  respective  territories,  creating 
six  major  regional  systems.  But  for 
shippers  this  narrowed,  rather  than 
enlarged,  transportation  options. 
Where  once  they  could  have  played 
off  Great  Northern  and  Northern  Pa- 
cific, or  Pennsylvania  and  New 
York  Central,  now  they  were  left  onlj 
with  Burlington  Northern  or  (as  it 
was  to  become)  Conrail. 


West 

]]  Burlington  Northern 

|  Santa  Fe  and  Southern  Pacific 

[]  Union  Pacific 


ity  customers  want  an  unfair  advan- 
tage. New  England  Energy,  New  En- 
gland Electric's  wholesale  subsidiary, 
can  use  coal  from  Pennsylvania  (Con- 
rail),  West  Virginia  and  Virginia  (Nor- 
folk Southern  and  CSX).  That  would 
seem  to  be  quite  a  choice,  but  New 
England     Energy     President     Glenn 
Schleede  nonetheless  claims  to  be  a  ii 
victim  of  a  railroad  monopoly.  "We  ' 
have  no  alternative  to  rail  transport," 
he  says.  When  Norfolk  &  Western 
tried  to  raise  rates  on  coal  moving  . 
from  West  Virginia  to  Norfolk,  Va.  in 
1983,  New  England  Electric  got  com-  < 
peting  bids  from  CSX  and  Conrail  and 
forced  N&W  to  settle  for  $2  a  ton  less 
than  it  had  originally  proposed.  Some     -,i 
monopoly.  [ti 

Yet  deregulation,  which  has  helped  i  ii 
restore  the  railroads  to  profitability,     .. 
has  brought  benefits  to  shippers  asu  a 
well.  "The  service  is  now  100%  better 
than    before,"    says    William    Shaw, 
Bethlehem      Steel's      transportation 
manager.  And  hardly  anyone,  from! 
Carnation  to  Sears,  Roebuck,  from 
Consolidation  Coal  to  Georgia-Pacif- 
ic,  questions  the  virtue  of  that.  With     ,j 
the    railroads    generally    prosperous ; 
again,  car  shortages  have  largely  end-      , 
ed,  maintenance  deferred  for  decades 
has  gradually  been  made  up,  and  even     ,, 
Conrail,  a  basket  case  a  decade  ago,  is 
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I  CSX 

]  Conrail 

|  Norfolk  Southern 


i  desirable  property  now. 

Coal  is  the  key.  The  railroads  carry 
Jose  to  70%  of  the  U.S.'  coal  produc- 
ion,  most  of  it  to  electric  utilities, 
md  they  generally  carry  more  every 
fear — 25%  more  than  a  decade  ago — 
ind  carry  it  farther,  65%  farther  on 
iverage.  Coal  is  an  enormously  profit- 
ible  commodity  for  the  railroads.  It 
wovides  only  22%  of  the  industry's 
527  billion  in  revenues  but  probably  a 
.bird  or  more  of  its  profit.  As  the 
idison  Electric  Institute  figures  it,  the 
ailroads  carry  32  cents  out  of  every 
lollar  of  coal  revenue  down  to  operat- 
ng  net,  vs.  18.6  cents  for  all  their 
)ther  commodities. 

Have  the  railroads  exploited  their 
:aptive  shippers?  The  shippers  claim 
that  they  don't  have  any  bargaining 
nower  in  negotiating  rates,  that  the 
kailroads  charge  one  rate  where  there 
js  competition  and  a  higher  one  where 
ihere  is  not.  Even  so,  the  numbers  say 
■hat  the  railroads  haven't  exploited 
(heir  position.  Railroad  coal  rates 
:taven't  exactly  run  wild  (see  chart,  p. 
\50).  In  constant  dollars,  they're 
[own  1%  since  1972,  while  coal 
rices  are  up  20%.  The  Edison  Elec- 
ric  Institute  prefers  to  use  1976  as  a 
;ase  year,  avoiding  the  1973-74  runup 
ii  coal  prices — reminding  one  of 
lark    Twain's    crack    about    liars, 


damned  liars  and  statistics.  But  even 
it  argues  that  comparative  rates  are 
not  the  real  point.  "The  crucial  is- 
sue," an  EEI  study  observes,  "is  not 
whether  rail  rates  are  rising  faster 
than  coal  [or  electricity  or  gas]  prices, 
but  whether  the  railroads,  by  taking 
advantage  of  their  monopoly  power, 
are  earning  unreasonable  profits  on 
electric  utility  coal  traffic." 

Unreasonable?  By  most  measures 
the  railroads  don't  seem  to  be  earning 
anything  like  monopoly  profits — not 
even  the  monopoly  profit  the  utilities 
earn.  As  Forbes'  year-end  survey  cal- 
culates it,  the  railroads  averaged  a 
12.6%  return  on  equity  over  the  past 
five  years,  vs.  around  14%  for  the 
electric  utilities. 

On  the  ground  of  unreasonable 
profits,  the  shippers  don't  have  much 
of  a  case.  Okay,  maybe  the  railroads 
aren't  overcharging  now,  but  what  is 
to  stop  them  from  doing  so  in  the 
future  unless  Congress  slaps  them 
with  rate  controls?  The  fact  is  that  the 
deregulating  Staggers  Act  recognized 
the  problems  of  the  captive  shipper, 
the  one  that  really  has  no  alternative 
but  to  ship  by  rail  heavy  bulk  com- 
modities like  coal.  The  Staggers  Act 
deregulated  everything  else,  but  it 
maintained  Interstate  Commerce 
Commission  jurisdiction  over  captive 


commodities,  setting  limits  on  how 
much  freedom  the  railroads  had  in 
raising  rates  and  providing  a  mecha- 
nism for  appeal  if  the  shipper  felt  he 
had  been  wronged. 

A  lot  of  shippers  don't  like  the  way 
the  Staggers  Act  was  interpreted.  The 
act  had  shifted  the  burden  of  proof  of 
overcharging  to  the  shippers,  and  that 
made  life  more  difficult  for  them:  It 
meant  the  railroads  were  innocent 
until  found  guilty.  Then  the  ICC  ap- 
plied standard  antitrust  criteria  and 
ruled  that  shippers  couldn't  be  con- 
sidered captive,  even  if  70%  of  their 
traffic  went  to  a  single  carrier  unless 
they  had  no  geographic  or  product  al- 
ternatives— couldn't  use  oil  or  natural 
gas  instead  of  coal,  say,  or  get  coal 
from  Texas  rather  than  Wyoming.  But 
that  was  just  the  beginning.  The  ICC 
first  proposed  that  a  rate  couldn't  be 
considered  unreasonable  unless  it  ex- 
ceeded the  stand-alone  cost  of  build- 
ing a  new  railroad.  For  coal  that  is 
maybe  $182  a  ton,  vs.  the  $15  or  less 
the  railroads  are  charging. 

Then  it  even  proposed  setting  a  lim- 
it of  15%  plus  inflation  on  annual  rate 
increases,  and  that  really  got  the  ship- 
pers up  in  arms,  although,  in  fact, 
railroad  rate  increases  have  never  ex- 
ceeded inflation  by  more  than  1.4%  in 
any  year  since  Staggers  was  enacted. 
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Numbers  don't  lie — or  do  they? 


Who's  exploiting  whom?  In  the  argument  between  the  railroads  and  the 
coal  shippers,  that  depends  on  whose  numbers  you  use.  Using  current 
dollars  and  a  1976  base,  the  utilities  can  demonstrate  conclusively  that 
the  railroads  have  been  taking  the  coal  shippers  to  the  cleaners. 


Indexed  constant  dollars  (1976  =  100) 


Coal  prices 


79 


'80 


'82 


Using  constant  dollars,  a  1972  base  and  a  different  index  of  rail  and  coal 
prices,  the  railroads  can  demonstrate  just  as  conclusively  that,  compared 
with  the  coal  industry,  they  have  been  a  very  model  of  rate  constraint. 

Indexed  constant  dollars  (1972  =  100) 


170 
160 
150 
140 
130 
120 


%/jiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiitp 

'72  '73  '74  '75  '76  '77  '78  '79  '80  '81 

Source:  (top)  Edison  Electric  Institute  (above)  Association  of  American  Railroads 
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Who's  right?  The  railroads  maintain  it's  difficult  to  state  their  figures  in 
current  dollars,  the  utilities  to  extend  their  numbers  back  to  1972.  But 
the  utility  figures  pick  up  in  1976 — after  the  1973  runup  in  coal  prices. 


"That  was  the  straw  that  broke  the 
camel's  back,"  storms  Potomac  Elec- 
tric President  Edward  Mitchell.  "The 
ICC  had  effectively  put  an  upper  limit 
on  the  rate  that  could  be  charged 
without  any  appeal  to  the  regulatory 
process.  We  could  see  that  rate  grow- 
ing by  leaps  and  bounds.  We  want 
Congress  to  step  in." 

Disgruntled  shippers  are  hardly 
without  recourse,  however.  The  ICC 
has  ruled  in  favor  of  the  shipper  in  50 
of  the  68  captive  commodity  cases 
brought  before  it  so  far,  and  shippers 
have  successfully  challenged  Burling- 
ton Northern's  rates  in  the  courts. 
Fifteen  such  lawsuits  have  been  set- 
tled so  far,  including  a  $20  million 
rebate  last  month  to  four  midwestern 


utilities,  with  two  more  still  pending. 
By  and  large,  the  opponents  of  the 
railroads  seem  more  worried  about 
potential  than  actual  abuse. 

The  merger  movement,  it  is  true, 
was  frankly  aimed  at  eliminating  un- 
needed  and  duplicate  facilities  and 
ended  up  producing  a  number  of  large 
regional  railroad  systems:  three  large 
systems  operating  in  the  East — CSX, 
Norfolk  Southern  and  Conrail,  soon 
perhaps  to  be  two;  and  three  large 
systems  in  the  West — Burlington 
Northern,  Union  Pacific  and,  unless 
the  ICC  strikes  down  the  combine, 
Santa  Fe  Southern  Pacific.  A  shipper 
could  no  longer  pit  the  Pennsylvania 
against  the  New  York  Central  or  the 
Great  Northern  against  the  Northern 


Pacific. 

Before  deregulation,  shippers  ofter 
could  choose  a  variety  of  routes  anc 
railroads  in  getting  from  here  to  there 
The  railroads  maintained  througr 
routes  and  joint  rates  with  connectinj 
and  even  competing  roads,  and  on< 
could  ship  something  from  Chicagc 
to  Jersey  City  either  all  the  way  b] 
Conrail  or  by  Norfolk  Southern  t<i 
Buffalo  and  by  Conrail  from  Buffalo  t< 
Jersey  City,  and  the  rate  was  th 
same,  no  matter  which  way  one  went 
But  once  they  were  no  longer  regulat 
ed,  the  railroads — Conrail  most  sys 
tematically  of  all — began  cancelinl 
these  joint  rates  and  through  route 
and  at  the  same  time  abrogated  nvJ 
merous  reciprocal  switching  agretl 
ments  that  gave  shippers  access  tl 
customers  and  other  railroads.  Thj 
railroads  had  good  economic  reasorl 
for  canceling  these  agreements.  Thj 
farther  you  haul  something,  the  less 
costs  to  do  so,  and  the  more  mond 
you  make  on  it,  so  you  want  to  kee| 
the  traffic  to  yourself. 

On  most  of  their  traffic,  howevel 
the  railroads  still  had  plenty  of  conJ 
petition — truck,  barge  and  even  a  I 
carriers,  as  well  as  other  railroads, 
recent  study  for  the  ICC  concludtl 
that  only  10%  or  so  of  the  railroad! 
total  traffic  can  be  considered  captivi 
The  Association  of  American  Raj 
roads  has  used  a  15%  figure.  But  thj 
15% — comprising  mainly  bulk  coif 
modities  like  grain  and  coal — consJ 
tutes  a  powerful,  cohesive  and  i| 
creasingly  vocal  pressure  group. 

So  powerful  that  Congress  is  liste;! 
ing  to  their  case  for  re-regulating  t  f 
railroads.     Senator     Wendell     Fc| 
(D-Ky.)  first  introduced  legislation  ■ 
amend  the  Staggers  Act  in  the  Send 
last  year,  as  Representative  Nick  I 
hall  (D-W.Va.)  has  in  the  House.  T 
coal  and  utility  lobbying  group,  Cc 
sumers     United     for     Rail     Equ 
(CURE),  with  the  backing  of  Senatj 
Russell  Long  (D-La.)  and  Mark  A 
drews  (R-N.D.),  has  come  up  wit! 
new  bill  so  drastic  that  the  railro,] 
fear  it  would  return  much  of  the 
dustry's  traffic  to  ICC  regulation. 

CURE'S   recommendations   wol 
enlarge  the  definition  of  what  con* 
tutes  a  captive  shipper;  shift  the  t 
den  of  proof  to  the  carrier;  mand| 
changes  in  accounting;  authorize 
ICC  to   order  reciprocal   switchil 
joint  rates  and  routes  and  public  ht 
ings  for  abandonments;  and  reqi 
the  ICC  to  set  rates  consistent  w 
the  promotion  of  the  U.S.'  natic 
energy  goals — using  domestic  c  f 
that  is,  rather  than  imported  oil, 
encouraging  exports  of  coal. 

When  and  whether  Congress 
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Our  national  parks 

are  one  of  the 

rewards  of  working 

for  America. 

We  are  250  million  strong,  working  for  America, 
working  to  build  a  good  life.  Our  national 
parks  are  part  of  that  good  life,  one  of  the 

rewards  of  our  toil.  InterNorth  is  proud  of  its 
assistance  to  the  parks  in  the  development 
of  audio-visual  programs  for  viewing  by 
millions  of  visitors  who  enjoy 

our  parks  every  year.        A 

INTERNORTH 
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for  America. 


TV 
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Simae 


InterNorth  is  an  international  energy-based  corporation  involved  in  exploration  and  production  of  oil  and  natural  gas, 
itural  gas  transportation  and  distribution,  liquid  fuels  and  petrochemicals.  International  headquarters:  Omaha,  Nebraska 


What  world-famous  cruise  ship  rei 


The  Love  Boat  Operated  by  Princess  Cruises,  Inc. 
Motorola  is  a  world  leader  in  advanced  electronics  tor 
memory,  logic  and  voice  and  data  communications. 


yurdata  communications  systems? 


M)   MOTOROLA  /  CO0€K 
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Competitive  clout 


As  measured  in  share  of  traffic  originated,  the  merger 
movement  created  three  fairly  evenly  balanced  systems 
in  the  West,  three  less  evenly  balanced  systems  in  the 
East.  Even  so,  over  the  past  four  years,  the  Burlington 

West 


has  decisively  gained  ground  in  the  West,  as  CSX  has  in 
the  East.  CSX'  gains  have  put  considerable  competitive 
pressure  on  Norfolk  Southern,  which  hopes  to  resolve 
the  problem  by  acquiring  once-ailing  Conrail. 

East 


Share  of  traffic  originated 
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In  the  East  as  in  the  West,  the  driving  force  in  increas-     has  enabled  both  CSX  and  the  Burlington  to  post  sig 
ing  traffic  volume  is  coal,  which  over  the  past  four  years     nificant  gains  in  market  share. 


Share  of  coal  market 
Burlington  Northern 


CSX 
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act  on  such  legislation  is  anyone's 
guess.  Transportation  Secretary  Eliza- 
beth Dole  is  unalterably  opposed  to 
amending  the  Staggers  Act  and  will 
probably  recommend  that  the  Presi- 
dent veto  any  legislation  that  is  pro- 
posed. But  both  sides  have  been  mov- 
ing heaven  and  earth  to  drum  up 
support.  To  counter  CURE,  some  240 
major  shippers  have  just  formed  a 
group  that  calls  itself  CARS  (Com- 
mittee Against  Revising  Staggers). 
The  AAR  itself  has  hired  former 
Federal  Railroad  Administrator  Rob- 
ert Blanchette  to  build  its  case  to  the 
new  Congress.  Burlington  Northern 
has  been  cultivating  the  good  will  of 
its  coal  shippers  and  has  retained 
former  Secretary  of  Agriculture  Or- 
ville  Freeman  to  push  its  case  to  the 
farmers. 

The  whole  affair  is  an  embarrass- 
ment to  free  enterprisers.  A  lot  of 
business  people  who  give  lip  service 
to  free  markets  and  to  deregulation 
are  trampling  on  their  own  principles 
in  the  hope  of  a  monetary  advantage 
that  could  be  better  realized  within 
the  mechanism  of  the  ICC.  The  dereg- 
ulation, which  they  now  oppose,  res- 
cued the  rail  industry  from  a  long 
decline  that  was  as  dangerous  to  cus- 
tomers as  to  railroads. 

All  in  all,  a  sorry  spectacle.  ■ 
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The  alchemists  of  old  couldnt  turn  lea 
into  gold.  So  why  does  Bob  Piatt  think  h 
can  turn  junk  into  quality? 

High-tech      ] 
high  yields 


By  Ben  Weber-man 


T|  he  trouble  with  junk  bonds  is 
that  they're  junk  bonds.  Sure, 
those  yields  of  16%  or  17%  are 
nice.  Sure,  statistics  show  that  the 
overwhelming  majority  of  all  bonds 
are  paid  off,  no  matter  what  shape  the 
issuer  is  perceived  to  be  in.  Tell  that 
to  those  investors  holding  the  bag  on 
WPPSS  4  and  5. 
But  what  if  you  could  take  advan- 


tage of  the  high  yield  of  junk  boi 
while  lessening  the  high  risk?  Soui 
like  alchemy,  but  it's  not  impossil 
says  Robert  Piatt,  managing  direc 
in  charge  of  fixed  income  research 
Morgan  Stanley  &  Co.,  as  long  as  ] 
are  willing  to  give  up  the  potential 
big  capital  appreciation — in  ot 
words,  if  you're  going  strictly 
yields. 

It's  done  by  hedging  junk  bond  f 
chases  by  shorting  both  the  issu 
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Rate  excellent 
in  every  category? 


Recently  Datapro  Research  Corporation,  an  inde- 
pendent research  organization,  asked  copier 
users  to  rate  their  copiers  in  various  areas  of  per- 
formance and  service.  They  got  replies  from  2,371 
respondents.  One  or  more  Kodak  copier  models, 
or  Kodak  as  a  vendor,  received  top  ratings  in  each 
of  four  key  "Special  Merit  Award"  categories: 
Copier  Reliability,  Copy  Quality  Service,  and  Over- 
all Satisfaction. 

If  results  like  these  surprise  you,  it  can  only  be 
that  you  haven't  seen  the  survey.  Or  you  don't  have 
any  Kodak  copiers.  Call,  or  send  the 
coupon  to  correct  both  problems: 
1 800  44KODAK  (1 800  445-6325]  Ext  324. 


<odakcopiers 
can! 


Eastman  Kodak  Company,  CD5345, Rochester,  NY14650 

□  Please  send  me  the  survey  results. 

□  Please  send  details  on  the  latest  Kodak  copier-duplicators. 
D  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume 


Nome. 


Title. 


Company. 

City 


.State. 


.Zip. 


Telephone 


©  Eastman  Kodak  Company,  1985 


ONE  MAT 
IS  ANOTHER 


EXPORT 
^WS  IMPORT 


For  a  major  corporation,  there's  no  such  thing 
simple  export  deal.  The  bank  that  helps  arrange 
essful  export  finance  has  to  be  effective  at  both 
> of  the  negotiations,  and  that  requires  a  genuinely 
rnational  network. 

Pittsburgh,  New  York 
and  Seoul. 

One  of  the  more  complex  deals  in  Barclays  recent 
srience  involved  Westinghouse  Electric  Corpora- 
and  American  Standard's  subsidiary,  WABCO 
;tinghouse  International  Co.,  both  of  Pittsburgh, 
the  Seoul  Metropolitan  Subway  Corporation. 
Westinghouse  Industry  Construction  Projects 
bidding  for  a  contract  to  provide  substation 

electrical  equipment  for 
the  Seoul  subway 
system.  Seoul  wanted 
$88,000,000  in 
finance,  so  the 
U.S.  companies 
needed  a  package 
that  offered  them 
an  attractive  loan. 
Negotiating  that 
package  in  time  to  meet 
a  tight  deadline  was  com- 
plicated enough.  Then  there 
were  the  obvious  difficulties, 
like  the  7,000  miles  from 
Pittsburgh  to  Seoul,  the  cultural 
differences  and,  of  course,  the 
language  barrier. 

The  stumbling  block. 

y/here  should  the  necessary  Letters  of  Credit 
late?  Westinghouse  and  WABCO  wanted  them 
d  in  the  U.S.  Seoul  wanted  them  issued  in  Korea, 
on  top  of  that,  the  Korean  firm  sub-contracted 
stall  the  Westinghouse  equipment  also  wanted 
Letters  of  Credit.  If  all  the  parties  couldn't  be 
ied  the  deal  would  fall  apart.  83 


The  people  who  solved  the 
problems. 

Joe  Richardson,  of  Barclays  in  Pittsburgh,  helped 
initiate  the  deal.  He  contacted  Bob  Martin  of  our 
Special  Projects  Group  in  New  York.  Martin  and  the 
Pittsburgh  companies  quickly  proposed  a  credit 
package  for  Seoul,  underwritten  by  Barclays,  EXIM, 
and  PEFCO,  with  the  Korea  Exchange  Bank  as 
Guarantor.  To  work  out  the  details,  a  member  of 
Martin's  team  went  to  Korea  to  consult  with  Tony 
Addis,  Manager  of  Barclays  Bank  in  Seoul.  That  did 
away  with  the  7,000  miles.  Addis  speaks  the  language 
and  knew  the  parties  on  the  Korean  side  of  the  deal, 
which  resolved  two  more  problems. 

Martin  and  Addis  spent  two  months  negotiating 
the  final  hurdle:  the  Letters  of  Credit.  Four  were 
issued  in  Korea  but  confirmed  by  Barclays  in  the  U.S., 
which  was  acceptable  to  Westinghouse.  Two  more 
were  issued  by  Barclays  in  Seoul  which  satisfied  the 
local  contractor  who  wanted  local  Letters  of  Credit. 

In  a  matter  of  months,  a  U.S.  export  became 
a  Korean  import. 

Why  choose  Barclays? 

If  you  think  that  any  international  bank  could 
have  clinched  the  deal,  ask  your  bank  about  its 
branch  in  Pittsburgh  -  and  then  about  its  branch 
in  Seoul.  We  have  5,000  offices  around  the  world  so 
wherever  you  want  to  do  business,  we're  probably 
there  already  -  not  just  as  a  name  on  a  door  but  as 
part  of  the  local  economy.  That's  how  problems  get 
solved. 

If  you'd  like  to  know  more  about  the  bank  that  knows 
most  about  the  world,  please  contact  Bob  Martin,  Vice 
President  Export  Finance  Group,  PO  Boxl754,New  York, 
New  York  10163.  Tel:  (212)  309-6822.  Or  contact  your 
local  Barclays  office. 


BARCLAYS 


COUNTRIES    WORLDWIDE  ASSETS  $94  BILLION. 
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Morgan  Stattley's  Robert  Piatt 

High  yields  are  great,  but  can  you  make  them  safe? 


equity  and  Treasury  bonds  or  futures. 
The  two  short  positions  protect 
against  both  credit  risk  and  interest- 
rate  risk.  Shorting  the  stock  generates 
a  profit  when  the  financially  strapped 
company  is  having  problems.  This  is, 
of  course,  the  time  when  the  danger 
intensifies  that  the  bond  will  stop 
paying  interest.  Shorting  the  Treasury 
issues  provides  a  buffer  against  in- 
creases in  interest  rates,  which,  of 
course,  reduce  the  value  of  outstand- 
ing debt  issues  in  general. 

The  precise  balance  is  determined 
by  complex  computerized  formulas, 
and  changes  as  prices  change.  In  gen- 
eral, the  number  of  shares  of  stock 
shorted  increases  as  the  price  of  the 
stock  (presumably  the  bond,  too)  de- 
clines. At  the  same  time,  the  short 
position  in  Treasury  issues  is  reduced. 

To  see  how  this  works,  take  trou- 
bled Storage  Technology's  HVks  of 
1993.  Once  a  highflier,  the  company 
went  bankrupt  last  Oct.  31  but  was 
obviously  in  financial  straits  as  far 
back  as  1982,  when  engineering  snags 
delayed  product  introductions  and 
profits  started  falling.  Through  late 
October  the  bond  price  had  not  fully 
reflected  these  problems.  With  the 
bankruptcy  filing  on  Oct.  31,  when 
interest  payments  stopped,  the  price 
of  the  Storage  Tech  bond  dropped 
nearly  25  points  in  one  day.  But  be- 
cause Treasury  rates  were  falling,  a 
traditional  interest-rate  bond  hedge 
would  not  have  been  effective. 

A  hedge  such  as  Piatt  suggests,  ini- 
tiated on  Oct.  1,  would  still  have  re- 
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suited  in  a  loss,  but  much  less — $13 
for  each  $100  capital  amount  by  Nov. 
6,  or  half  the  loss  in  the  unhedged 
position,  and  $10.50  by  the  end  of  the 
year,  or  a  little  over  one-third  of  the 
unhedged  position.  Those  are  much 
better  odds  when  you  are  considering 
what  risk  is  reasonable  for  those  high 
junk  bond  yields. 

On  Oct.'l,  when  the  bond  was  list- 
ed in  Morgan  Stanley's  database  at 
77  Vie,  an  investor  would  have  shorted 
1.27  shares  of  Storage  Tech  common 
at  1 1  Vk  and  shorted  $54  in  Treasury 
8V4S  of  August  2000  for  each  $100 
pnnicipal  amount  held  in  the  Storage 
Tech  bonds.  On  Nov.  5  the  bond  was 
still  listed  at  74'/s.  The  stock,  howev- 
er, had  been  falling  since  Oct.  5  and 
was  down  to  3%.  At  that  point  the 
equity  hedge  would  have  been  in- 
creased to  6.01  shares.  Because  credit 
risk  had  become  most  important,  the 
Treasury  short  position  would  have 
been  decreased  to  $22. 

A  day  later  the  bond  was  listed  at 
51,  the  stock  recovered  to  4'/«  and  the 
Treasury  bond  was  unchanged.  The 
short  equity  position  would  have 
been  cut  from  6.01  to  3.92  shares,  and 
the  Treasury  hedge  would  have  been 
cut  from  $22  to  $13. 

Result:  A  position  in  $100,000  face 
amount  of  the  Storage  Tech  deben- 
tures would  have  cost  $77,080  early  in 
October  1984.  The  yield  then  was 
nearly  17%.  By  Nov.  6  the  bond  value 
would  have  dropped  $26,040,  to 
$51,040,  but  the  hedge  would  have 
made  up  $13,230  of  that— a  $14,770 


profit  from  the  short  stock  positic 
less  a  $1,540  loss  in  the  Treasury  bo 
short  because  of  rising  governme 
bond  prices. 

Another  use  of  such  hedging  tec 
niques,  now  almost  routine  in  Plat 
department,  permits  an  institutioi 
investor  to  extend  holdings  to  lonj 
maturities  with  their  higher  yiel 
while  hedging  the  price  with  a  she 
term  floor.  Maturity  extension  can 
very  profitable  in  times  like  the 
when  a  three-month  Treasury  1 
yields  8.6%  and  a  long-term  bond  c 
in,  say,  20  years  yields  1 1.8%. 

The  hedge  is  created  by  setting 
bond  put  options  that  allow  the  inv 
tor  at  any  time  to  convert  the  be 
holding  into  a  short-term  investmi 
that  would  have  yielded  the  same  a 
bills  had  been  held  all  along. 

If  yields  rise  to  20%,  for  examj 
Piatt  explains,  the  holder  of  the  1 1.; 
bond  (which  would  have  fallen  c 
siderably  in  price)  could  sell  at  a  pi 
close  to  the  8.6%  yield  that  wo 
have  been  earned  by  remaining, 
money  instruments.  On  the  ot 
hand,  if  rates  fell  from  11.8%, 
investor  would  hold  on  to  the  higli 
yielding  bonds. 

These  puts  can  be  done  indep 
dently  from  the  traditional  put 
call  exchanges,  which  do  not  h 
deep  markets  for  longer  maturit 
"All  options  are  priced  in  relation 
cash  market  instruments,"  Piatt  s. 
"That  means  you  don't  really  neec 
options  market  to  create  option- 
performance  characteristics.  You 
create  the  option  synthetically  byi 
ing  cash  market  instruments." 

Piatt  came  to  Morgan  Stanley 
1982  from  Equitable  Life  Assurai 
Morgan    was   interested   in   star, 
new  types  of  fixed   income  ins>  ■■ 
ments,  like  mortgage-backed  sec   I 
ties,  tax-exempt  bonds  and  bond 
be  sold  in  conjunction  with  its  nci 
organized  foreign  exchange  and  c 
modities  departments.  Piatt  and 
computers  could  help  with  opti  }jj 
analysis.  His  own  ideas  were  r 
ambitious:    "I  wanted   to   make 
search  into  a  profit  center,  not  a 
center." 

Piatt's  "structured  risk  taking" 


; 


i 


is  barely  understood  by  the  in1 
ment  community.  It's  about  w 
the  concept  of  "bond  duration" 
just  a  few  years  ago,  when  only 
mathematics  Ph.L\s  understock 
Today  it  is  a  well-known  tool  of  i 
fixed  income  portfolio  mana 
"Give  us  a  few  more  years  for  res' 
turing  risk,"  and  it  won't  be  coi 
ered  mysterious,  either,  says  Pi; 
even  if,  these  days,  it  still  sounds 
alchemy.  ■ 
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INVESTOR 
REPORT  NO  3: 


At  Pacific  Telesis,  one  of  our 
ggest  assets  isn't  listed  on 
ir  balance  sheet. 
It's  the  fact  that  we  do  busi- 
es in  the  country's  most 
namic  telecommunications 
arketplace. 

We  call  it  the  "California 
.vantage"  and  we're  tapping 
I  advantage  to  increase 
3  value  of  our  shareowners' 
vestment. 

What  makes  California  so 
ceptional?  Con- 
ler  the  facts. 
Economic 
pansion. 

With  a 
projected 
1984  gross  pro- 
duct of  more  than 
$460  billion,  California  is 
3  seventh  largest  economic 
wer  in  the  world.  One -fifth 
the  nation's  500  fastest- 
owing  companies  are 
:ated  in  California— more 
in  any  other  state.  And  The 
■onomist  predicts  that  Cali- 
nia's  economy  will  be  the 
dd's  fourth  largest  by  the 
d  of  the  century 
palifornia's  rapid  economic 
)wth  has  created  a  tremen- 
us  demand  for  telecom- 
mications  services.  This 
nand  is  expected  to  grow 
i  compound  annual  rate 
^6  percent— from  $9.7  bil- 
lin  1981  to  $44.4  billion 
991. 

Concentrated  population 
>wth.  California  is  the  most 
duIous  state,  and  growing 
ce  as  fast  as  the  rest  of  the 
intry  1984  figure:  24  million. 


1990  projection:  27  million. 

As  a  result,  we  project  a  sim- 
ilarly healthy  increase  in 
Pacific  Bell's  current  11.5  mil- 
lion access  lines.  And,  because 
91  percent  of  California's 
growing  population  is  con- 
centrated in  urban  areas,  we'll 
be  able  to  expand  our  net- 
work on  a  more  cost  efficient 
basis. 

Technological  sophistica- 
tion. The  California  market  is 
more  than  just  big  numbers. 
It's  sophisticated  as  well.  Much 
of  the  world's  research  in 
microelectronics  is 
conducted  in 


the  Silicon 
Valley  and  14 
other  high  tech  hot 
spots  around  the  state. 

And  California  leads  the 
nation  in  aerospace  and  de- 
fense contracts  and  in  high 
technology  manufacturing— 
all  communications -intensive 
industries. 

California  also  leads  in  the 
number  of  personal  com- 
puters, with  20  percent  of  the 
nation's  9.5  million  total.  Not 
inconsequentially  many  of 
these  computers  rely  on  the 
Pacific  Bell  network  to 
communicate. 

The  complete  picture. The 
California  telecommunica- 
tions market  has  size,  sophis- 
tication, wealth  and  something 
equally  important— an  appe- 
tite for  innovation.  And  our 
company's  success  with 
mobile  telephone  service  is  a 
good  illustration  of  how  we're 
capitalizing 


iaries,  PacTel  Mobile  Access, 
began  operations  in  four  Los 
Angeles  area  counties. The 
company  markets  Mobilinxf 
a  new  kind  of  mobile  tele- 
phone service  based  on 
cellular  radio  technology 

By  November,  PacTel 
Mobile  Access  had  become 
the  largest  cellular  system  in 
the  country — with  over  1 2,000 
customers. 

The  examples  we've  given 
you  here  are  just  a  few  of  the 
ways  in  which  we're  success- 
fully tapping  California's 
potential. 

For  investors,  the  bottom 
line  is  this:  Pacific  Telesis  is  the 
only  new  Bell  company  with 
the  California  advantage. 

To  find  out  more,  please 
write  Michael  McGreevy  Di- 
rector, Investor  Relations,  140 
New  Montgomery  Street,  San 
Francisco,  California  94105. 


on  all  four  of 
these  factors. 
Last  June, 
one  of  our 
new  subsid- 
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The  gap  between  what  you  need  and 
what  you  can  lease  is  smaller  thanyou  think. 


If  your  business  requires  state-of-the-art  equipment 
to  stay  on  the  leading  edge,  you  could  have 
problems.  Especially  if  your  company's  philosophy 
is  "We  buy  what  we  use."  The  technology  is 
changing  so  fast  that  what  you  buy  today  could  be 
out  of  date  within  a  few  years. 

The  solution?  Leasing.  It  can  help  you  avoid 
technological  obsolescence.  Even  help  you  show 
a  better  bottom  line  with  off-balance-sheet 
treatment. 

Say  you  need  CAD/CAM  equipment.  Electronic  test 
or  production  equipment.  Automated  banking 
equipment.  Computer  systems  for  any  kind  of 
business.  Sophisticated  machinery  of  any  kind.  We 


can  show  you  how  leasing  can  help  you  get  it. 
tell  you  what  kind  of  lease  would  be  best  for  yc 
operating  lease,  a  tax-priced  lease,  a  leveraged 
lease.  We  can  also  assist  you  with  other  leasing 
arrangements,  including  manufacturer  partners! 
programs,  and  private  label  vendor  programs. 

All  along  the  way,  we'll  give  you  heads-up  answel 
to  complex  problems.  With  professional,  friend!  j 
and  flexible  service.  Just  call  any  weekday  from  \  \ 
Pacific  time:  1-800-854-1074.  (In  California,  call 
619-458-4400.) 

We'll  be  happy  to  help  you  bridge  the  gap  betwe 
where  you  are  now  and  where  you  want  to  be. 

Weuncomplicatelea'  | 


=  LEASING  CORPORATION 

10251  Vista  Sorrento  Parkway,  San  Diego,  CA  92121 


SAN  DIEGO 
HE  PERFECT  BUSINESS  CLIMATE 


J  rom  the  boardroom  to 
i   the  bay,  San  Diego's 
mate  has  all  the  right 
ements.  Just  ask  TRW 
id  the  more  than  400 
chnology  based  firms 
at  employ  over  10% 
'our  abundant  and 
lalified  labor  force.  Ask 
rAC  and  our  biomedical 
>mpanies — they're 
laking  advances  through 
it  world  renowned  R&D 


General  Mills  came 
here  for  our  Twin  Plant 
assembly  program  with 
Mexico.  And  our  deep 
water  port  has  kept  the 
U.S.  Navy  in  town  since 
1843  ...  the  shipbuilding 
industry  since  the  early 
1900's. 

Across  the  board,  San 
Diego's  business  climate  is 
perfect.  And  the  weather's 
not  bad,  either. 


For  information  on  the 
many  benefits  of  the  San 
Diego  business  climate 
call  (619)  234-8484  or 
write  us  on  your  company 
letterhead.  We  assure  you 
a  totally  confidential 
response. 

Mail  to: 

Dan  Pegg,  President 
701  "B"  Street,  Suite  1850 

Dept.  10,  San  Diego, 
California  92101 


cilities. 

San  Diego  Economic  Development  Corporation 


San  Diego.  The  Ultimate  Destination. 
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Bernard  Mendik  has  a  simple  formula  for  Mendik  sauys  he  §ot utume,d  on  th 

*        •  J   r        _  „     moment    he    saw    the    iniormatio 

making  a  bundle  in  New  Yon 
estate-.  Buy  wholesale,  sell  retail. 


•  1  i      nnJiuciii     lie     saw      liic     imuiiiiauu 

making  a  bundle  in  New  York  City  real  package  sent  around  by  Eastdu  Rea 

ty,  a  real  estate  investment  bankin 


A  semifast 
$400  million? 


! 


By  Howard  Rudnitsky 


If  all  goes  well — and  as  this  is 
written  everything  is  moving 
along — a  couple  of  savvy  New 
York  real  estate  men  will  ante  up 
about  $50  million  of  their  own  mon- 
ey, leverage  it  with  $425  million  bor- 
rowed from  the  Equitable  Life  Assur- 
ance Society  and  several  banks,  and 
then,  over  the  next  five  years  or  so, 
could  make  a  profit  of  $400  mil- 
lion on  that  equity  investment 
of  just  $50  million.  New  York 
City,  which  has  seen  its  share  of 
centimillion-dollar  real  estate 
deals,  may  not  see  the  likes  of 
this  beauty  soon  again. 

The  principals  are  veterans  in 
their  prime.  Bernard  Mendik,  an 
office  building  owner,  is  52,  and 
Martin  Raynes,  his  partner,  a 
converter  of  thousands  of  New 
York  apartments,  is  39.  Prime, 
too,  is  the  real  estate — 45  apart- 
ment houses  covering  some  60 
acres,  mostly  in  mid-Manhat- 
tan, with  6,200  rental  units. 
The  seller,  getting  a  total  of 
$480  million  in  cash,  is  the  Chi- 
cago-based MacArthur  Founda- 
tion, set  up  by  the  insurance 
tycoon  John  MacArthur.  Other 
big  operators  in  town  may  own 
more  than  6,200  units — Sam  LeFrak, 
for  one — but  none  is  likely  to  sell 
them  all  at  once,  as  the  MacArthur 
Foundation  has  done  as  part  of  its 
massive  asset  redeployment.* 

The  idea  behind  the  deal  is  not  as 
unusual  as  its  size.  After  more  than 
four  decades  of  control  and  regula- 
tion, residential  rental  real  estate  re- 
mains a  tough  dollar  in  New  York 

'  .\  vitii  earlier  the  MacArthur  Foundation  made  one 
of  the  largest  sales  oj  New  York  real  estate — 19  office 
buildings  for  $430  milium — to  Boston  syndicator 
First  Winthrop  Corp  (Forbes,  Not'  5,  1984). 


City,  and  Mendik  and  Raynes  see  no 
change  ahead  on  that  score.  Like  other 
apartment  building  owners,  they  in- 
tend to  convert  the  units  from  rentals 
to  cooperative  ownership — but  on  a 
grand  scale 

To  finance  the  deal  they  borrowed 
$425  million  and  put  in  $50  million  in 
equity  capital.  They  figure  on  paying 
off  the  debt  and  recovering  their  equi- 
ty in  only  a  few  years.  Mendik  and 


company,  which  advised  the  MacA 
thur  Foundation.  It  described  th 
blue-chip  portfolio  of  apartmei 
buildings  that  included  the  3,800-un 
Lincoln  Towers  project  near  Lincol 
Center  for  the  Performing  Arts 
Manhattan's  thriving  West  Side.  "It 
a  once-in-a-lifetime  opportunity,"  1 
says.  "They  don't  build  property 
this  size  anymore  in  midtown  Ma; 
hattan.  There's  no  room." 

Any  number  of  things  could 
wrong,  of  course.  The  New  York  res 
dential  co-op  market  has  collapsed  b 
fore  and  could  break  again.  A  boom 
apartment  construction  could  lead 
better  supply  five  years  from  no1 
depressing  prices  or  at  least  widenii 
choices  for  people  who  need  a  ro 
over  their  heads.  A  shift  in  the  poll 
cal  winds  could  lead  to  tougher  rul 
on  rent  stabilization  or  even  an  exte 
sion  of  rent  control,  both  of  whi 
already  exist  in  New  York  Cii 
Stricter  rules  governing  co-op  convi 
sions  are  always  possible.  Even 
change  in  income  tax  law — a  low 
flat  tax,  say,  or  the  disallowance 


Bernard  Mendik  of  The  Mendik  Co 

Filling  an  inside  straight  on  New  York's  largest  apartment  deal? 


Raynes  outbid  several  canny  competi- 
tors— the  LeFrak  family,  the  Rose 
brothers  and  the  Cohen  brothers — to 
get  the  properties.  These  other  bid- 
ders would  not  match  Mendik's  offer 
because  they  would  have  kept  the 
prize  as  rental  properties. 

For  all  their  experience  in  real  es- 
tate, neither  partner  had  ever  done  a 
residential  deal  of  more  than  one-fifth 
this  size,  never  mind  a  half-bilhon- 
dollar  proposition.  So  what  makes 
them  think  the  apartments  are  worth 
the  record  price  they  paid?  Bernard 


interest    and    property    taxes — col 
hurt  the  co-op  market. 

Mendik  and  Raynes  have  factoB 
in  most  of  the  negative  possibility 
All  that  would  likely  happen,  t  I 
say,  is  that  their  timetable  wouldfl 
set  back  a  couple  of  years,  lowe» 
the  return. 

They  have  considerable  sta)B 
power  to  ride  out  most  proble 
That's  critical  in  a  megadeal  ) 
chased  with  lots  of  borrowed  moi 
Mendik  alone  has  a  cash  flow  from 
office  buildings  running  close  to 
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"Our  passengers  always  said 

our  service  was  so 
good  it  should  win  an  award!' 


"Guess  what?" 


Q 


1984 
?m  ngerS«rvk*A«rd 

flo^  Dutch  Atfnw| 


KLM 


*•*•• 


-M  just  won  "The  Passenger  Service  Award  for  1984."  To  be  singled  out  for  such  an  award 

%  all  the  airlines  in  the  world  is  indeed  an  honor.  See  for        _,.      t->    i .   i  i      A      i 

Jf  why  our  service  makes  flying  KLM  so  special.  1  he  Reliable  AMine.  IvLIV] 


Royal  Dutch  Airlines 

immiimwiiiiii  ii 


ANNAL5  OF  ENTERTAINING 


I  think  that  having  your  ad  in 
The  New  Yorker  is  sort  of  a 
stamp  of  approval.  The 
audience  has  confidence  that 
the  product  is  good  or  the 
magazine  wouldn't  have 
accepted  it.  johnc.carson 

PRESIDENT 
SCHWEPPES.  USA.  LTD. 


We  need  to  be  very  consciou: 
of  the  physical  presentation  of 
our  product.  I  get  nervous  wher 
I  see  clutter.  I  like  the  fact  that 
there  is  no  editorial  color  in 
The  New  Yorker. 

For  me,  it's  an  addictive 
magazine,  a  magazine  you  look 
forward  to.  Anticipation  and  a 
sense  of  enjoyment — can  you 
think  of  a  better  environment 
for  Schweppes! 


MARIANNE  DALY 
DIRECTOR  OF  ADVERTISE 
AND  PUBLIC  RELATIONS 
SCHWEPPES,  USA.  LTD. 


'What  the  hell  is  Schweppervessence?" 


illion  a  year.  His  real  estate  com- 
ny,  The  Mendik  Co.,  in  partnership 
th  institutions  and  wealthy  indi- 
luals,  like  the  Aliens  of  investment 
m  Allen  &  Co.,  owns  nearly  $1  bil- 
»n  worth  of  prime  New  York  City 
:'ice  buildings.  He  started  from 
ratch  28  years  ago  with  a  loft  build- 
g  he  and  his  then-partner  Larry  Sil- 
rstein  bought  for  $265,000  raised 
rough  newspaper  advertising, 
lying  cheap  and  upgrading  the  prop- 
:y  and  the  value  of  the  leases  ever 
ice,  he  has  built  a  real  estate  fortune 
»rbes  estimates  to  be  worth  more 
an  $150  million. 

Not  bad  for  someone  who  was  born 
Scotland,  came  to  the  U.S.  as  an 
fant  and  grew  up  during  the  Depres- 
>n  in  the  South  Bronx,  where  his 
:her  worked  as  a  building  handy- 


t's  a  once-in-a-lifetime 
oportunity,"  says  Bernard 
endik,  referring  to  Lincoln 
owers.  "They  don't  build 
ke  this  in  midtown 
nymore.  There's  no  room." 


an.  Mendik  was  graduated  from 
ty  College  and  enrolled  in  New 
irk  Law  School  at  night.  He  was 
aduated  at  the  top  of  his  class  and  he 
ited  the  Law  Review  while  working 
11  time  during  the  day  selling  china 
d  glassware  to  New  York  depart- 
snt  stores. 

Army  duty  in  the  Korean  War 
ight  Mendik  a  good  deal  about  pok- 

Not  long  after  his  discharge,  an 
counter  with  the  fabled  Harry 
nlmsley  taught  him  a  good  deal 
ore  about  the  New  York  real  estate 
iding  game.  Mendik  wanted  to  buy 
loft  building  owned  by  Helmsley 
d  had  in  mind  a  top  price  of 
50,000.  He  recalls  sitting  in  Helms- 
rs  office  feeling  awed.  Helmsley  sat 
'ith  his  arms  folded  while  Mendik 
isned  with  an  offer  of  $800,000. 
llmsley  said  nothing.  Mendik 
»!ped  his  bid  to  $825,000.  Helmsley 
id  nothing.  Mendik  went  to 
550,000,  then  to  $875,000  and 
500,000,  at  which  point  Helmsley 
Id  "humph."  Finally  an  excited 
I:ndik  got  up  and  shouted, 
'^25,000!  That's  my  last  bid!" 
I  lmsley  said,  "Young  man,  it's 
lie.  Go  and  talk  to  my  partner  about 
1  contract  specifications." 

Aendik  then  got  further  instruc- 
fii  from  Larry  Wien,  Helmsley's 
Ftner  and  the  dean  of  real  estate 
Sidication.  He  put  two  typewritten 
P ;es  in  front  of  Wien  enumerating  1 2 
ptters  related  to  the  closing  that 
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"From  the  Opera  House, 
you  look  straight  across  to  another  of 
Sydney's  great 
achievements." 


Service  polished  to 

perfection. 

A  style  that  could  only 

be  Regent.  Inspirational 

views  from  a  hotel  that 

is  itself  an  inspiration. 


the 


■I^HHHMBBHHBHHBHBHHBBHH     A  regent«international  hotel 

ALBUQUERQUE   AUCKLAND  CHICAGO   FIJI    HONG  KONG   KUALA  LUMPUR    LONDON   MANILA.  MELBOURNE  NEW  YORK  SYDNEY    WASHINGTON  DC 

U.S.A.  TOLL  FREE  800-545-4000;  SYDNEY  238-0000,  TELEX  73023. 
a  member  oi  cIh&]eadin(fHotels  ofthefWorld  ' 


The  shortest  distance 
-etween  two  plants... 


Your  Jetstream  31  Executive  Shuttle! 

Start  your  company  airline  with  the  Jetstream  31— 

shuttle  busy  managers  point  to  point  in  pressurized  and  quiet 
comfort.  Above  most  weather  and  beyond  big  airport  hassles. 
In  a  cabin  built  for  19,  there  is  heads-up  roominess  for  a  dozen 
executives  to  work,  think  and  move  about  freely.  This  big, 
rugged  turboprop  is  cost-effective,  fuel-efficient  and 
airline-proven. 

For  additional  information,  call  British  Aerospace 
corporate  turboprop  sales,  703/435-9100. 


A 


BRtTlSH AEROSPACE 

British  Aerospace,  Inc.  Offices  in  North  America: 

Washington,  DC  •  Wilmington,  DE  •  New  York  •  Chicago 

Houston  •  Los  Angeles  •  Montreal  •  Mexico  City 
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AT&T  INFORMATION  SYSTEMS 


HoWftlE 

Competition 

Is  Banning 

ID  StealYour 

Customers 


At  first,  the  new  office  automation 
system  was  a  big  hit.  It  paid  for  itself 
in  the  first  18  months. 

But  today  the  faces  around  the 
boardroom  table  are  glum. 

While  this  company  was  investing  a 
fortune  to  become  more  efficient,  a 
smaller  competitor  was  spending  half 
as  much  to  make  itself  more  effective. 

Now  the  ambitious  David  is  steal- 
ing the  efficient  Goliath's  customers. 

This  year  American  business  will 
invest  $141  billion  in  computers  and 
communications  gear. 

The  lion's  share  will  go  for  systems 
that  automate  routine  office  chores, 

continued  on  next  page 
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AT&T  INFORMATION  SYSTEMS 


continued  from  preceding  page 


boosting  productivity,  reducing  costs. 

But  efficiency  is  only  one  side  of  the 
coin. 

Admits  one  manager:  "Most  of  us 
are  too  busy  counting  the  beans  on 
our  desks  to  think  about  how  these  new 
systems  might  change  the  way  we 
compete. " 

The  problem  is  that  it's  a  lot  easier 
to  think  about  your  business  as  it  is, 
than  to  imagine  your  business  as  it 
could  be. 

Enter  AT&T  Information  Systems. 
We  earn  our  pay  by  helping  companies 
use  technology  to  achieve  their  objec- 


tives —  whatever  those  objectives  are. 
Below  are  a  few  ideas  to  start  your 
competitive  juices  flowing. 


CATAPULT.  Bean  counters  beware! 
Right  now,  a  handful  of  companies  are 
quietiy  rewriting  the  business  school 
casebooks  by  using  information  sys- 
tems to  gain  a  strategic  advantage. 

Even  smaller  companies  have  found 
in  these  systems  the  means  to  deliver 
added-value  services  at  little  cost,  and 
to  catapult  themselves  into  new  fields  of 
opportunity. 

Example:  A  drug  company  leases  ter- 
minals to  pharmacies  to  save  ordering 


A  handful  of  companies 

are  rewriting  the 

business  school  casebooks 

by  using  information 

systems  to  gain 
a  strategic  advantage. 


costs.  Idea:  use  the  same  syst< 
process  pharmaceutical  insurant 
for  druggists  -  at  a  5%  comm  i 
Result:  more  revenue,  closer  tie:  j 
customers,  a  broader  business  b; 

Example:  A  brokerage  firm  ins  1 
system  that  links  3  ho-hum  investi  j 
into  a  splashy  new  service. 

The  resulting  synergy  not  on  J 
tures  a  host  of  new  customers,  it  Jj 
keep  them.  Each  is  now  triply  boi  S 
the  firm.  When  competitors  cat  j 
they  will  need  crowbars  to  pry 
customers  away. 

Example:  A  magazine  distr 
tires  of  competing  solely  on  the  js 
of  cost.  How  else  can  they  diffen  ia 
their  service? 

Idea:  package  their  data  on  wh;;I 
and  what  bombs  in  different  a 
borhoods  to  help  each  newsstanc  rj 
the  ideal  magazine  mix  every  rm  Jj 

For  newsstand  owners,  this  a 
more  sales,  fewer  duds.  Now  t  A 
tributor  charges  a  premium. 

The  leaders  of  these  compank  ta 
seen  technology  as  more  than  a  I 
cut  costs.  They  have  discove:  1 
untapped  source  of  business  le  ^ 
They  are  making  their  own  light  ig 


DEALS.The  business  machines  t 
work  such  wonders  are  now 
reach  of  virtually  any  company 
working  checkbook.  So  how  is 
every  ambitious  company 
installed  a  few  whizbangs  anc 
business  lightning  strike? 

Answer:  technology  is  only  i 
as  the  goals  you  set  for  it. 

At  AT&T  it  is  gospel  that  b 
strategy  dictates  system  design.  ( 
accident  that  2,800  of  our  P 
Executives  are  specialists  in  pa 
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AT&T  INFORMATION  SYSTEMS 


\    Business  imperatives 

have  a  nasty  way 
of  evolving  right  out  from 
under  expensive, 
just-installed  systems. 


m 


es.)  In  our  opinion,  too  many 
lies  keep  their  "Systems"  people 
j*  "Business"  people  in  separate, 
*ht  compartments, 
wonder  that  the  systems  they 
d  to  improve  the  status  quo  - 
:han  propel  the  company  for- 
l  is  the  difference  between  buy- 
stem  to  process  your  salespeo- 
oense  reports  ...  vs.  one  that 
em  close  more  deals. 
ffer:  Not  every  manager  has  a 
:  information  specialists  on  tap. 
en,  do  you  gauge  the  competi- 
•ortunities  today's  technology 
r  your  company? 
ltfy  we  ran  across  an  article  in 
vard  Business  Review  that  can 
J  see  your  choices  clearly  — 


before  you  call  in  the  vendors.  It  is  objec- 
tive and  brief.  For  a  free  reprint,  please 
telephone  1-800-247-1212. 


ADVERTISEMENT.  Business  leaders 
often  complain  that  the  high  priests  of 
technology  are  too  gung-ho  for  change, 
that  new  systems  become  old  systems 
too  fast. 

Just  as  often,  it  is  the  company  itself 
that  has  changed.  Business  imperatives 
have  a  nasty  way  of  evolving  right  out 
from  under  an  expensive,  just-installed 
system. 

Enter  AT&T.  Recent  changes  in  the 
way  our  company  competes  have 
spurred  us  to  devise  a  new  approach  to 
office  automation.  Result:  a  "systems 


architecture"  that  makes  change  work 
for  business  -  instead  of  against. 

The  briefing  books  on  AT&T's  new 
Information  Systems  Architecture  are 
heavy  going  for  non-technical  types. 
Most  ask  for  the  capsule  version. 

Here  it  is. 

Instead  of  pinning  our  hopes  on  a 
particular  kind  of  business  machine, 
AT&T  is  creating  a  set  of  high-tech 
"building  blocks."  A  system  of  systems  in 
which  office  machines  are  virtually 
interchangeable.  And  in  which  old  hard- 
ware can  easily  learn  new  "tricks"  as 
business  needs  change. 

In  AT&T's  world,  no  company  need 
choose  between  a  system  created  to 
boost  productivity  vs.  another  that 
promises  a  competitive  edge. 

As  a  customer  of  the  new  AT&T,  you 
can  expect  to  find  much  of  what  you 
will  need  for  any  job  among  the  AT&T 
machines  you  order  today. 

Your  technical  wizards  will  tell  you 
this:  "If  AT&T  can  do  what  they  claim, 
our  company  stands  to  save  a  ton  of 
money." 

Our  technical  wizards  like  to  think 
they  can  help  you  make  a  ton  of  money. 

To  learn  more,  please  telephone 
your  Account  Executive,  or  call 
1-800-247-1212.  Or  write  Mr.  Dale 
Hegstrom,  AT&T  Information  Sys- 
tems, RO.  Box  1405,  Morristown,  NJ 
07960-1405. 


AT&T 


AT&T  INFORMATION  SYSTEMS 
When  you've  got  to  be  right. 


Converter  Mm  tin  Raynes  of  M.J.  Raynes,  l/ic 
A  lot  is  riding  on  his  skills  at  conversion. 
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were,  he  thought,  to  be  haggled  over. 
Wien,  a  master  of  the  game,  simply 
said,  "I'm  responsible  for  3,  6,  9  and 
1 1 .  You  the  rest."  Exasperated  as  well 
as  shocked,  Mendik  said,  "You  digest- 
ed all  that  material  in  a  few  seconds 
and  tell  me  what  I'm  responsible  for?" 
"That's  the  terms,"  Wien  replied. 
"Next  time  we  do  a  deal,  you  get 
points  3,  6,  9  and  11,  and  I  take  the 
rest.  Thank  you." 

Mendik,  a  fast  learner,  has  gone  on 
to  become  a  sharp  negotiator  and  one 
of  the  biggest  buyers  of  office  build- 
ings in  New  York  City.  His  holdings 
include  the  Sperry,  Hutchinson  and 
Two  Penn  Plaza  office  buildings. 
Most  were  bought  for  cash  and  in 
partnerships  with  such  institutions  as 
Equitable  and  Prudential  and  with 
wealthy  individuals. 

One  deal  he  especially  likes  to  look 
back  on  is  his  adventure  with  the  Co- 
lumbia Pictures  Building,  at  71 1  Fifth 
Avenue,  bought  from  cash-hungry 
Columbia  for  $14  million  in  1977 
with  an  equity  investment  of  just  $2.5 
million.  Six  years  later,  with  a  group 
of  other  investors,  Mendik  and  Larry 
Silverstein,  a  longtime  partner  who 
has  since  split  and  formed  his  own 
real  estate  company,  sold  711  Fifth 
back  to  Columbia  (now  owned  by 
Coca-Cola)  at  an  astonishing  profit  of 


$43  million.  "I  don't  think  it's  likely 
to  ever  happen  again,"  says  Mendik, 
smiling  and  still  somewhat  amazed 
himself.  "New  York  City  rentals  were 
substantially  undervalued  in  1977." 

Mendik  doesn't  win  them  all.  In 
1961  he  and  Silverstein  ventured 
afield  with  an  outside  contractor  to 
build  two  motels  on  West  42nd  Street 
and  West  43rd  Street  in  time,  they 
thought,  to  book  hordes  of  visitors  to 
New  York  for  the  1964  World's  Fair. 
They  came  in  18  months  late  and  way 
over  budget.  They  had  to  sell  the  mo- 
tels to  TraveLodge  for  a  bit  of  cash  and 
lots  of  paper.  That  experience  seems 
to  have  soured  Mendik  permanently 
on  building  in  New  York.  He'd  much 
rather  buy  existing  properties,  which 
was  why  the  huge  MacArthur  deal 
excited  him  so. 

But  sellers  are  not  usually  fools. 
How  can  there  be  much  profit  in 
buying  buildings  from  others?  Timing 
is  one  answer.  Take  the  33-story  Two 
Penn  Plaza  Building  Mendik  acquired 
in  December  1978  from  Charles  Bluh- 
dorn's  Gulf  &.  Western  for  about  $55 
million.  Rents  at  the  time  were  de- 
pressed, with  luck  around  $7  a  square 
foot,  but  Mendik  was  convinced  they 
wouldn't  stay  that  way  for  long.  A 
number  of  leases  were  coming  up  for 
renewal  in  a  few  years.  In  the  mean- 


time he  hired  Ernest  Castro,  who  co 
laborated  on  the  design  for  the  Guci 
store  in  New  York,  and  spent  some  $ 
million  on  cosmetic  work  to  give  th 
lobby  some  pizzazz  and  improve  th 
outside  plaza  area.  A  few  years  lat< 
new  tenants  were  paying  $25  a  squai 
foot.  Today  Mendik  reckons  Tw 
Penn  Plaza  could  fetch  more  than  foi 
times  the  purchase  price. 

Mendik  figures  the  average  rent  i 
his  15  Manhattan  office  buildings 
about  $15  to  $16  a  square  foot,  vs. 
Manhattan  average  for  new  leases 
$30  to  $35.  "When  those  leases  con 
up,"  he  says,  "we  will  make  out." 

Until  now  Mendik  has  been  deci 
edly  conservative  in  his  financin 
Half  of  his  properties  have  little  on 
mortgage  debt  on  them.  But  the  Ma 
Arthur  deal  initially  involves  a  hi; 
degree  of  leverage.  The  MacArth 
Foundation's  advisers  insisted  on  ; 
cash,  and  Mendik  and  Raynes  w& 
able  to  raise  it.  Mendik's  negotiati 
skills  and  Raynes'  extensive  expe 
ence  in  mass  New  York  cooperati 
conversions  persuaded  the  Equital 
and  a  group  of  commercial  banks 
put  up  the  $425  million  in  loans. 

The  term  loans  are  pegged  to  sho 
term  market  rates  of  interest.  T 
Equitable  will  earn  a  spread  over  the 
rates.  In  addition,  the  Equitable  v, 
have  a  piece  of  the  proceeds  from  sa 
over  the  life  of  the  project.  Obvious 
without  the  Equitable's  financii 
they  couldn't  have  pulled  off  the  dei 

Because  New  York  laws  give  son 
protection    to    tenants    in   buildir 
scheduled  for  conversion  to  co-o| 
Mendik  and  Raynes  may  need  so 
patience.  They  have  it.  They  are  b 
ting  that  about  half  the  tenants  v 
convert  during  the  two-year  conv 
sion  plan  period.   If  the  tenants 
3,000  units  go  for  conversion,  t 
would  mean  revenue  of  about  $^ 
million,  assuming  an  average  pric« 
$120,000  per  apartment.  Thus  mos 
the  loan  would  be  paid  off. 

On  top  of  that,  they  will  get  hig 
rents  from  160,000  square  feet  of  cc 
mercial  space  that  comes  with  l 
properties,  which  will  bring  in  a< 
tional  income. 

There  is  only  one  concern:  A  v, 
located  one-bedroom  Manhat 
apartment  that  went  for,  say,  $50, 
five  years  ago  currently  goes  for  ab 
$175,000— an  incredible  $200 
square  foot.  Will  these  prices  hi 
Maybe.  If  they  hold  or  go  up,  Mer 
and  Raynes  will  look  like  geniuse 
prices  soften — even  if  they  droj 
much  as  25%— Mendik  and  Ra) 
will  make  a  decent  profit,  but  notl 
like  the  extraordinary  profits  the) 
shooting  for  in  today's  market.  ■ 
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Forged  Strength 

The  aircraft/aerospace  industries  demand  the  exceptional  strength 

of  forged  parts.  Fansteel  California  Drop  Forge  engineers  titanium 

forgings  to  meet  these  critical  needs. 

From  structural  to  rotating  engine  components,  the  aircraft/aerospace 
industry  depends  on  Fansteel's  advanced  technology  from  lift  off 

to  touch  down. 

Precision  forgings  are  just  one  example  of  Fansteel  expanding  its 
materials  technology  to  meet  the  needs  of  growing  industries. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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Introducing  a  leasing  company 
that  needs  no  introduction. 


Sanwa  Business  Credit  Corporation 


The  name  may  not  ring  a  bell.  But  if 
you  know  your  way  around  equipment 
leasing  finance,  you'll  know  a  lot  of  the  faces 
at  Sanwa  Business  Credit. 

As  Continental  Illinois  Leasing  Corp., 
you  knew  us  as  one  of  America's  top  sources 
of  vendor  programs  as  well  as  a  full  range  of 
leasing  services. 

As  Sanwa  Business  Credit  Corp.,  we  still 
are.  Only  now,  besides  having  some  of  the 
most  experienced  people  in  the  business,  we 
have  the  unqualified  support  of  The  Sanwa 
Bank,  Limited.  The  9th  largest  bank  in  the 
world  with  more  than  $104  billion  in  assets 


This  new  affiliation  gives  us  almost 
unlimited  capacity  for  programs  ranging 
from  equipment  sales  financing  to  operat- 
ing leases  to  tax-exempt  financing  for 
projects  and  equipment.  Programs  you 
can  depend  on,  even  when  money 
is  tight. 

If  you'd  like  to  explore  the  marketing 
and  cash  flow  advantages  of  a  financing 
program  with  Sanwa  Business  Credit  Corp., 
contact  President  Bernard  J.  McKenna  at 
(312)  828-9084.  He's  a  man  who 
needs  no  introduction. 

Sanwa  Business  Credit  Corporation 

209  South  La  Salle  Street,  Chicago,  Illinois  60604 
Subsidiary  of  The  Sanwa  Bank,  Limited 


The  Up  &  Comers 


ab  Robots  found  out  that  being  among 
?  first  in  the  latest  glamour  industry 
)esnt  mean  that  much. 

"Overblown, 
oversold,  over- 
everythinged" 


By  Jay  McCormick 


I  Wallace  and  Walter  Weisel  with  a  1'iah  robot 

**  thought  robotics  was  a  real  business.  We  were  totally  wrong. 


John  Wallace  is  a  patient  man. 
He  has  to  be.  He  has  been  wait- 
ing 17  years,  ever  since  he  got 
into  robotics,  to  see  $18.4  million 
(1984  sales)  Prab  Robots,  Inc.  hit  its 
stride.  Instead,  the  company  from 
Kalamazoo,  Mich,  just  ambled  along 
with  net  earnings  that  bounced 
around  in  a  range  from  $90,000  to 
$740,000  until  1983,  when  it  stum- 
bled and  reported  its  first  yearly  loss 
ever,  followed  by  an  even  deeper  loss 
last  year. 

Wallace,  who  turns  70  next  month 
and  controls  16.6%  of  the  stock,  is 
understandably  defensive  about  this. 
Robotics,  he  says,  may  be  "over- 
blown, oversold,  overestimated  and 
over-everythinged,  but  we  have  plans 
to  do  well  in  it." 

Wallace's  main  problem  has  been 
having  to  scramble  for  new  business 
after  Prab  was  steamrollered  by  GM. 
By  the  time  robot  sales  finally  began 
to  boom  last  year,  GMF  Robotics,  a 
joint  venture  started  in  1982  by  GM 
and  Fujitsu  Fanuc,  Ltd.,  grabbed  about 
$100  million  in  annual  sales  in  the 
U.S.— a  third  of  the  roughly  $300  mil- 
lion market.  That  sudden  gain  came 
largely  from  the  hides  of  larger  com- 
panies like  Unimation,  now  a  West- 
inghouse  Electric  unit,  and  Cincin- 
nati Milacron  Inc. — and,  of  course, 
Prab.  Prab's  robot  division  had  its  first 
loss  last  year  as  sales  fell  8%,  to  $1 1.9 
million,  and  its  market  share  fell  to 
4%,  from  about  7%  in  1983. 

To  add  insult  to  injury,  GM  made 
minority  investments  in  four  tiny  ro- 
bot-vision-systems companies.  Cold- 
shouldered  by  Wall  Street,  John  Wal- 
lace would  have  given  his  top  R2D2 
for  an  equity  source  like  that. 

Now  Prab  has  fresh  hopes,  founded 
on  some  new  customers  and  a  change 
in  strategy — something  Wallace  has 
had  to  do  before.  Until  1967  John  Wal- 
lace's company  made  conveyor  belts. 
But  then  a  General  Motors  engineer  at 
a  plant  in  Trenton,  N.J.  took  a  look  at 
an  industrial  robot — made  by  Unima- 
tion— and  declared:  "This  thing  is  go- 
ing to  put  Prab  out  of  business." 

Wallace,  who  founded  Prab  in  1961 
after  working  for  another  conveyor 
belt  maker,  wasn't  about  to  stand  idly 
by  while  a  machine  that  picked  up 
and  moved  auto  parts  replaced  con- 
veyor belts.  In  15  months  his  engi- 
neers had  built  a  robot,  making  Prab 
one  of  the  industry  pioneers. 


ES,  MARCH  25,  1985 


191 


IfthisishowyouthinkofGoleman, 


i 


Most  people  know  Coleman  makes  lanterns.  What  they  don't  know  is  we  also  make  boats, 
ore  boats  than  anyone  in  the  world.  For  an  illuminating  look  at  the  strategy 
hind  our  leadership  in  marine  as  well  as  outdoor  recreation  and  home 
imfort  products,  call  1-800-521-4900,  Ext  50.  In  MN,  1-800-642-2800,  Ext  50. 0 


NV5E  symbol:  CI.N 


However,  Wallace's  joy  at  entering 
what  he  thought  was  a  hot  new  mar- 
ket was  to  be  short-lived.  "We 
thought  robotics  was  a  real  business. 
We  were  totally  wrong,"  he  says.  Prab 
was  way  too  early. 

Fifteen  years  later  robots  became 
fashionable  again.  Wallace  capitalized 
on  the  market's  sizzle  in  1981  by 
changing  the  company's  name  to  Prab 
Robots,  Inc.  and  going  public  with 
500,000  shares  at  $10  a  share.  Prab  got 
$2.5  million,  and  Wallace  sold  some 
of  his  holdings  for  $1.7  million.  The 
stock  rose  to  a  peak  of  29  shortly  after 
the  1981  offering.  Wallace  even  got 
the  state  of  Michigan  into  the  act.  In 
1983  the  state  was  so  eager  to  help  a 
home-grown  high-tech  company  that 
it  gave  Prab  a  $6  million  loan,  con- 
vertible to  common  stock.  However, 
the  original  deal  called  for  conversion 
of  about  $19  a  share,  and  with  the 
stock  trading  at  about  7,  now  the  state 
is  trying  to  renegotiate  a  lower  price. 
But  total  robot  industry  sales  in 
1983  were  still  under  $200  million, 
well  short  of  earlier  predictions 
(Forbes,  July  16,  1984). 

Enter  GM-Fanuc,  which  simply 
mopped  up  the  bread-and-butter  auto 
market  for  Prab's  hydraulic  robots 
with  a  new  line  of  high-quality  elec- 
tric-drive robots.  They're  clean,  quiet, 
highly  accurate  and  need  only  one 
technician  for  repairs.  Prab  stuck  by 
its  trusted  hydraulic  robots,  which  are 
faster  and  can  lift  heavier  loads  but 
are  messier,  noisier  and  need  two 
technicians  for  repairs.  "We  fought 
the  tide,  we  kept  expounding  on  the 
benefits  of  hydraulics:  bigger  pay- 
loads,  faster  speed.  The  world  didn't 
want  to  hear  that,  even  if  it  was  true," 
says  Walter  Weisel,  who  became 
president  of  Prab  in  1982. 

Conveyor  belt  profits  alone  couldn't 
keep  Prab  from  a  loss  of  $49-1 ,  139,  or  33 
cents  a  share,  last  year. 

Obviously  Prab  had  to  reduce  its 
dependence  on  auto  companies  or  die. 
But  where  to  turn?  Perhaps  if  Prab 
could  find  a  few  new  uses  for  its  ge- 
neric robots,  it  could  create  a  distinc- 
tive niche  for  itself.  One  new  custom- 
er: Burlington  Industries,  which  need- 
ed a  robot  that  could  pick  up  a  ball  of 
yarn  without  destroying  it.  Almost 
anybody  can  make  a  robot,  but  not 
one  that  can  gently  handle  yarn.  Wei- 
sel figures  he  has  a  six-month  lead  on 
the  competition  in  textiles.  That's  a 
new  note  of  modesty  for  Weisel. 

Then  Prab  started  to  import  Ger- 
man-made electric  robots  last  year, 
and  the  new  line,  priced  at  $40,000  to 
$150,000  each,  in  six  months  added 
$1.5  million  in  sales.  More  important, 
Prab  salesmen  who  couldn't  get  in  the 
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door  with  hydraulic  robots  now  see 
engineers  bent  on  buying  a  gleaming, 
high-tech  electric-drive  robot. 

What's  more,  Prab  has  rediscovered 
its  roots.  It  started  offering  its  robots 
with  its  low-margin  conveyors  in 
profitable,  complete  automation  sys- 
tems with  conveyors  carrying  goods 
to  the  robot. 

The  approach  seems  to  appeal  to 
new  customers  like  Dana  Corp.,  an 
auto  parts  maker,  and  Mary  Kay  Cos- 
metics, where  Prab  robots  unload  80 
empty  facial  cream  bottles  at  a  time 
from  a  shipping  box  and  put  them  on 
filler-machine  lines.   Other  applica- 


tions for  Prab's  robots:  baking  brej 
for  supermarket  chain  Kroger  Co.  an 
dismantling  World  War  II  vintaj 
shells  for  the  military.  "Our  robo 
are  more  careful  than  people,"  sa) 
Wallace. 

At  long  last,  then,  things  are  loo] 
ing  up  for  Prab.  Its  1985  robot  salt 
should  top  1983's  previous  record 
$13  million,  pushing  total  revenm 
above  $20  million.  Both  the  divisk 
and  the  company  will  show  a  prol 
again,  Weisel  and  analysts  agree. 

That's  called  survival,  and  no  sm; 
thing  for  a  company  like  Prab,  but  it 
not  success. — Jay  McCormick 
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Frank  Hickingbotham  hated  yogurt  until  he  saw  ho. 
much  money  other  people  were  making  from  it.  The 
he  found  "the  ultimate  franchising  opportunity. " 


All  pleasure, 
no  guilt 


Here's  Frank  Hickingbotham's  rec- 
ipe for  making  a  fast  buck  in  a  fad 
market.  First,  take  an  idea  that  is  al- 
ready making  money  for  others — in 
this  case,  frozen  yogurt.  Next,  refine 
the  concept  so  you  can  come  across  as 
the  class  act  in  the  field.  Then,  borrow 
a  competitor's  catchy  name  and  test 
the  formula.  Then,  and  only  then,  are 
you  ready  to  franchise. 

Hickingbotham  almost  pulled  it  all 
off  without  a  hitch,  but  someone  sued 
him  for  stealing  the  name.  Hicking- 
botham's shops  are  called  "This  Can't 
Be  Yogurt!!"  But  the  first  "I  Can't 
Believe  It's  Yogurt!"  stores  started 
showing  up  in  Dallas  eight  years  ago. 
Hickingbotham  swears  he  didn't  do 
anything  wrong,  but  he  agreed  to 
change  his  trade  name  to  "TCBY  Yo- 
gurt!!" and  to  buy  three  stores  from  I 
Can't  Believe  It's  Yogurt,  Inc.  The  set- 
tlement cost  $775,000. 

It's  curious,  that  Dallas  connection, 
because  Dallas  is  the  place  where 
Frank  Hickingbotham  changed  his 
mind  about  yogurt.  In  the  old  days, 
when  his  wife  put  him  on  a  diet  and 
fed  him  yogurt,  Hickingbotham 
would  gag.  Then,  five  years  ago,  while 
strolling  through  Neiman-Marcus, 
Hickingbotham  tried  the  store's  fro- 
zen yogurt  dessert.  "I  was  amazed," 


he  says.  "I  actually  liked  it!" 

The  timing  couldn't  have  been  b 
ter.  In  1981  Hickingbotham  was  g 
ting  out  of  his  long-troubled  l 
Chicken  business,  a  canning  co 
pany  and  remnant  of  a  fast-food  cha 
He  was  thinking  of  taking  an  ea 
retirement  at  44.  Instead  he  w* 
back  to  his  home  town  of  Little  Ro 
Ark.  and  spent  $60,000  to  open 
first  "This  Can't  Be  Yogurt!!"  stor 

But  Hickingbotham  is  nobod 
fool.  Entering  a  market  late  meant 
had  to  play  catch-up,  but  it  also  me 
he  could  profit  from  others'  mistal 
Take  the  product.  Hickingboth 
says  the  stuff  in  Dallas  tasted  so 
superior  to  anything  else  that  he  w 
back  to  a  Neiman-Marcus  suppl 
Last  year  he  bought  the  factory- 
better  to  control  his  product  and  p 
it  from  his  stores. 

Then  he  patterned  his  store  m 
after  an  ice  cream  parlor  than 
spartan  health  food  store  format: 
salad  bar,  no  carrot  juice,  just  fro 
yogurt  with  natural  toppings. 

Once  the  first  store  did  well,  H 
ingbotham  opened  two  more, 
North  Little  Rock  and  Conway.  T 
he  called  in  a  franchising  consul1 
and  confirmed  his  hunch:  He  had ' 
ultimate  franchise  opportunity." 
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Direction 

•  The  line  or  course  along  which  something  is 
moving;  e.g.,  a  company  approaching  $10  bil- 
lion in  sales,  a  leader  in  growth  markets, 
zeroed  in  on  the  future. 

•  A  governing  or  motivating  process;  aware 
management  guiding  highly  resourceful  and 
diverse  businesses. 

•  A  channel  or  course  of  action,  like  record 
performance  nine  straight  years. 


Rockwell  International  is  moving  fast 
\i  smart  into  the  decade  ahead.  We're 
sding  the  way  with  high  technology  applied 
Joss  four  diverse  business  areas. 

To  keep  us  moving  in  the  right  direction,  we've  spent 
\  2  billion  for  capital  expenditures  over  the  last  five  years, 
r*  d  we're  continuing  the  pace  for  '85.  To  learn  more 
Dut  us,  write:  Rockwell  International, 
Apartment  815R-66,  600  Grant  Street, 
Ptsburgh,  PA  15219. 
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Rockwell  International 

...where  science  gets  down  to  business 


Aerospace  /  Electronics /Automotive 
General  Industries/ A-B  Industrial  Automation 
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One  look  at 
the  map 
shows  you, 
The  Thoroughbred 
travels  far  and  wide 

Norfolk  Southern  goes  the 
distance.  And  ail  along  the  way, 
shipments  cover  ground  with 
remarkable  efficiency.  State-of-the- 
art  technology  and  the  high 
standards  oi  equipment  and  track 
maintenance  see  to  it. 

They're  part  of  Thoroughbred 
Service,  which  includes  one  feature 


some  other  rail- 
roads find  hard  to 
compete  with: 
you  deal  with  one 
representative, 
no  matter  where  you  are,  or  where 
your  shipment  is.  This  customer- 
representative  relationship  is  one 
of  the  reasons  we're  known  as  The 
Thoroughbred  of  Transportation. 

To  find  out  more  about 
our  Thoroughbred  Service,  call 
your  local  Norfolk  Southern 
sales  office. 
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No  novice  at  franchising  was  Hick- 
ingbotham.  That  chicken  outfit  he 
sold  back  in  1981  had  a  big  problem: 
Customers  had  to  wait  far  longer  than 
at  Kentucky  Fried.  Nonetheless,  what 
Hickingbotham's  experience  taught 
him  was  that  he  could  sell  $15,000 
franchises  nearly  as  quickly  as  yogurt 
sundaes.  Since  he  sold  his  first  fran- 
chise, in  August  1982,  Hicking- 
botham  has  sold  104  franchises  and 
signed  agreements  for  110  more.  He 
also  owns  14  stores.  The  next-biggest 
dessert  yogurt  franchisor — Zack's  Fa- 
mous Frozen  Yogurt  of  New  Or- 
leans— has  40  stores. 

The  real  payoff  came  when  TCBY 
went  public  last  year.  With  55%  of 
the  2.9  million  shares  outstanding, 
Hickingbotham's  stock,  options  and 
past  stock  sales  are  worth  over  $33 
million,  up  from  $5.8  million  at  the 
time  of  the  initial  offering. 

At  a  recent  price  around  20,  the 
volatile  stock  sold  for  a  staggering  57 
times  1984  earnings  and  30  times  esti- 
mated 1985  earnings.  For  the  year 
ended  last  Nov.  30,  TCBY  earned  $1 
million  on  sales  of  $7.4  million.  Re- 
turn on  equity  for  the  year  ended  Nov. 
30  was  42%. 

Great  numbers,  but  what  makes 
Hickingbotham  think  they  will  last 
any  longer  than,  say,  the  big  profits  of 
franchised  popcorn  shops?  "Is  this  a 
fad?"  asks  this  natural  salesman,  with 
his  wavy  gray  hair,  reassuring  smile 


and  folksy  charm.  "Only  if  good 
health  and  longevity  are  fads!  I  really 
think  of  it  [frozen  yogurt]  as  a  new 
way  of  life!" 

How  long  TCBY  will  be  left  alone 
by  the  likes  of  Baskin-Robbins  is  a 
question  Hickingbotham  can't  an- 
swer yet.  "Baskin  Robbins  has  2,600 
stores  nationwide,"  he  says.  "In  many 
places  our  stores  are  next  to  theirs, 
and  customers  walk  right  past  the  ice 
cream  store  to  get  to  us.  Like  our  ad 
says,  we  give  them  all  of  the  pleasure 
and  none  of  the  guilt." 

That's  franchising — all  pleasure  for 
the  lucky  franchisor  and  no  guilt  over 
poor  franchisees.  Well,  the  franchi- 
sees aren't  exactly  poor.  But,  says 
Hartsell  Wingfield,  who  operates  ten 
stores  around  Atlanta  and  Chatta- 
nooga: "It's  not  a  way  to  get  rich 
quick.  But  it  is  a  decent  business." 

Wingfield's  stores  have  average  an- 
nual sales  of  better  than  $150,000. 
Apart  from  the  startup  investment  of 
$85,000 — including  an  upfront  fee  of 
$15,000 — his  net  income,  after  a  4% 
royalty  on  sales,  a  3%  co-op  ad  fund 
contribution  and  taxes,  is  close  to 
15%.  That's  $22,500  per  store. 

All  of  which  may  be  a  very  pointed 
message  for  the  people  selling  high- 
calorie  ice  cream,  burgers  and  fries. 
The  biggest  future  successes  in  food 
franchising  are  likely  to  come  from 
companies  that  put  the  fat  in  the  fee, 
not  on  the  menu. — Carol  E.  Curtis 
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Lessons 


Frank  Hickingbotham  of  "TCBY  Yogurt!!"  in  an  Atlanta  franchise 
"Is  this  a  fad?  Only  if  good,  health  and  longevity  are  fads. 


The  product  that  put  the 
bread  and  butter  on  the 
table  last  year  suddenly 
stopped  selling.  But  the  Ga- 
loob brothers  were  ready. 

Good-bye, 
Mr.  T 


Nothing  lasts  forever,  especially  in 
business.  Markets  change,  prod- 
ucts grow  old  and  die,  and  business- 
men keep  getting  surprised  .  .  .  andi 
trapped. 

Every  now  and  then,  though,  yovr 
find  an  entrepreneur  who  actually  has. 
planned  ahead.   Put  yourself  in  the 
shoes  of  David  and  Robert  Galoob  ol 
$54  million   (1984  unaudited  sales 
Lewis  Galoob  Toys,  Inc.  Their  prod-> 
uct  cycles  are  so  short  that  their  mar-i 
kets  change  almost  overnight.  Las» 
year,  for  example,  action  figures  baseo 
on  Mr.  T  and  characters  from  The  A 
Team,  the  popular  TV  show,  account 
ed  for  more  than  90%   of  Galoob'r 
sales.  This  year  they'll  make  up  jus 
2%,  mostly  from  overseas  sales, 
disaster?    David    Galoob,    president: 
shakes  his  head.  This  time  he  is  ready 
This  time  he  really  listened  to  al 
those  warnings.  He  says  with  a  grin 
"Every  year,  although  we're  going  u; 
and  up  and  getting  more  prominence 
the  trade  is  saying  to'  us,  'What  ar 
you  going  to  do  next  year?'  " 

What  the  Galoobs  have  done 
learn  from  past  mistakes.  Far  fror 
being  caught  without  a  fallback  pos: 
tion,  they  have  six  major  new  produc 
lines  waiting  in  the  wings.  They  ai ' 
also  going  to  control  growth  to  softe ! 
the  unpredictable  market  fluctil 
ations  that  hit  them  year  after  year..! 

It's  quite  a  shift  for  the  Galocf 
brothers.  Since  David  dropped  out  < 
the  University  of  Southern  Californ 
to  take  over  the  $400,000  family  bus  | 
ness  from  his  dying  father  in  1970, 
has  gone  from  hit  to  hit  like  an  ale 
holic  careening  between  benders. 

in  the  early  days  Galoob's  cash  co  I 
was  a  monkey — the  original  batter 
operated  Jolly  Chimp  with  the  ban 
ing  cymbals.  The  company  also  so 
stationery  items  like  photo  albur 
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lie  more  you  have  to  insure,  the  more  you  need  Chu  bb. 
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How  Chubb  replaces 
the  irreplaceable. 

Many  insurance  companies  offer 
what  they  call  replacement  value 
policies.  But  the  policies  usually 
contain  loopholes  like  "up  to  four 
times  actual  cash  value"  which 
mean  that  you  could  end  up  with 
only  a  fraction  of  what  it  really 
costs  to  replace  what  you've  lost. 

Chubb  is  different.  When  we 
insure  your  home  and  its  contents 
for  replacement  value,  you're 
covered  for  exactly  that-the  full 
price  of  a  new  dining  room  table, 
the  true  cost  of  replacing  a  par- 
quet floor.  And  unlike  most  other 
companies,  we  pay  whether  or  not 
you  actually  replace  the  item. 

Chubb  works  this  way  because 
Chubb  is  a  special  insurance 
company.  For  nearly  a  century, 
we've  been  America's  foremost 
insurer  of  outstanding  homes  and 
the  belongings  they  contain. 

The  more  you  have  to  insure, 
the  more  you  need  Chubb. 

Phone  Chubb  at  800-922-0533 
for  a  complimentary 
brochure  and  the 
name  of  your  local 
independent  agent 
or  broker.  CHUBB 
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The  (.huhh  (rrotip  of  Insurance  Companies 

is  proud  to  participate  in  "American  Playhouse"' 

Watch  for  it  on  PBS. 
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We  pick  knowledge 
out  of  thin  air. 


That's  Singer  technology. 


Systems  produced  by  our  HRB-Singer  Division  play  a 
crucial  role  in  modern  electronic  warfare  by  collecting 
electromagnetic  signals  and  turning  them  into 
coherent,  important  defense  intelligence.  In  strategic 
applications,  this  helps  planners  in  identifying,  assess- 
ing, and  countering  long-range  threats.  In  tactical 
situations,  it  provides  commanders  with  information 
needed  to  react  to  rapidly  changing  developments  in 
the  field.  These  capabilities-employing  advanced  data 
processing,  analysis,  and  display  systems-make 
HRB-Singer  a  leader  in  technologies  that  are  vital  in 


protecting  U.S.  interests. 

Through  expanding  research  and  development  i 
simulation,  navigation/guidance,  command/conti 
communications  and  intelligence,  electronic  warf 
and  specialized  computer  systems,  Singer  is  writin 
new  chapter  in  its  corporate  history.  Together  wit 
our  unique  consumer  durables  capabilities  througl 
the  world,  this  technological  base  positions  us  in 
important  growth  markets  of  today  and  tomorrow 

The  Singer  Company,  8  Stamford  Forum, 
Stamford,  CT  06904. 
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Robert  ( left)  and  David  ( right )  Galoub  u 
More  than  anything  else,  the  desire 


ith  design  chief  David  Kaplinsky  and  The  Animal 
to  be  taken  seriously. 


and  calendars.  The  big  break  didn't 
come  until  1976,  when  Galoob 
brought  radio-controlled  toy  cars  to 
the  U.S.  market.  Within  two  years 
sales  went  from  $1  million  to  more 
than  $5  million.  Then  came  minia- 
ture windup  appliances  for  doll 
houses  and  licensed  Smurf  toys. 

When  it's  boom  or  bust  like  that, 
you  learn  early  to  watch  inventories. 
Says  David:  "We  can  increase  or  de- 
crease production  by  a  factor  of  two 
on  the  upside  or  half  on  the  downside 
in  30  days."  By  the  end  of  1984,  when 
sales  of  Mr.  T  and  the  A-Team  figures 
screeched  to  a  halt  in  the  U.S.,  Galoob 
wound  up  with  only  130,000  pieces  in 
inventory,  not  bad  when  you  consider 
that  it  shipped  more  than  9  million 
figures. 

The  brothers  also  learned  to  avoid 
the  industry  practice  of  leaving  retail- 
ers holding  the  bag  on  lemons  and 
defective  products.  Five  years  ago, 
when  defective  components  crept 
into  their  radio-controlled  toy  cars, 
Galoob  chose  to  eat  the  losses.  Sales 
dipped,  then  stagnated,  and  Galoob 
lost  almost  $300,000  in  1981.  "They 
stepped  up  to  the  plate  and  did  the 
honorable  thing,"  says  Walter  Kirch- 
berger,  a  Paine  Webber  analyst.  They 
also  made  a  lot  of  friends  among  re- 
tailers in  the  process. 

Charting  long-term  product  strate- 
gy is  especially  tough  in  the  toy  busi- 
ness. "We  kept  trying  to  get  a  handle 
on  the  company,"  says  David.  "One 
year  we  did  an  item  called  Strobe- 
Dice,  which  was  an  electronic  dice- 
rolling  thing,  where  there  were  these 
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two  dice  on  a  crap  table  and  you 
pushed  a  button  and  it  would  auto- 
matically roll  the  dice.  I  mean,  not 
mainstreaming  in  the  toy  industry." 

Strobe-Dice  hardly  set  the  world  on 
fire.  But  then  came  1983,  when  Mr.  T 
helped  push  sales  to  $28  million.  Op- 
portunities like  that  don't  come  along 
every  day.  So  the  brothers  made  their 
move.  "We  decided  that  we  were  go- 
ing to  take  our  shot,"  says  David.  "We 
were  going  to  try  to  become  a  major 
factor  in  the  toy  business." 

To  do  that  meant  less  dependence 
on  licensed  products  like  Mr.  T  and 
Smurf  and  more  new  products  from 
Galoob.  The  result:  six  new  product 
lines  this  year.  Nobody  can  predict 
how  well  they  will  do,  of  course.  But 
the  important  thing  is  that  the  Ga- 
loobs  have  a  fallback  position — six  of 
them,  in  fact — just  as  grown-up  com 


ne/Picture  Group 

and  other  rugged  terrain. 
"The  chains  have  all 
jumped  on  it,"  says  Glick. 
With  a  $31  million  back- 
log in  January,  vs.  $6  mil- 
lion the  year  before,  the  Ga 
loobs  are  optimistic.  Anc 
they  plan  to  spend  $15.5 
million  on  television  adver 
tising  this  year,  comparec 
with  $3.5  million  last  year 
Thanks  to  Mr.  T,  even  ir 
the  unlikely  event  that  Ga 
loob's  new  lines  all  disap 
point,  there's  enough  casl 
to  try  again  next  year.  Wal 
Street,  at  least,  is  giving  thi 
brothers  the  benefit  of  th< 
doubt.  Says  analyst  Kirch 
berger:  "It's  a  credible  prod 
uct  line.  It  may  not  be  sue 
cessful,  but  it's  credible. 
The  stock,  which  came  ou 
at  10  last  September,  is  no\ 
trading  at  15  lA  bid,  or  abou 
12  times  Galoob's  estimai 
ed    1984   earnings  of  $5. 

million,  or  $1.29  a  share. 

All  of  which  is  a  far  cry  from  D; 
vid's  college  days,  when  he  earne 
money  in  his  spare  time  selling  wat( 
beds  from  the  back  of  a  truck  in  tb 
Westwood  area  of  Los  Angeles. 

The  next  best  thing  to  somethir 
that  lasts  forever  may  be  the  goc 
sense  to  recognize  that  nothing  evi 
does,  and  the  energy  to  do  somethir 
about  it. — Gary  Slutsker 
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Deals 


ers  want  to  be  taken  seriously  in  the 
toy  business,"  says  David  Glick,  vice 
president  of  Grossman  Sales,  a  Louis- 
ville, Ky.  wholesaler. 

Two  of  Galoob's  three  most  impor- 
tant new  lines  are  aimed  at  girls.  One 
of  these,  Golden  Girl,  a  collection  of 
female  warrior  figures,  which  will 
compete  against  Mattel's  She-Ra, 
Princess  of  Power,  has  one  important 
advantage:  She  showed  up  in  stores  in 
February  and  so  got  a  jump  on  Mattel 
of  at  least  three  months. 

Then  there's  The  Animal,  an  off- 
the-road  vehicle  that  climbs  over  ob- 
stacles and  has  claws  that  reach  out  of 
the  tires  to  grip  short,  carpeted  steps 


Why  Wall  Street  has  h 
$100  million  that  Be 
Hirsch  can  find  oil  at 

panie's  are  supposed  to°"I  think,  more    profit  despite  the  WOrSt  gll 
than  anything  else,  the  Galoob  broth-     jy>  decades 

Oil  patch 
reverie 

Tlhe  opportunities  are  better  toe 
than  in  the  29  years  I've  been  in  t 
business,"  says  Bob  Hirsch,  foun< 
and  CEO  of  $40  million  (estimai 
1984  sales)  Conquest  Exploration  ( 
Hirsch  is  talking  about  oil  and  g 
He  missed  out  on  the  good  old  d; 
of  1981  because  he  started  too  \i 
But  Hirsch  says  that,  in  a  way,  h< 
glad  he  did.  He  has  the  cash  n( 
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The  most  successful  second  year 

in  the  history  of  the  computer  business 

confirmed  the  obvious. 
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It  simply  works  better. 


COMPAQ®  Computer  Corporation's  sales  of  $329  million 
in  1984  should  come  as  no  surprise.  We've  been  saying  all 
along  that  COMPAQ  personal  computers  simply  work 
better. 

While  other  companies  were  looking  for  ways  to  cut 
corners  with  their  portables,  we  built  portables  that  could 
do  more  than  most  desktops.  They  quickly  became  the 
best-selling  full-function  portable  computers  in  the 
world. 

While  others  built  limitations  into  their  desktop  com- 
puters, we  introduced  the  COMPAQ  DESKPRO™,  the 
world's  most  expandable  desktop  computer.  It,  too, 
became  a  best  seller. 

While  others  copied,  COMPAQ  innovated.  By  creat- 
ing computers  that  could  run  thousands  of  programs  writ- 
ten for  the  industry  standard  and  monitors  that  can  dis- 
play high-resolution  text  and  graphics  on  one  screen.  By 
adding  internal  tape  backup  for  data  protection. 

Buyers  voted  with  their  pocketbooks.  COMPAQ  fol- 
lowed the  most  successful  first  year  in  the  history  of 
American  business  with  the  most  successful  second  year 
in  the  history  of  the  computer  business. 

For  an  annua)  report,  a  free  brochure,  or  for  the  location  of  your  nearest  Authorized 
COMPAQ  Computer  Dealer,  call  1-800-231-0900  and  ask  for  Operator  3 

COMPAQ*  is  a  registered  trademark  and  COMPAQ  DESKPRO"  is  a  trademark  of 
COMPAQ  Computer  Corporation.  ©1985  COMPAQ  Computer  Corporation. 


COMPAQ. 


Allegheny  International. 
We're  translating  high-tech 


into  home-ted 


Allegheny  International  compa- 
nies are  in  the  forefront  of  high 
technology  for  such  growth  indus- 
tries as  electronics,  computers, 
aerospace  and  defense. 

At  the  same  time,  we  are  com- 
mitted to  our  leadership  role  as 
the  world's  biggest  small  appli- 
ance company,  with  such  global 
brands  as  Sunbeam,  Oster, 
Wilkinson  Sword  and  Rowenta. 

For  as  we  continue  to  meet  the 
special  needs  of  growth  industries 
with  our  high-technology  skills, 
we  will  apply  many  of  those  same 


skills  to  respond  to  consumer  neec  s 
with  a  steady  stream  of  technoloc  - 
cally  innovative  new  products. 

On  these  pages  are  some  ex-  ! 
amples  of  how  we  have  alreadv 
translated  high-tech  into  home-te  r 

For  more  information,  write  to  is 
at  Box  456  F,  Two  Oliver  Plaza,  I 
Pittsburgh,  PA  15230. 

A  state-of-the-art  chemical  vapor  I 
deposition  system  made  by  Thermoa 
an  Allegheny  International  company 
processes  the  newest  high- volume  6" 
silicon  wafers  used  to  produce  micro- 
processor chips.  Thermco  systems  I 
are  in  use  worldwide. 


A  POWERFUL  FOOD  PROCESSOR  THAT'S 
SMALLER,  SIMPLER,  AND  EASIER  TO  USE. 

The  Sunbeam  Oskar  Food  Pro- 
cessor opens  a  new  age  in  food 
preparation  appliances.  Its  unique, 
innovative  curved  bowl  and 
blade  design  enable  it  to  process 
food  quickly  and  more  uniformly. 
The  blades  turn  twice  as  fast  as 
other  machines.  There  are  no 
complicated  switches,  and  there 
are  fewer  parts  to  clean .  The 
Sunbeam  Oskar,  "the  food  pro- 
cessor for  everybody,"  is  already 
a  success  in  Europe,  Australia  and 
the  United  States. 


'  Sunbeam,  Oster,  Wilkinson  Sword, 

Rowenta,  Vitamaster,  Omni. 

™  Oskar,  Pro*  1000,  Nutriscale,  Monitor,  Cool  Spray. 


A  COMPUTERIZED 
NUTRITION  SCALE. 

The  Sunbeam  Nutriscale  in- 
stantly computes  the  nutritional 
content  of  servings  of  over  80CJ 
different  foods  and  beveragesflt 
weighs  only  the  food  and  not  Ik 
container,  and  a  bright  lighted! 
digital  display  shows  the  calorie, 
carbohydrate,  fat,  protein  ancj 
sodium  content  in  the  serving. 
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THE  FIRST  IRON  THAT 
SHUTS  ITSELF  OFF  IF 

YOU  FORGET 
5  closest  thing  to  a  mistake- 
)of  iron,  the  Sunbeam  Monitor 
Js  a  "thinking"  solid-state  elec- 
"lic  system  that  senses  and  ad- 
s  heat.  The  Sunbeam  Monitor 
is  itself  off  in  30  seconds  if  left  in 
ironing  position  and  in  10  min- 
5  rf  left  in  the  upright  position. The 
nate  in  ironing  ease  and  safety. 


i  Sunbeam  Monitor  Iron 
turns  itself  off  if  accidentally  left 
on  or  knocked  over. 


ALLEGHENY 
INTERNATIONAL 

Technology  to  meet  a  world  of  needs. 


THE  FIRST  BLANKET  TO  UNDERSTAND 

YOUR  BODY  LANGUAGE. 
Temperatures  in  different  parts  of 
a  sleepers  body  can  vary  10  de- 
grees or  more.  The  Sunbeam 
Omni  blanket  uses  a  unique  new 
wire  which  acts  like  a  million  tiny 
thermostats  to  sense  and  react  to 
minute  variances  in  tem- 
perature. The  blanket  re- 
sponds by  sending  more 
warmth  to  parts  that  need  it  and 
less  to  those  that  don't. 


THE  EXERCISE  CYCLE 
WITH  DIGITAL  READOUTS. 

The  Vitamaster  Pro»1000  is  the 
totally  electronic  fitness  system. 
Highly  sophisticated  sensors  pick 
up  and  transmit  data  to  an  ad- 
vanced microprocessor  system 
where  the  data  is  transformed  into 
easily  understood  information 
shown  on  lighted  digital  displays. 


THE 
ULTRASONIC 
ROOM  HUMIDIFIER. 

The  Sunbeam  Ultrasonic  Cool 
Spray  Humidifier  solves  an 
indoor  climate  problem  through 
the  science  of  unheard  sound.  It 
uses  ultrasonic  vibrations  to  break 
up  water  into  ultrafine  particles 
for  more  efficient  absorption  into 
the  surrounding  air. 


when  equipment  costs,  leases  and 
drilling  costs  in  the  oil  business  have 
never  been  lower. 

Two  years  ago,  when  energy  was  a 
dirty  word  to  institutional  investors, 
Hirsch  convinced  them  that  the  cur- 
rent down  cycle  would  be  a  great  op- 
portunity to  create  a  major  indepen- 
dent. Conquest  wasn't  easy  to  sell. 
Says  Hirsch,  "We  had  no  acreage  and 
no  data.  We  only  had  a  structure  and  a 
concept." 

Part  of  the  problem  was  Conquest's 
early  involvement  with  loss-ridden 
American  Quasar  Petroleum  Co. 
When  Hirsch  started  Conquest,  in 
September  1981,  Hirsch  acquired 
some  properties  in  a  hurry  by  ex- 
changing 81%  of  Conquest's  shares 
for  interests  owned  by  holders  of 
American  Quasar's  limited  partner- 
ships. Those  partnerships  had  done 
poorly  for  investors. 

What  Hirsch  picked  up,  however, 
turned  out  to  be  some  high-risk  ex- 
ploratory properties  in  the  Overthrust 
Belt,  which  Conquest  couldn't  afford 
to  develop:  AQ's  oil-producing  prop- 
erties didn't  throw  off  enough  cash  to 
pay  for  a  meaningful  exploration  pro- 
gram. Worse,  Hirsch  took  on  more 
than  $50  million  in  bank  debt.  That 
forced  him  to  go  public  in  a  bear  mar- 
ket in  1982  to  raise  $28  million, 
which  he  used  to  retire  some  debt. 

For  two  years  Hirsch  presented  his 
case  to  institutions.  For  two  years  he 
was  told  he  was  crazy.  "It  was  a  long 
and  painful  experience,"  he  says. 

But  the  payoff  came  in  July  1983, 
when  five  institutions  took  the 
plunge,  investing  $100  million  in  a 
four-year  joint  venture  covering  the 
full  range  of  exploration  expenses, 
from  land  and  geoscience  to  drilling. 
One  of  the  investors — Madison  Re- 
sources, now  a  public  oil  and  gas  oper- 
ating company — went  a  step  further 
and  sank  $48  million  into  buying  25% 
of  Conquest's  common  stock.  Wall 
Street  was  betting  almost  entirely  on 
Hirsch's  record  as  exploration  head  at 
Mobil  and  later  at  Superior. 

For  stockholders  that  investment 
seems  to  be  paying  off.  Conquest 
claims  a  success  rate  on  wells  of  more 
than  50%,  or  roughly  equal  to  the 
majors  and  more  than  three  times  bet- 
ter than  most  other  independents. 
Hirsch,  51,  says  the  key  is  that  he 
spends  a  lot  more  on  seismic  research 
than  most  independents — around 
25%  of  exploration  costs,  vs.  the  usu- 
al 5%  to  10%  for  independents.  The 
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Conquest  Exploration 's  Bob  Hirsch  with  partner  Ed  Stoty  ( rear ) 
"We  had  no  acreage  and  no  data.  We  only  had  a  concept. 


Hi  i|I\  Kuper/Gamnu-Liaisi 


theory  is  that,  by  more  carefully  re- 
searching the  geophysics,  Conquest 
can  thereby  reduce  the  odds  of  later 
drilling  a  dry  hole.  "We  operate  like 
the  majors  in  seismic  [technology], 
but  we  have  the  same  flexibility  and 
entrepreneurial  spirit  as  the  indepen- 
dents," he  explains,  framed  against  a 
spectacular  view  of  the  Houston  sky- 
line from  his  plush  46th-floor  office. 

Wall  Street,  which  should  be  accus- 
tomed to  such  optimistic  talk  from 
executives  of  the  oil  majors  going  off 
on  their  own,  is  nevertheless  happy  to 
pay  a  stunning  40  times  1983  earnings 
of  $3.3  million  for  the  promise  of  rich 
oil  strikes  to  come — even  with  prices 
now  severely  depressed.  The  share 
price,  although  down  a  bit  from  the 
1983  high  of  12l/4,  is  still  75%  higher 
than  an  original  offering  price  of  $4. 

Why?  Oil  industry  analysts  expect 
Conquest's  1984  revenues  to  grow 
50%  this  year  and  profits  to  grow 
25%,  to  25  cents  per  share.  Further- 
more, they  note,  with  the  recent  sale 
of  its  Canadian  subsidiary,  Conquest 
is  free  of  bank  debt.  After  all,  Con- 
quest is  acquiring  new  proven  re- 
serves at  $8  a  barrel  while  the  indus- 
try average  is  $12.  If  it  continues, 
Hirsch  figures  Conquest  could  double 
its  energy  reserves  every  year  over  the 


next  few  years.  Says  Paul  Leibman,  ; 
Paine  Webber  exploration  and  produc 
tion  analyst:  "In  five  years  Conques 
could  be  one  of  the  largest  indepen 
dent  oil  and  gas  companies.  The 
have  all  the  ingredients." 

If  Hirsch's  formula  is  so  successful 
why  do  other  independents  scrimp  oi 
seismic  studies?  Because  the  cost  usu- 
ally comes  out  of  their  pockets,  noij 
from  the  limited  partnership  tha 
funds  the  actual  drilling.  Hirsch's  se 
cret  is  that  his  institutional  investor 
share  fully  in  all  exploratory  e> 
penses,  including  seismic. 

So  far  the  institutions  haven't  see 
any  return  from  their  investment  i 
Conquest.  The  deal  gives  them  60° 
of  revenues  from  successful  explor; 
tory  weHs  in  return  for  60%  of  e: 
ploratory  costs.  If  Hirsch  hits  bij 
their  returns  could  be  mouthwate 
ing — assuming  the  energy  glut  r 
longer  exists.  Meanwhile  the  prudei 
Hirsch  put  a  sweetener  in  the  de 
that  gives  Conquest  a  higher  share 
revenues  on  the  far  safer  secondary, 
development,  wells. 

It  should  all  make  cheerful  rea 
ing  at  the  next  OPEC  meeting 
right  before  the  discussion  abo 
what  to  do  with  all  that  crude  th 
can't  sell. — Alan  M.  Field 
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There  js 
a  better  way... 


ed  Freightways  Motor  Freight  is  one  of  a 
ansportatwn  services  offered  by  The  CF  Company, 
ed  Freightways,  Inc. 


The  better  way  to  move  freight  in  the  U.S.A. 
is  also  better  worldwide.  We  proved  it  to 
and  from  Canada— with  the  only  service 
under  a  single  responsibility  across  all 
major  gateways.  We  proved  it  in  Puerto 
Rico,  in  the  Caribbean,  in  Hawaii,  in  Alaska 
—with  container  or  RO/RO  service  on  a 
single  bill.  To  and  from  Mexico.  And  with 


export-import  service  by  sea  or  air  to 
Europe,  Africa,  South  America,  the  Far  East. 

All  of  this  is  possible  because  of  our 
resources  in  communications,  facilities  and 
equipment— in  the  single  field  of  trans- 
portation. The  people  of  each  CF  Company 
benefit  from  this  concentration  on  what  we 
know  best— to  do  a  better  job  for  you 
Telex  II  910-373-2105 


'd  Freightways  Motor  Freight  •  CF  Air  Freight  • 
freightways  •  CF  Forwarding  •  CF  Arrowhead  • 
'eslern  Express  •  Con-Way  Central  Express  • 
■xpress  •  CF  Export-Import  Services  • 
'night  Corp.  •  Milne  and  Craighead 


The  0SFsCompanu 

The  Service  Company 
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Which  Information  Technology  compan> 

just  introduced  major  new  systems  in  all  thi 

key  areas  of  information  management? 


For  your  informatiai 


g  1985  Harris  Corporation.  Melbourne.  Florida  32919 


nation  has  become  the  pri- 
resource  in  many  businesses. 
nth  the  convergence  of  data 
ssing,  office  automation  and 
lunications,  companies  are 
ig  for  workable  ways  to  inte- 
diverse  products  in  these  areas 
lore  efficient  Information 
gement  Systems.  Manyven- 
lave  expertise  in  one  or  two  of 
areas.  But  Harris  is  able  to  pro- 
iroduct  solutions  in  all  three. 

e  new  solutions  to  your 
mation  management 
lems. 

s  has  introduced  major  new 
us  covering  all  of  these  three 
'eas.They  represent  leadership 
ions  to  the  important  current  needs 
:reased  work-group  productivity  and 
communication  costs.  And  they  are 
lesigned  for  connectivity  to  other  Harris 
ion-Harris  products.  Because  we  are 
'lifted  to  providingour  customers  with 
tegrated  Information  Management 
tis  they  will  require. 

[Processing. 

|larris  9300  work-group  system  is 
hed  to  address  the  proliferation  of 
Inal  computers  in  business.  It  increases 
Ksional  work-group  productivity  by 
jonnecting  IBM  PCs,  Harris  PCs  and 
name  terminals  in  an  integrated  data, 
!d  resource-sharing  network.  Multiple 


9300  systems  can  be  interconnected  through 
the  HarrisNet  local  area  network  to  form  very 
large  corporate  networks. 

Office  Automation. 

The  Lanier  Concept  6000  office  automation 
system  adds  a  powerful  new  dimension  to 
office  productivity.  It  can  connect  a  variety  of 
Lanier  workstations  and  mini-network  con- 
trollers so  that  files,  documents  and  system 
resources  can  be  shared  within  a  work  group 
for  data  processing,  personal  computing  and 
word  processing  tasks.  Multiple  Concept  6000 
systems  can  be  connected  via  the  HarrisNet 


network  to  accommodate  more 
than  1000  workstations. 

Communications. 

The  Harris  20-20  integrated 
network  switch  is  a  fourth  gen- 
eration system  which  can  cut 
voice  and  data  communication 
costs  by  up  to  30  percent 
It  reduces  the  number  of  dedi- 
cated or  private  lines  required 
in  a  network,  while  maintaining 
direct  desk-to-deskdialing 
functionality.  The  system  auto- 
matically establishes  optimum 
communication  routes  that  use 
supercarriers.tie  lines,  WATS 
and  private  lines  to  their  best 
advantage. 

Leadership  in  Information 
Technology. 

Harris  has  been  at  the  leading  edge  of 
Information  Technology  for  more  than 
25  years,  serving  companies  across  the 
nation  and  governments  around  the  world. 
We  have  one  of  the  most  comprehensive  lines 
of  Information  Management  Systems 
products  in  the  business.  And  our  worldwide 
sales  last  year  totaled  $2  billion. 

To  learn  more,  contact  Harris  Corporation, 
Dept.  531  .Melbourne,  FL  32919. 

U  HARRIS 


ar  name  is  Harris. 


If  you  can  sue  someone  for  selling  coun- 
terfeit copies  of  your  blue  jeans,  why  not 
for  knocking  off  the  design?  Because  in  the 
rag  trade,  there  s  no  such  thing  as . . . 


The  smoking  bun 


By  Gary  Slutsker 


KNOCKOFFS  ARE  AS  COMMON  as 
having  breakfast  in  this  busi- 
ness," says  William  Master- 
son,  partner  in  Skadden,  Arps'  Los 
Angeles  office.  You  might  not  be  sur- 
prised to  find  he's  talking  about  the 
apparel  industry.  But  even  for  the  rag 
trade,  the  imbroglio  between  the  Na- 
kash  brothers  of  Jordache  Enterprises, 
Inc.   and   the   Marciano   brothers   of 


Guess?,  Inc.,  the  hottest  little  jeans 
company  around  right  now,  is  some- 
thing special. 

The  Marcianos  have  sued  the  Na- 
kash  brothers,  their  50-50  partners  in 
Guess,  now  a  $150  million  (1984 
sales)  company,  for  breach  of  fidu- 
ciary duties  and  unfair  competition, 
charging  that  Jordache  was  using  its 
inside  position  to  knock  off  Guess 
designs.  For  their  part,  the  Nakashes 
accuse  the  Marcianos  of  indulging  in 


self-dealing  of  a  sort  that  is  unusual 
even  for  the  garment  industry. 

It  all  started  in  1981  when  Georges 
Marciano  started  to  produce  jeans, 
which  he  sold  in  his  shop  in  Beverly 
Hills.  These  were  "stone-washed" —  ; 
to  make  them  softer  and  less  dark- 
than    other    prewashed    jeans — and  i 
tight,  so  tight  the  legs  zip  up  at  the 
ankles.  Priced  at  $60,  the  jeans  flew 
off  the  shelves  at  Bloomingdale's  al-i 
most  immediately. 

Sales  had  reached  $12  million  b>' 
1982,  but  Georges  and  his  brothers 
Maurice,  Armand  and  Paul,  needec 
capital  to  expand  and  immediate  ac  ! 
cess  to  cheap  labor  abroad.  The  Israe  I 
li-born  Nakashes  were  well  knowr 
for  their  plants  in  Hong  Kong  anc ; 
offered  a  handsome  $5  million  for  hal 
the  stock  in  Guess. 

The  Marcianos   contend   that,   b;Ji 
buying  into  Guess  and  sitting  on  it  J 
board  of  directors,  the  Nakashes  no' 
only  knew  which  Guess  lines  wer  J 
selling  well,  but  also  had  access  to  th  ■ ; 
ideas  because  they  were  turning  ou  ■  1 
the   licensed   Guess   designs   at   th- 
same  factory  in  Hong  Kong  wher' 
they  manufacture  lordache  jeans.  A'-^j 
the  designs,  fabrics — everything  neec 
ed  to  produce  Guess  knockoffs — wei '  > 
right  there. 


Sieve  Smith/Paul  Whe 


Guess  founders  Maurice  (left),  Georges  and  Armand  Marciano 

"They  told  us  they  do  not  need  to  knock  off  Guess.  They  are  too  wealthy  for  that. 


210 


FORBES,  MARCH  25, 


fordache  says  it  never  knocked  off 
jess  styles  per  se.  "It  wasn't  that 
rdache  was  copying  Guess,"  says 
rdache  lawyer  Dan  Woods  of  Bro- 
ck, Phleger  &  Harrison  in  Los  Ange- 
».  "It  was  just  doing  what  everybody 
ie  was  doing." 

Why  does  "everybody"  do  it?  Be- 
use  the  law  provides  few  remedies 
{ knockoffs  in  the  apparel  business, 
othing  designs  generally  don't  meet 
e  "new,  unobvious  and  useful"  cri- 
ria  for  patents,  says  Walter  Marple, 
jartner  with  Pennie  &  Edmonds,  a 
;w  York  law  firm.  To  keep  partners 
»m  knocking  off  designs,  the  fash- 
i  industry  normally  uses  written 
ntracts.  "I  have  a  contract  that 
ites  they  can't  even  copy  our  styles 
ce  they  hit  the  streets,"  brags  one 
ecutive  about  his  deal  with  a  large 
)thing  manufacturer. 
But  the  Marcianos  had  no  such  con- 
tct.  Georges,  who  is  Guess  presi- 
nt  as  well  as  chief  designer,  says  he 
is  concerned  about  being  knocked 
:,  but  he  trusted  the  Nakashes'  as- 
rances  that  it  wouldn't  happen, 
ys  Georges,  "They  told  me  they  do 
it  need  to  knock  off  Guess  to  make 
oney  at  Jordache.  They  are  too 
ialthy  for  that." 

Besides,  the  Marcianos  thought 
ey  had  solved  the  problem  by  allow- 
g  Jordache  to  set  up  an  affiliated 
mpany,  Gasoline,  licensed  to  use 
rtain  Guess  designs.  A  legal  knock- 
E,  that  is.  (In  January  the  Marcianos 
ed  to  dissolve  Gasoline,  a  move  the 
ikashes  oppose.) 

The  Nakashes  deny  ever  having 
ren  Georges  assurances  against 
lockoffs,  and,  unfortunately,  no 
eh  pledge  was  ever  put  in  writing, 
when  Georges  saw  what  he  con- 
ads  were  Guess  ideas  cropping  up  in 
i  Jordache  line,  the  Marcianos 
uldn't  easily  support  a  breach-of- 
titract  claim. 

Jut  if  Jordache  only  wanted  to 
ock  off  popular  designs  already  on 
;  market,  why  did  it  invest  $5  mil- 
n  in  Guess?  If  you  wait  until  de- 
ns are  shown  in  public,  you're  go- 
to be  at  least  a  season  behind 
:ryone  else.  Sure,  Guess  was  a  good 
'estment.  But  the  package  also  in- 
ded  "a  cheap  design  service,"  spec- 
tes  one  industry  executive, 
he  Marcianos  are  hardly  conven- 

!ial  businessmen  themselves.  The 
s  of  an  Orthodox  rabbi  in  Mar- 
ies, the  four  brothers  left  a  12- 
re  retail  chain  behind  in  France 
en  they  came  to  Beverly  Hills. 
}rges  cheerfully  confirms  that  the 
ttson  they  emigrated  was  to  escape  a 
h';e  French  tax  bill, 
urther,   if  the  Nakashes'   allega- 


In  Paris 


At  the  George  V,  discover  one  of  the  world's  great  classic  hotels, 

just  off  the  famous  Champs  Elysees.  Government  ministers  give  official 

dinners  here.  General  Eisenhower  made  it  his  headquarters. 

The  George  V  is  a  treasure  chest  of  fine  art,  tapestries,  sculptures— 

and  of  Trusthouse  Forte  hospitality. 

Trusthouse  Forte  Hotels  © 

For  reservations,  see  your  travel  agent  or  call  toll-free:  800-223-5672  nationwide; 
212-541-4400  in  New  York  City;  1-800-268-9761  in  Canada;  723-5400  in  Paris. 


44%  of  America's  564,000  bridges  are  either  obsolete  or  have 
structural  defects. 

In  Pennsylvania  alone,  losses  from  closed  and  restricted 
bridges  are  estimated  at  more  than  $238  million  a  year.  The 
problems  of  our  infrastructure  are  gaining  national  attention. 
One  company  has  already  gained  international  recognition 
for  providing  solutions.  URS. 


For  a  copy  of  the  36  page  booklet,  "Infrastructure,  Crisis,  or  Opportunity;'  send  $2.00  for  postage 
and  handling  to:  URS  Corporation,  155  Bovet  Road,  San  Mateo,  CA  94402  (415)  574-5000. 
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ONE  PICTURE 
IS  WORTH 
A  THOUSAND 
HAMBURGERS 


Wendy's  has  discovered  there's  an  art  to  selling  hamburgers. 
When  Wendy's  in  Cincinnati  decided  to  help  local  artists,  they  devel 
a  calendar  which  featured  paintings  of  scenes  of  the  city,  like  the  on 
pictured  here.  The  calendar,  containing  $10  worth  of  coupons,  was  I 
for  $1.19  in  26  of  its  Cincinnati  restaurants.  Wendy's  donated  10c  to  the  Cincinnat 
Commission  on  the  Arts  for  each  calendar  sold.  The  calendar  sales  improved  Wen  i 
image  in  the  community  and  produced  $2,000  for  the  Commission. 

From  Wendy's  to  Flanigan's  Furniture  Inc.,  the  Business  Committ 

for  the  Arts  is  helping  companies  of  all  sizes  discover  that  supporting 

arts  can  paint  a  nice  picture  for  their  business.  The  Business  Committ 

for  the  Arts  will  show  you  how  collaboration  with  the  arts  can  enhan  ■ 

— -   your  company's  image,  benefit  your  employees  and  offer  tax  a 

tages.  Talk  to  the  Business  Committee  for  the  Arts  and  get  a  whc 

new  perspective  on  how  to  form  a  successful  partnership  with  th 

You'll  find  your  interest  repaid  a  thousand  times. 


BUSINESS  COMMITTEE  FOR  THE  ARTS  •  SUITE  510  •  1775  BROADWAY,  NEW  YORK,  NY.  10019  •  (212)  664- 

THIS  ADVERTISEMENT  PREPARED  AS  A  PUBLIC  SERVICE  BY  OGILVY  &  MATHER 


\ 

ons  are  to  be  believed,  the  Mar- 
anos'  motto  when  it  came  to  re- 
;nge  was,  don't  get  mad,  get  even, 
ccording  to  the  countersuit,  the 
larcianos  took  more  than  $1.8  mil- 
on  in  unauthorized  fees  out  of 
aiess,  and  then  paid  themselves  al- 
lost  double  the  salaries  specified  in 
leir  employment  contracts  (for 
rother  Georges,  37,  that  meant  a 
rincely  $817,000  instead  of  a  mere 
450,000).  All  this,  say  the  Nakashes, 
ithout  the  two-thirds  board  approv- 
.  required  by  their  stock  purchase 
>reement. 

In  February  a  Los  Angeles  superior 
jurt  judge  ordered  the  Marcianos  to 
:op  writing  themselves  unauthorized 
leeks  and  to  segregate  profits  from 
leir  unauthorized  Guess  lines.  Earli- 
I  the  Marcianos  had  paid  the  Na- 
ashes  $1.5  million  to  offset  the  un- 
athorized  distributions.   The  judge 


Maggie  Melx-i 


%lph  (left), /oe  and  Avi  Nakash 
'oing  the  same  as  everyone  else. 

Iso  ordered  the  Nakashes  to  set  up  a 
ust  for  profits  from  three  styles  of 
ileged  Guess  knockoffs. 
[The  Marcianos  have  other  legal 
roblems  as  well.  Another  Los  Ange- 
s  judge  has  granted  their  menswear 
censee,  Jeff  Hamilton,  Inc.,  an  in- 
nction  that  prevents  Guess  from 
rminating  Hamilton's  lucrative  li- 
:nse.  The  Marcianos  licensed  Ham- 
ton  in  1983  to  sell  Guess  products  in 
turn  for  a  7%  royalty  on  Hamilton's 
les — which  went  from  roughly  $2.5 
illion  in  1983  to  $27  million  last 
lar.  Now  the  Marcianos  want  the 
jenswear  line  all  for  themselves, 
iys  Skadden,  Arps'  Masterson,  who 
i  Hamilton's  attorney. 
(Whether  the  Nakashes  abused  their 
>uess  insider  position  won't  be  deter- 
mined until  the  case  goes  to  trial, 
whatever  happens,  it's  hardly  likely  to 

:er  the  natural  law  in  the  garment 
'dustry  that  knockoffs  are  a  fact  of 

e.  Says  Hamilton's  owner  and  de- 
:;ner,  Jeff  Bohbot:  "It's  normal,  it's 
1  rt  of  the  business.  There.are  at  least 
•'  companies  knocking  me  off.  And 
1  nkly,  I'd  rather  be  the  knockee  than 
U  knocker."  ■ 


: 


In  New  Orleans 


The  Hotel  Iberville  begins  where  most  others  end. 

On  the  11th  floor,  where  its  handsome  lobby.  Restaurant  Le  Jardin  and 

Cafe  Portofino  offer  comfort  and  style  to  its  guests.  And  some  magnificent 

views.  And  from  there  on  up,  450  luxurious  guestrooms  and  suites 

soar  up  from  a  great  beginning.  ^sr- 

Trusthouse  Forte  Hotels  fp 

For  reservations,  see  your  travel  agent  or  call  toll-free:  800-223-5672  nationwide; 
212-541-4400  in  New  York  City;  1-800-268-9761  in  Canada;  416-363-6033  in  Toronto. 


Rityour  money 
where  the  high  yields  are 


Introducing  the  T.  Rowe  Price  High  Yield  Fund 

In  rimes  like  these,  when  yields  on  most  income-oriented  investments  are 
falling,  where  do  you  look  for  high  current  income? 

The  new  T.  Rowe  Price  High  Yield  Fund  capitalizes  on  some  of  the  best 
current  yields  available  by  investing  in  long-term,  medium  to  lower  quality 
bonds.  Aggressive  management  helps  to  reduce  the  risk  associated  with  these 
issues,  and  to  provide  high  current  income. 

Just  in  time  for  your  IRA.  With  its  high  level  of  income,  compounding  tax- 
deferred,  the  High  Yield  Fund  can  help  your  ERA,  Keogh  or  other  retirement 
plan  grow  quickly.  For  the  Fund's  current  yield,  call  1-800-638-1016.  For  more 
information,  call  toll  free:  1-800-638-5660.  ^^ 

TRoweFHceBL 

Invest  With  Confidence  ^Uik 

Mail  to:  T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 

Please  send  me  a  free  information  kit  and  prospectus,  with  more  complete  informa- 
tion, including  management  fees  and  other  charges  and  expenses.  I  will  read  them 
carefully  before  I  invest  or  send  money. 
Also  send  a  free  information  kit  for:  u  IRA    □  Keogh 

Name 
Address 


pity 


State 


Zip 
_  □  Home 


Phone 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC. 


New  High  Yield  Fund:  call  1-800-638-5660 
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THE  CALIFORNIAS  SIT  Q 
THE  EDGE  OFATHREETRILLO 

DOLLAR  MARKE 


Thaf  s  just  the  beginning. 

We  have  a  two  century  headstart  on  the 
ific  Rim.  As  traders.  As  neighbors.  As  family. 

Thaf  s  just  the  beginning. 

This  market  is  growing  by  $3  billion  a 
:k.  Not  a  year.  A  week. 

If  you're  looking  for  the  edge  on  the 


Pacific  Rim,  write  the  California  Department 
of  Commerce. 

Thafs  just  the  beginning. 

THE  QdJFORNIAS 

California  Department  of  Commerce 

Office  of  Business  Development,  PO.  Box  9278,  Dept.  34, 

Van  Nuys,  CA  91409 
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Marketing 


Edited  by  Stephen  Kindel 


For  all  the  new  competition,  the  television  networks  are  heading  fc 
yet  another  "best year  ever. "  The  market  seems  willing  to  bear  it. 

Still  the  strongest 
game  in  town 


By  Kelly  Walker 
and  Stephen  Kindel 


If  you  have  a  new  product  ready  to  go  next  fall,  and 
if  you  think  a  30-second  spot  on  NBC's  high-rated  Hill 
Street  Blues  or  CBS'  60  Minutes  or  ABC's  steamy  Dy- 
nasty might  do  you  some  good,  and  if  you  have  the 
$250,000  to  pay  for  it,  you  had  better  hurry.  It  is  not  yet 
Apr.  1,  but  advertisers  have  already  committed  themselves 
for  virtually  every  commercial  minute  on  these  shows  for 
the  1985-86  broadcast  season. 

The  three  television  networks  are  collectively  heading 
toward  yet  another  "best  year  ever"  despite  all  the  now- 
familiar  reasons  they  have  for  high  anxiety.  Yes,  there  has 
been  a  15%  decline  in  network  viewing  since  1980.  And, 
yes,  there  are  now  16  million  VCRs  hooked  up 
in  the  nation's  78  million  TV  house 
holds,  with  their  owners  spend- 
ing an  increasing  share 
of  their  time  and 


money  on  movie  rentals.  The  networks  and  their  affili. 
now  compete  with  a  rising  number  of  independent 
tions,  well  over  200  today  compared  with  only  100 
years  ago.  And  the  still-expanding  cable  systems,  wl 
"pass"  37  million  households,  and  another  mil- 
lion  satellite   dishes   now   give   viewers   a 
choice  of  dozens  of  programs. 

For  all  that,  and  for  all  the  eternal 
laments    about    network    program 
quality,  the  American  public 
still  spends   three-quar 
ters  of  its  viewing 
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.e  with  the  networks.  Alternative  TV  programming 
n  has  merely  nibbled  at  the  networks  rather  than  taken 
bites  out  of  them.  In  fact,  Americans  are  spending  more 
ie,  not  less,  watching  free,  over-the-air  television 
iws,  and  marketers  will  be  budgeting  more  money  in 
15-86,  not  less,  if  they  want  to  reach  them.  As  Joan 
rella,  vice  president  of  network  programming  for  the 
ertising  agency  Chiat/Day,  puts  it  succinctly,  "The 
works  are  still  the  only  real  game  in  town." 
lie  combined  $8.5  billion  in  revenues  pulled  in  by 
C,  CBS  and  ABC  in  1984  was  a  healthy  21.5%  above 
>3's  level;  their  combined  net  profits  of  about  $625 
:lion  amounted  to  a  15%  gain.  Give  some  credit  to  the 
14  Olympic  Games  and  the  presidential  election,  but 
:  too  much.  Those  figures  are  just  another  uptick  in  a 
itinued  average  annual  13%  rise  in  network  revenues 
:r  the  last  five  years — significantly  higher  than  the 
lation  rate.  Joseph  Frazzano,  an  analyst  who  follows  the 
rvision  industry  for  Oppenheimer  &  Co.,  thinks  the 
ciency  of  buying  broadcast  time  will  keep  advertising 
enues  growing  at  a  steady  8% -to- 10%  rate  for  the  rest  of 
:  decade,  even  as  inflationary  pressures  abate. 
)f  course,  not  every  show  commands  $250,000  for  30 
onds,  and  advertisers  have  strategies  of  their  own  avail- 
e  to  fight  rising  network  prices.  They  can,  for  example, 
us  on  major  markets  with  a  spot  buying  plan.  This 
■olves  buying  cut-rate  time  on  TV  stations.  Explains 
chael  Kubin,  executive  vice  president  of  Corinthian 
mmunications  Inc.,  a  New  York-based  company  that 
ps  TV  commercial  time  for  advertisers:  "At  the  end  of 
:  year  the  networks  were  giving  away  time  on  some 
)ws,  and  advertisers  picked  up  some  real  bargains  by 
fting  to  selective  spot  buying."  It  works  like  this:  Ad- 
tisers  buy  discounted  odd  units  of  commercial  time, 


rime  time,  prime  rates 


which  are  left  over  after  the  selling  season. 

Some  of  those  cut-rate  spots  were  designed  to  keep  loyal 
advertisers  in  the  fold  and  away  from  the  latest  fad  in 
television  time  buying — first-run  syndication  barter.  In 
syndication  barter,  a  show's  producer  takes  on  the  task  of 
selling  advertising  time  for  the  show  in  return  for  a  portion 
of  the  advertising  revenue.  For  an  advertiser  like  Campbell 
Soup,  say,  which  puts  about  2%  of  its  $109  million  ad 
budget  into  syndicated  shows,  syndication  is  a  cheap,  low- 
risk  buy.  There  are  a  growing  number  of  first-run  syndica- 
tions— shows  such  as  Entertainment  Totiight  from  Para- 
mount's  domestic  TV  and  video  programming  division  or 
King  World  Productions'  top-rated  quiz  show  W/jeel  of 
Fortune.  For  such  shows  barter  produces  $500  million 
worth  of  advertising  dollars  that  never  end  up  in  network 
pockets. 

Are  the  networks  worried?  Not  really.  They  can  play  the 
same  game.  Network-owned-and-operated  stations — 
O&Os  in  the  industry's  jargon — in  the  major  markets 
often  buy  these  shows  themselves.  Wheel  of  Fortune,  for 
example,  airs  weeknights  on  CBS'  flagship  station, 
WCBS/New  York,  from  7:30  to  8,  the  "lead-in"  before  the 
network's  three  hours  of  prime-time  programming  begins 
at  8.  A  percentage  of  the  advertising  revenue  goes  to  the 
syndicator,  but  a  good  share  comes  back  to  the  0&.0  and 
thence  to  the  broadcaster's  pockets. 

It's  "reach"  that  keeps  media  planners  recommending 
network  television  for  the  largest  commitment  of  adver- 
tising dollars.  If  the  networks'  share  of  the  available  audi- 
ence is  now  down  to  76%,  that  still  means  it's  three  times 
as  big  as  all  the  competition  put  together.  "We  stay  with 
network — it  gets  59%  of  our  budget — because  it  reaches 
the  broadest  base  of  people,"  says  George  Mahrling,  direc- 
tor of  media  services  at  Campbell  Soup.  Caffeine  Free  Diet 


r  the  television  networks,  there  are  no  such  things  as  bad  years.  Over  the  last  eight 
ars,  covering  two  major  recessions  and  one  major  recovery,  television  revenues  have 
awn  at  a  compound  11%  rate,  almost  doubling  in  the  process.  And  while  new 
2dia — cable,  VCRs,  satellites  and  a  rising  number  of  independent  stations — made 
me  inroads  into  revenue  growth,  their  threat  had  largely  subsided  by  1980-81. 
ice  then,  revenue  growth  has  outstripped  even  the  most  hopeful  projections. 
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Coke  throws  67%  of  its  $29.7  million 
budget  into  network  buys.  Kimberly- 
Clark's  Huggies  brand  disposable  dia- 
per is  even  more  hooked  on  the  effica- 
cy of  network:  86%  of  its  $16.1  mil- 
lion budget  goes  to  network.  Even 
companies  you  wouldn't  think  of  as  network  buyers  buy 
network.  Business  Week,  a  McGraw-Hill  publication,  appar- 
ently seeking  to  expand  its  audience  beyond  top  and 
middle  management,  puts  45%  of  its  $1.5  million  ad 
budget  into  network  television. 

Assaults  on  network  efficiency  by  competing  cable  sys- 
tems remain  unrelenting.  Virtually  every  advertising  agen- 
cy with  its  own  media  department  now  has  at  least  one 
person  working  full  time  on  finding  alternatives  to  the 
network  buy.  The  right  combination  of  cable  buys,  claims 
Jack  Hill,  vice  president  for  research  of  the  Cable  Televi- 
sion Advertising  Bureau,  offers  a  huge  savings  over  a 
network  buy — he  talks  about  costs  on  the  order  of  $4  per 
1,000  households  for  cable  against  $7  per  1,000  households 
for  network  television.  And  the  independents  are  as  ag- 
gressive as  ever  in  pushing  the  efficiencies  of  spot  buys  for 
a  careful  advertiser  who  knows  his  distribution  patterns 
very  well.  "We  get  Sasson  Jeans  and  4C  [breadcrumbs]  into 
the  40%  of  the  country  where  their  goods  are  sold  with 
spot,  and  we  do  it  very  efficiently,"  says  Corinthian's 
Kubin.  But  even  HBO  President  Michael  Fuchs  concedes 
network  TV's  strength.  "There's  no  doubt  that  commer- 
cial TV,  because  of  changes  wrought  by  cable,  has  become 
more  competitive." 

But  cost  per  thousand  (CPM)  is  not  the  whole  story.  If  an 
advertiser  wants  to  reach  a  huge  audience  at  a  single  crack, 
network  has  an  efficiency  that  competing  video  does  not. 
Thus  the  cost  of  a  30-second  spot  on  a  top-rated  prime- 
time  show — which  could  be  at  least  $250,000  on  a  top- 
rated  show  next  season — will  not  stop  big-budget  sponsors 
aiming  for  millions  of  viewers;  sheer  CPM  is  not  the  only 
consideration.  Says  Michael  Kubin:  "For  an  IBM,  what's 
$500,000  for  30  seconds  on  the  Super  Bowl,  against  an 
audience  of  75  million?  Most  of  those  viewers  certainly 
won't  buy  personal  computers  anytime  soon,  but  a  lot  of 
them  will  and  many  will  buy  a  PC  at  some  point.  If  you 
work  out  the  numbers,  maybe  it  costs  $6.66  per  1,000. 
That's  not  expensive  in  absolute  terms.  The  real  question 
you  have  to  ask  is  the  relative  one:  What  would  it  have 
cost  IBM  to  persuade   so  many   people   by  any  other 


means?" 

Some  advertisers  have  deserted  net 
work,  but  there  are  newcomers  ai 
well.  Heineken  beer,  which  for  year 
has    dominated    the    imported    bee 
market  (Forbes,  Sept.  24,  1984),  is  pui, 
suing  the  domestic  beer  drinker  by  pouring  money  int 
network  advertising.  It  also  largely  staved  off  upstai 
Canadian  imports  with  the  same  strategy.  As  recently  a 
1982,  when  brands  like  Labatt's,  Moosehead  and  Molso 
were  still  cross-border  phenomena,  Van  Munching  &  Co  \ 
Heineken's  distributor  in  the  U.S.,  spent  almost  none  of  ii 
$16.7  million  total  ad  dollars  on  network.  By  1984,  a  vei 
heavy  portion  of  the  company's  $21  million  expenditun 
went  to  defending  Heineken  via  the  networks,  and  th  I 
year  planned  spending  on  networks  will  rise  by  50% .  Sa] 
Van    Munching    spokesman    James    Blankenship,    "Tr  j 
Canadian  brands  have  become  national  competitors,  lili 
the  premium  American  brands.  Network  television  is  tl 
best  way  to  deal  with  both." 

The  networks  themselves  have  learned  a  few  things 
the  course  of  holding  the  competition  at  bay.  For  oi 
thing,  there  are  signs  that  they  no  longer  think  the  she 
size  of  the  audiences  they  deliver  will  be  enough.  CE 
salespeople  have  recently  been  visiting  the  advertisii 
agencies  with  a  new  concept,  called  the  Client/Audien 
Profile,  that  seeks  to  shed  more  specific  light  on  who  is  iij 
particular  TV  audience,  not  just  how  many  there  are.  Sa< 
CBS  head  of  research  David  Poltrack:  "The  current  aj 
based  demographics  that  advertisers  focus  on  don't  gi 
enough  weight  to  the  differences  among  people  withir;| 
given  age  group." 

What  Poltrack  means  is  this.  It's  a  marketing  commc '. 
place  that  the  most  "desirable"  audience  for  the  major  J 
of  products  advertised  on  TV  is  the  25-to-49  age  segme> 
But  is  that  rough  cut  good  enough?  Should  the  purchasii 
decisions  of  25-year-olds  be  considered  as  being  the  sai. 
as  35-year-olds  or  40-year-olds,  when  common  sense  ale. 
says  they  are  not  similar  at  all?  Older  people  have  nrn] 
disposable  income  and  spend  it  on  higher-end  goods  tl' 
younger  people  (see  Forbes,  Feb.  25).  Often,  too,  becaustJ 
the  way  television  views  demographics,  many  advertis  I 
of  mass-market  products  are  inclined  to  view  people  o  | 
50  as  an  unwanted  audience — in  effect,  as  having  no  p  j 
chasing  influence  at  all — or  at  least  pretend  as  mi 
during  price  negotiations. 


Meanwhile,  back  at  the  old  technology 


Iast  year  was  a  banner  year  for 
I  print  media  as  well  as  for  the 
television  networks.  Magazine  ad 
revenues,  as  reported  by  the  Maga- 
zine Publisher's  Association,  hit 
$4.7  billion  in  1984,  up  16.5%  from 
1983  and  an  alltime  high.  Ad  pages 
increased  by  8.5%.  At  least  27 
magazines  folded  last  year,  but  130 
were  initiated. 

'The  driving  source  for  such  a 
successful  year  was  the  comeback 
of  the  economy,"  says  Robert  Far- 
ley of  Publisher's  Information  Bu- 
reau and  the  MPA.  "The  election 
and  the  Olympics  also  helped." 

The    Presidential    election    and 


the  Olympic  Games  aided  newspa- 
pers also.  Ad  revenues  posted  a  rec- 
ord $23.8  billion,  up  15.8%  over 
1983.  A  large  increase  in  classified 
advertising — a  volume  gain  of  15% 
in  classified  ads  over  the  year  be- 
fore— was  another  major  factor. 
"As  soon  as  interest  rates  go  down, 
you  see  an  increase  in  consumer 
spending,"  says  Bruce  Thorp,  an 
analyst  for  Lynch,  Jones  &  Ryan  in 
Washington,  D.C.  "Consequently, 
ads  for  such  things  as  help  wanted, 
automobiles  and  real  estate  in- 
crease dramatically." 

Another  element  in  the  present 
prosperity  of  magazines  and  news- 


papers is  the  sharp  rise  in  advertis- 
ing for  computers  and  high-priced 
electronic  gear.  Big-budget  adver- 
tisers market  such  products,  with 
their  varying  distribution  patterns 
and  targeted  prospects,  through 
multimedia  mix.  Says  an  IB? 
spokesperson:  "Among  the  reasons 
we  use  print  are:  a  longer  life  for 
ads,  opportunity  to  treat  subjects 
in  more  detail,  response  coupons 
and  an  opportunity  to  reach  nar- 
rower audiences  with  messages 
aimed  specifically  at  them.  While 
we're  not  partial  to  either  media, 
print  has  certain  pluses  that  televi- 
sion cannot  offer." — K.W. 


sir 
'. 
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Is  anybody  out  there  listening? 
United  Telecom  asked  Isaac  Asimov. 


Following  are  excerpts 
from  an  exclusive 
United  Telecom  interview 
with  author /scientist 
Isaac  Asimov. 


i  ome  argue 
^  that  if  they 
■•were  they'd 
te  found  us  by  now.) 
t  they  might  simply  l 
/e  overlooked  us. 
the  distances  may  be 
>  great.  Or  they've  found  us 
1  put  us  on  hold,  with  signs  out 
'ond  Pluto  saying,  "Civilization,  do 
disturb!" 

tat  are  we  doing  to  find  them? 

are  eavesdropping  on  the  universe. 
:  it's  a  question  of  what  to  look  for, 
I  to  break  the  codes  of  languages  and 
icepts  nothing  like  our  own.  But  if  we 
find  intelligence,  it  will  completely 
nge  our  perspective. 

at  are  the  chances? 

tit  now,  not  so  good.  To  institute  a 
search  of  the  universe,  we  have  to 
plop  very  sophisticated  radio  tele- 
(5es.  But  it's  worth  it.  Because  even 
je  don't  find  extraterrestrial  intelli- 
tce,  surely  we'll  find  things  we  weren't 
fecting. 

mce  pushes  on? 

nee  is  the  only  human  activity  which 
tys  does.  It's  progressive 


while  virtually  all  other  cultural  endeav- 
ors are  cyclic.  Even  the  Middle  Ages 
contributed  such  scientific  advances 
as  horseshoes,  the  compass,  printing, 
clocks,  and  gunpowder. 

And  science  fiction? 

It  gets  people  used  to  change.  In  1939, 1 
began  a  series  of  stories  about  robots 
which  for  the  first  time  treated  them  as 
machines  and  not  moral  lessons.  And 
I've  been  told  practically  every  roboticist 


United  Telecom 


today  was  drawn  into 
the  field  by  reading 
/,  Robot.  Science  fiction 
didn't  really  appear  until  the 
19th  century  because  that's 
when  man  discovered  the 
future.  Before,  the  future  was 
^  always  just  like  the  present  except 
maybe  with  a  different  king.  There 
was  no  point  in  writing  about  it. 
Now,  we  try  to  know  what's  happen- 
ing, where  it  will  take  us  and 
rj  whether  we  want  to  go  there  or  not. 
We  must  cooperate  with  the  future. 


Isaac  Asimov  has  more  than 
300  published  books  to  his 
credit — on  just  about  every 
subject  imaginable.  We're  pleased 
to  be  able  to  share  the  thoughts 
of  one  of  the  world's  most  prolific 
communicators. 

Communication  is  our  business.  Our 
United  Telephone  System  companies 
provide  the  local  telephone  service 
that  makes  communicating  easier  in 
hundreds  of  communities  across  Amer- 
ica. And  we're  putting  new  communica- 
tions technologies  to  work  in  our  paging, 
cellular  mobile  radio,  and  security  and 
alarm  businesses. 

We're  a  2.8  billion  dollar  company 
with  a  big  stake  in  one  of  man's  most 
basic  needs.  The  need  to  communicate. 

For  more  information  and  reprints 
of  our  ad  series,  write  D.F.  Forsythe, 
United  Telecom,  Box  11315,  Kansas  City, 
MO  64112. 
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In  CBS'  case  that  hurts  because  the 
average  age  of  its  prime-time  audi- 
ence tends  to  be  the  oldest  among  the 
three  networks.  The  Client/Audience 
Profile  seeks  to  turn  that  liability  into 
a  potential  virtue.  Explains  Poltrack: 
"We  are  combining  some  available  data  from  Simmons, 
which  divides  product  consumption  by  age  and  assigns 
weights  to  each  age  group,  with  some  expanded  Nielsen 
data  that  include  some  finer  breaks  on  income.  The  result, 
we  believe,  will  show  CBS  programs  to  have  desirable 
characteristics  for  upscale  advertisers." 

Will  it  go  down  with  the  media  buyers?  It's  far  from 
sure.  Right  now,  most  media  decisions  are  made  the  old- 
fashioned  way:  The  planner  pulls  out  the  Nielsen  print- 
outs and  buys  on  the  basis  of  gross  share  points.  But  with 
advertisers  rinding  it  harder  to  assemble  mass  audiences 
for  increasingly  segmented  products,  the  need  for  better 
audience  definition  grows.  Says  Poltrack:  "On  an  informal 
basis,  we're  already  selling  like  that,  and  so  are  our  com- 
petitors. The  advertisers  know  that  shows  like  Hill  Street 
Blues  and  60 Minutes  have  a  very  high  percentage  of  affluent 
males,  and  so  they  pay  a  premium  for  those  shows  over 
their  absolute  audience  levels." 

Media  buyers  are  already  familiar  with  the  market  seg- 
mentation pitch.  That,  after  all,  is  the  way  print  media  are 
bought  and  sold.  Poltrack  doesn't  mind  the  print  analogy 
at  all.  "In  print,  there's  always  the  question  of  frequency 
versus  reach,"  he  says.  "We  might  say  to  an  advertiser,  'If 
you  want  reach,  buy  a  schedule  on  60  Minutes  because  in 
any  given  four-week  period  60%  of  the  national  viewing 
audience  will  tune  in  to  one  episode  or  another.  But  if  you 


want  to  build  brand  loyalty,  go  witl 
frequency  on  one  of  the  serial  drama 
such  as  Dallas  or  Knot's  Landing.'  " 

Competitors  doubt  that  the  net 
works  can  deliver  all  or  most  of 
given  age/income/education  segmen 
at  a  lower  cost  than  any  alternate  video  medium,  especial 
ly  if  their  programming  costs  continue  to  rise  as  fast  a 
they  have  in  recent  years.  Dallas  was  budgeted  at  $500,00 
per  hour  when  it  premiered  in  1978.  Next  season,  if 
estimated  at  $950,000.  Says  Tony  Wainwright,  presider 
of  The  Bloom  Cos.:  "Sponsors  are  putting  a  lot  of  pressui 
on  us  to  keep  our  costs  down.  If  inflation  stays  low,  yo 
can  bet  ad  budgets  will  grow  more  slowly.  And  when  th; 
happens,  agencies  are  going  to  try  to  get  more  mileage  oi 
of  every  ad  dollar.  The  networks  will  have  to  adjust  to  tr 
reality  of  less  revenue  per  show,  or  lose  out.  I  don't  see  ho 
they  can  do  that  and  keep  up  production  values." 

Still,  the  networks  have  some  running  room.  There 
enough  variation  in  the  cost  of  programming,  says  Pc 
track,  to  allow  the  networks  to  prevail:  "The  independe 
syndicators  have  shown  us  that  you  can  be  successful  wi 
single-set,  studio-produced  shows,  which  cost  half  that 
less  of  the  $1  million  that  location-shot,  action/adventu 
shows  can  cost.  Besides,  any  competing  medium  has  tl 
same  fixed  production  costs  that  we  do.  In  that  sens 
spreading  our  costs  over  such  a  wide  audience,  we  w 
probably  always  be  the  lowest-cost  deliverer  of  quali 
programming."  He  has  a  point. 

Will  that  always  be  so?  For  now,  and  for  the  foreseeal 
future,  he  is  probably  right.  The  networks  are  not  about 
fade  away.    ■ 


The  people's  choice 

Why  do  advertisers  stay  with  network  TV? 
Because  far  from  finding  other  things  to  do  with 
their  lives,  people  are  actually  spending  more 
of  their  time  in  front  of  the  tube.  When  they  do, 
their  favorite  viewing  is  still  network  televi- 
sion's fare.  Even  people  who  buy  cable  and 
premium  programming  services  spend 
more  of  their  time  with  network  than  any 
other  form  of  entertainment. 
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"Jeep  designed  the  Grand  Wagoneer 

like  I  design  every  ocean  racer  that  comes  off 

"  my  drawing  board...to  be  a  winner/' 


BRUCE  NELSON,  PRESIDENT,  NELSON/MAREK  YACHT  DESIGN 

Bruce  Nelson  designs  and  sails  some  of  the 
world's  most  impressive  ocean  racers.  Not  sur- 
prisingly, he  also  owns  one  of  the  world's  most 
impressive  vehicles.  The  Jeep^Grand  Wagoneer. 

Like  his  world-renowned  racing  yachts, 
Nelson's  Grand  Wagoneer  was  engineered  to  per- 
form brilliantly  through  thick  and  thin.  For  when 
the  going  is  rough  he  can  "shift-on-the-fly"  into 
the  sure-footed  traction  of  4-wheel  drive.  But 
while  the  six-passenger  Grand  Wagoneer  thrives 
on  adversity,  it  also  pampers  its  passengers  with 
luxury,  prestige  and  comfort. 

And  thanks  to  its  new  suspension  system, 
the  Grand  Wagoneer  provides  its  smoothest  ride 
ever.  Jeep  Grand  Wagoneer,  the  wagon  designed 
and  engineered  to  win  you  over. 


pJ  Grand  Wagoneer 

The  Ultimate  Wagon 
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Technology 


Edited  by  Stephen  Kindel 

Artificial  turf  has  become  the  surface  of 
choice  in  stadiums  around  the  country. 
But  lately  it  has  been  fighting — of  all 
things — the  inroads  of  grass. 


The  real  thing 


By  Kelly  Costigan 


IF  HORSES  WON'T  EAT  IT,  I  Won't 
play  on  it."  So  said  first  baseman 
Richie  (Dick)  Allen  of  artificial 
turf  more  than  a  decade  ago.  Although 
Allen  is  now  retired,  the  use  of  artifi- 
cial turf  has  continued  to  grow. 
Worldwide,  over  600  playing  fields  are 
covered  with  artificial  turf.  Still, 
though  the  technology  of  synthetic 
grass  has  come  a  long  way  since  it  was 
installed  in  the  Houston  Astrodome 


in   1966,  controversy  about  its  use 
continues  to  rage. 

The  big  problem,  players  say,  is  that 
unnatural  turf  is  too  hard.  Last  year 
former  Detroit  Lions  coach  Monte 
Clark  compared  the  artificial  field  in 
Minneapolis'  Metrodome  to  a  "cheap 
home  carpet."  And  whenever  New 
York  Mets  center  fielder  Mookie  Wil- 
son is  about 'to  play  on  synthetic  turf, 
he  adds  extra  padding  to  his  shoes' 
arches  and  heels.  Explains  Steve  Gar- 
land, trainer  for  the  Mets,  "Wilson's 


muscles,  kneecaps,  hamstrings  anc, 
quadriceps  get  inflamed  playing  or  | 
artificial  turf." 

In  reality,  it  isn't  the  turf  that  el 
hard  at  all.  It  is  the  undersurface,  usu  , 
ally  made  of  asphalt  or  dirt.  For  2(, 
years  turf  manufacturers  have  tried  t< 
develop    better   padding — foam    am 
plastic  liners  between  the  hard  bas 
and  the  surface,  to  absorb  the  impac 
of  running  feet  and  falling  bodies. 

Creating  a  good  pad  is  a  delicat 
balancing  act.  Too  hard  and  it  won' 
provide  enough  give  to  cushion  a  fal 
Too  soft  and  it  takes  on  the  qualitie  I 
of  a  mattress — nice  to  fall  on,  but  tin  , 
some  to  run  on  for  four  quarters  c, 
nine  innings.  Cushioning  and  sprin 
are  derived  largely  from  tiny  air  sac 
within  the  pad.  Monsanto  Co.,  whos 
AstroTurf  remains  the  top  seller  i 
the  industry,  once  used  open-cell  sac , 
similar  to  a  sponge,  but  turned  to 
closed-cell  system  because  the  ope  .>. 
cells  were  apt  to  fill  with  water  ar 
freeze  in  cold  weather,  making  tl 
pad  harder.  SuperTurf  alternations 
Inc.   and  All-Pro  Athletic   Surface 
Inc.  also  developed  closed-cell  pads. 

All    in    all,    the    turf  makers    a, 
achieving  a  surface  that  comes  clos 
and  closer  to  the  shock  absorbency 
grass — for  a  time.  Tests  have  shov 
that  AstroTurf  has  an  absorbency  , 
80G  to  100G  during  its  first  two  yea 
of  use — a  figure  that  is  very  close 
grass.  (G  is  a  measure  of  the  intensi-, 
of  impact;  the  higher  the  G  rating,  t 
more  impact  a  player  feels.) 

Trouble  is,   artificial  turf  doesi'j 
stay  that  way.  All  pads  gradually  k 
their  shock  absorbency  over  time.  5 


After  the  rain 


Unlike  grass,  which  has  to  wait  for  the  sun  to  do  its 
work,  artificial  turf  is  designed  to  be  easily  drained 
after  rain  or  snow.  Not  all  artificial  turfs  are  alike, 


however.  All-Pro's  sloped  surface  drainage  turf,  whii 
is  used  primarily  for  football,  has  a  waterproof  top  la> 
and  shock  pad  that  let  water  drain  off  to  the  sides.  A 
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:rTurf 's  shock  measurement,  for  in- 
ance,  rises  from  75G  in  the  first  year 

about  135G  after  five  years.  (To 
tunteract  this,  SuperTurf  is  experi- 
enting  with  new  materials,  such  as 
ilyurethane  blends  and  types  of  rub- 
r,  that  would  never  lose  their  shock 
sorbency.)  And  players  and  coaches 
to  continue  to  complain  that  some 
tificial  turfs  become  harder  in  cold 
rather  are  still  not  far  off  the  mark. 

Milner,  manager  of  international 
les  at  Monsanto,  explains  that  in 
troTurf's  pad  the  nitrogen  gas  in 
2  cells  normally  absorbs  the  shock, 
t  when  the  gas  contracts  in  cold 
:ather  the  wall  of  the  cell  absorbs 
)re  of  the  shock. 

Cushioning  is  not  the  only  prob- 
a.  Serious  injuries  from  playing  on 
ithetic  turf  have  not  diminished.  If 
ything,  says  Dr.  James  Garrick,  di- 
tor  of  San  Francisco's  Center  for 
?rts  Medicine  at  St.  Francis  Hospi- 

they  have  increased.  The  most 
nmon  is  the  "blown  knee,"  made 
ious  in  Dan  Jenkins'  bestseller  Life 
Ownself.  The  blown  knee  is  a  sud- 
1  tearing  of  the  anterior  cruciate 
tments,  often  in  noncontact  situa- 
is,  as  happened  to  Seattle  Sea- 
vks  running  back  Curt  Warner  last 
son.  What  can  cause  the  injury?  As 
layer  makes  a  turn,  the  turf's  high 
;tion  locks  his  weight-bearing  foot 
jlace,  and  the  resulting  torque  as 

body  twists  can  cause  the  liga- 
at  to  rip  from  the  knee, 
implicating  the  high- traction 
blem,  according  to  Garrick,  is 
rer,  high-speed  footgear— shoes 
h  hundreds  of  small  rubber  bumps 


on  the  soles.  These,  combined  with 
ever  bigger  and  stronger  players,  are  a 
formula  for  disaster.  "If  the  footing  is 
too  good,  then  the  player  has  a  greater 
potential  for  injury,"  Garrick  says. 

But  Dr.  James  Nicholas,  director  of 
the  Institute  of  Sports  Medicine  Ath- 
letic Trauma  at  Lenox  Hill  Hospital 
in  New  York  City  and  team  doctor  for 
the  New  York  Jets,  disagrees.  He  re- 
cently concluded  a  25-year  study  of 
the  Jets  and  found  that  the  injury  rate 
in  the  1960s  on  natural  grass  was 
higher  than  it  was  in  the  1970s  on 
artificial  turf.  Nicholas  contends  it  is 
''simplistic"  to  blame  injuries  on  arti- 
ficial turf.  "You  know,"  he  says,  "bad 
knees  and  kneecaps  are  made  worse 
by  hard  grass,  too." 

But  the  players  are  taking  no 
chances.  The  NFL  Players  Associ- 
ation plans  to  ask  for  a  moratorium  on 
new  synthetic  turf  installations  dur- 
ing next  year's  contract  negotiations, 
so  that  the  problem  can  be  studied 
further.  And  with  such  continuing 
problems— and  potential  lawsuits  al- 
ways a  factor— some  stadiums,  such 
as  Miami's  Orange  Bowl,  have 
switched  back  to  grass. 

Sixteen  fields  so  far  are  using  a  spe- 
cial natural  grass  system  called  Pre- 
scription Athletic  Turf  (PAT),  devel- 
oped in  1971  by  W.H.  Daniel,  a  Pur- 
due University  agronomy  professor. 
To  make  the  surface  more  durable  in 
rainy  weather  and  easier  to  maintain 
year-round,  the  PAT  system  uses  a 
sandwich  of  peat-laced  topsoil,  a  10- 
to- 15-inch  sand  base  and  a  large  net- 
work of  drainpipes  on  the  bottom.  Air 
suction  pumps  draw  water  from  the    i 


sand  into  the  slit  drainpipes  when  it 
rains  or  snows,  and  a  plastic  liner  be- 
neath those  pipes  can  be  flooded  to 
hold  water,  which  is  carried  via  the 
sand  to  the  roots  and  grass.  In  winter 
electrical  heating  cables  threaded 
through  the  topsoil  can  be  turned  on 
to  keep  the  ground  and  grass  thawed. 
Says  Gary  Jones,  operations  man- 
ager at  Denver's  Mile  High  Stadium 
which  uses  the  PAT  system,  "In  some 
grass  stadiums  you  can  have  2  inches 
of  standing  rain.  Yet  within  20  min- 
utes we  can  play  on  this Before,  it 

was  much  more  difficult  to'  care  for 
grass."  Moreover,  PAT's  installation 
and  upkeep  costs  are  more  competi- 
tive with  artificial  turf's  than  ordi- 
nary grass  has  been  in  the  past.  Syn- 
thetic turf  costs  $1  million  to  install 
and  about  $3,000  to  $10,000  a  year  to 
maintain.  PAT  costs  $250,000  and  up 
to  install,  with  upkeep  ranging  from 
$30,000  to  $100,000. 

Not  to  be  outdone,  the  synthetic 
turf  manufacturers  have  recently  de- 
veloped a  sophisticated  method  for 
underground  drainage.  The  compa- 
nies say  it  will  serve  to  enhance  fur- 
ther the  key  elements  of  artificial 
turf's  appeal:  a  consistent,  predictable 
surface  requiring  minimal  care.  But  in 
providing  a  drier,  more  uniform  sur- 
face than  ever,  it  may  also  give  rise  to 
more  traction-related  injuries.  The  in- 
herent dilemmas  in  the  conflict  be- 
tween performance  and  safety  are  not 
lost  on  the  manufacturers  of  artificial 
turf.  Says  Monsanto's  Milner,  "That's 
a  fundamental  fact  of  life,  and  you  try 
to  balance  that  tension." 


s  flat  porous  drainage  turf  is  better  for  sports  like     torn.  The  PAT  svstem  is  *««  h»**A    k„*  .•♦ 
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The  Ara  Pacis  commemorated  an  era  of  unity  and 
prosperity  unique  in  the  history  of  the  world. 


MANUFACTURING  PLAN' 


ATLANTA.  GA  •  CONCORD.  NH  •  CRELDMOOR.  NC  •  DALLAS.  TX  •  M  ARLTON.  NJ  •  MINN 


Northern  Telecom  introduces  a  new  era  of  technological 
unity  and  prosperity:  the  OPEN  World. 
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°!w S?s ns- A  tin?e  ^hen  peace' a  universal  language,  and  international  trade  brought  such 
y  that  the  Romans  built  a  monument  to  it:  Ara  Pads,  the  altar  of  peace 

Lf  ^S]?  iKn SSJj  wTO?  cn?te  ^newf m  0f  P^paity  ™th  a  rational  approach  to  information 

nent  we  call  the  OPEN  World?  It  unites  old  and  new  technology  from  many  suppliers -computers 

es,  and  office  equipment- into  a  single  integrated  information  network. 

ryone  has  access  to  the  information  they  need.  Everything 

aether.  _ ,     ^ 

:hern  Telecom  is  the  world  leader  in  digital  telecommu- 
:  {he  new  universal  language  that  makes  it  all  possible. 
)1  EN  World  is  more  than  advanced  technology.  It's  a 
commitment  to  provide  systems  that  evolve  instead  of 
are  easy  to  use;  that  are  cost-effective.  SS^Sf  '/?y?>"n  * 

OPEN  World  opens  up  a  whole  new  world  of  OW)orrunities.       ^m^W§^e^ Be^  N?lv^ 
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For  further  information  write:  Northern  Telecom  Ine 

Public  Relations  Dept.,  259  Cumberland  Bend,  Nashville,  TN 37?28 

Or  call  (615)  256-5900,  Ext.  4264. 
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Does  most  weight  lifting  do  anything  more 
for  you  than  improve  your  appearance  at 
the  beach?  Not  really. 

Watch  your 
weights 


By  John  Heins 


IT  HAS  LONG  BEEN  RECOGNIZED 
that  most  people  who  exercise  are 
not  doing  it  solely  for  health,  but 
also  for  appearance.  That's  not  all  bad. 
"Being  happy  with  what  you  see  in 
the  mirror,"  says  Dr.  Ronald  Macken- 
zie, medical  director  of  the  National 
Athletic  Health  Institute  in 
Inglewood,  Calif.,  "is  of  significant 
value." 
But  some  forms  of  exercise  are  more 


Gan  Hallm.-n 

"ego-driven"  than  others.  Take 
weight  lifting,  which  has  passed  ten- 
nis and  jogging  as  the  latest  fitness 
fad.  Does  it  do  anything  except  make 
you  look  better?  "In  terms  of  lifting 
weights  without  any  specific  pur- 
pose," says  Dr.  Brian  Sharkey,  direc- 
tor of  the  Human  Performance  Labo- 
ratory at  the  University  of  Montana 
and  a  physiologist  with  the  U.S.  ski 
team,  "you'd  be  hard-pressed  to  find 
any  medical  or  health  benefits  other 
than  for  abdominal  muscles." 


The  reason?  Weight  lifting  may  dc 
lot  for  your  biceps  or  pectorals  but  n 
much  for  your  heart  or  lungs.  Re 
cardiovascular,  or  aerobic,  conditio 
ing,  such  as  that  gained  from  swii 
ming  or  running  exercises,  increas 
the  production  of  oxidative  enzymi 
the  organic  catalysts  that  help  bu 
fat  and  carbohydrates  in  the  presen 
of  oxygen.  Aerobic  conditioning  a]  { 
increases  the  number  of  mitochcj 
dria,  the  tiny  organelles  in  which  j 
oxidative  energy  is  produced  withii 
cell.  Result:  The  muscles  extract  o: 
gen  from  the  blood  more  efficient 
That  means  less  blood  is  required 
the  same  amount  of  oxygen,  and  t 
heart  doesn't  have  to  beat  so  f, 
With  the  heart  beating  slower,  then 
more    "fill"    time    between    be;, 
which  allows  for  more  blood  to 
pumped  out  per  beat.  This  further  1 
sens  the  load  on  the  heart. 

To  obtain  this  cardiovascular  be 
fit,  however,  the  heart  rate  must 
raised  to  a  "training  zone"*  and  b 
there  for  at  least  20  to  30  minu 
three  to  four  times  a  week.  But  a  j 
son  who  spends  an  hour  working  v, 
weights  may  have  exercised  his  h«! 
for  only  ten  noncontinuous  minut* 

Weight  lifters  argue  that  this  d 
ciency  can  be  overcome  by  wha 
called  "circuit"  weight  training)! 
which  you  move  rapidly  from  stav, 
to  station,  in  order  to  keep  yourhlj 
rate  up,  or  jump  rope  or  ride  a  statij 
ary  bike  between  each  exercise. 

But  even  circuit  weight  training! 
its  detractors.  "It  doesn't  work 
the  University  of  Montana's  Shan 
"Most  people  think  that  all  you  1 
to  do  is  elevate  your  heart  rate^ 
keep  it  there  for  20  minutes  to  I 
some  benefit.  That's  true  if  you  \\ 
the  same  muscle  group  involve^ 
the  entire  time.  But  if  you  bop  aro  i 
as  in  aerobic  dance  or  circuit  w« 
training,  and  go  from  legs  to  arn| 
trunk  to  this  and  that,  you  may 
kept  your  heart  rate  up  for  20 
utes,  but  you  have  achieved  very 
aerobic  benefit  in  a  particular  m'i 
group,  and  therefore  you  have 
gained  the  cardiovascular  benefij 
training." 

That's  not  the  only  knock  ag 
weight  lifting.  While  overexertir 
any  type  of  exercise  can  be  dange 
it  can  be  particularly  damaging  ii 
metric  exercise — that  is,  tensi 
muscle  without  moving  it.  g 
you  tense,  or  contract,  a  muscle 
weights,  you  pinch  down  on  a 

*  To  calculate  the  "training  zone"  Itetirt  r< 
need,  first  subtract  your  age  from  J  JO  Tl.iat  i 
a  "maximum"  heart  rate  Then  subtract  yow  \ 
heart  rate  from  this  maximum  Take  75%  of  A 
and  add  it  to  your  resting  heart  rate. 
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od  vessels  within  that  muscle," 
s  Dr.  Larry  Stewart,  an  assistant 
fessor  at  the  Human  Performance 
loratory  at  Ball  State  University  in 
ncie,  Ind.  "Pinching  down  on  the 
od  vessels  in  this  way  decreases 
od  flow,  the  blood  backs  up,  and 
i  get  a  corresponding  increase  in 
od  pressure."  Readings  of  as  high 
100/300  have  been  recorded  in  ath- 
:s  as  they  lift  very  heavy  weights 
rmal  is  120/80). 

leyond  that,  there  may  also  be  a 
teralized  danger  of  permanent  hy- 
tension  for  those  whose  reason  for 
ing  weights  is  to  add  muscle  bulk, 
reases  in  body  mass  (fat  or  muscle) 
:essitate  more  small-diameter, 
h-resistance  blood  vessels  to  serve 
added  tissue.  Although  the  exact 
ltionship  between  these  added  re- 
:ance  vessels  and  hypertension  is 
:  clear,  Mackenzie  of  the  National 
iletic  Health  Institute  warns:  "We 
high  blood  pressure  so  often  in 
ight  lifters,  primarily  young  ones, 
,t  it's  awfully  hard  to  believe  it's  a 
ncidence." 

Jsed  correctly,  though,  weights  can 
an  important  supplement  to  an  aer- 
c  fitness  program.  The  primary 
lefit  of  weight  training  is  that  near- 
all  the  muscles  in  the  body  can  be 
ircised.  This  is  helpful  as  a  way  to 
prove  performance  and  cut  down 
uries  in  certain  sports.  "Because 
my  people  don't  have  enough 
ength  to  do  activities  like  running, 
imming  or  bicycling,  they  are  more 
sceptible  to  injury,"  says  Dr.  Allan 
an,  editor  of  The  Physician  and  Sports 
Heine  magazine.  Working  out  with 
ights  can  help  develop  the  neces- 
y  strength. 

vlost  sports  physiologists  recom- 

jnd  "endurance"  weight  training. 

Itead  of  going  for  big  increases  in 

'iscle  bulk  with  heavy  weights,  use 

iter  ones  (usually  under  two-thirds 

the  maximum  you  can  lift)  and 

re  repetitions — up  to  50 — of  each 

:rcise.  "Most  people  like  to  see  a 

ble  lot  of  weight  on  there,  trying  to 

I  as  much  as  they  can,"  says  Bob 

ten,  manager  of  the  clinical  ser- 

program  for  the  U.S.  Olympic 

ining  Center  in  Colorado  Springs. 

ley   make   the   assumption    that 

y  are  doing  something  good,  which 

y  not  necessarily  be  true." 

ndurance  training  can  be  particu- 

y  beneficial  as  a  person  ages,  ac- 

ling  to  Steven  Fleck,  assistant  pro- 

or  in  the  department  of  zoology 

biomedical  sciences  at  Ohio  Uni- 

>ity.  Studies  have  shown  that  os- 

)orosis,  the  brittlenes's  of  bones 

jsed  by  a  loss  of  calcium,  can  be 

ened  by  weight  lifting.  The  living 


Pumping  iron  at  the  local  health  club 

If  you  really  want  to  improve  your  health,  try  something  else. 


k-m  Wachler/Fi 


tissue  in  bone  responds  to  any  sort  of 
stress  by  depositing  more  calcium, 
making  itself  stronger. 

Endurance  training  will  not  build 
the  huge  muscles  many  weight  lifters 


seek,  but  it  does  increase  strength  and 
improve  muscle  shape  and  definition. 
From  a  health  standpoint,  you  will  be 
better  off,  and  yes,  you'll  even  look 
better  at  the  beach. 


Technology 


Software 


Computer  time-sharing  is  supposed  to  be  a 
dead  business.  So  where  are  all  the  bodies? 


Alive  and  well, 
thank  you 


By  Ellen  Benoit 


By  most  accounts,  the  time- 
sharing business  is  dead,  killed 
off  by  increasingly  cheaper  and 
smaller  computers,  and  especially  by 
personal  computers.  Whereas  compa- 
nies used  to  spend  hundreds  of  thou- 
sands of  dollars  a  year  to  rent  process- 
ing time  on  other  companies'  main- 
frames, most  firms  now  find  it 
cheaper  and  faster  to  do  their  own 
processing  on  their  own  machines. 


Yet  time-sharing  remains  a  surpris- 
ingly good  business.  All  the  compa- 
nies that  dominated  time-sharing  dur- 
ing its  heyday  in  the  1970s  are  still 
operating.  Only  the  names  have  been 
changed,  mostly  because  of  new  own- 
ership. Tymshare  was  acquired  by 
McDonnell  Douglas  Corp.,  Electronic 
Data  Systems  was  bought  by  General 
Motors,  and  National  CSS  was  ac- 
quired by  Dun  &.  Bradstreet.  ADP 
(Automatic  Data  Processing),  Corn- 
share  and  General  Electric  Informa- 
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tion  Services  Co.,  among  the  majors, 
still  operate  independently. 

But  all  of  them  do  operate,  and 
many  very  nicely,  thank  you.  Says 
William  Caffery,  vice  president  of 
Gartner  Group,  a  Stamford,  Conn,  re- 
search firm:  "I'd  have  to  paraphrase 
the  cliche  and  say  reports  of  time- 
sharing's death  are  greatly  exaggerat- 
ed. It  is,  however,  a  mature  indus- 
try— probably  midway  between  matu- 
rity and  decline.  But  it  has  a  long  way 
to  go  before  it  generates  insignificant 
revenues  or  becomes  unprofitable." 

More  optimistically,  Adapso,  the 
computer  software  and  services  orga- 
nization, which  has  been  tracking 
time-sharing  for  years,  contends  that 
the  $7  billion  business  is  actually 
growing.  For  remote  computing, 
which  includes  both  time-sharing  and 
some  computer  services,  Adapso  ex- 
pects revenues  to  be  up  by  7%  or  8% 
in  each  of  the  next  two  years.  That's 
not  much  compared  with  time-shar- 
ing's  20%  annual  growth  rate  in  the 
late  Seventies,  but  it's  an  improve- 
ment over  the  4%  growth  of  1983-84. 

Why  has  time-sharing  suddenly 
picked  up?  Because  sometimes  old 
ways  are  better.  Says  Adapso  econo- 
mist Gregory  Brown,  "There  has  been 
a  mad  rush  to  install  in-house  pro- 
cessing,   but    when    people    have    a 
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chance  to  assess  uie  costs  adequately, 
some  find  time-sharing  more  eco- 
nomical." Too  often,  says  Brown, 
companies  determine  the  economics 
of  using  in-house  computers  on  hard- 
ware and  software  costs  alone.  Over- 
looked are  other  essential  expenses, 
such  as  personnel  and  the  cost  in  time 
needed  to  choose  a  system,  install  it 
and  bring  employees  up  to  speed  on 
the  equipment.  Time-sharing  compa- 
nies can  provide  all  those  services,  in 
addition  to  the  number-crunching  ca- 
pacity of  their  mainframes. 

In  addition,  time-sharing  compa- 
nies have  been  forced  to  take  a 
broader  view  of  their  business  and  to 
bring  down  the  price  of  their  service. 
"I  think  that's  where  some  time-shar- 
ing companies  probably  got  it  wrong 
at  the  end  of  the  Seventies,"  says 
President  Richard  L.  Crandall  of 
Comshare,  Inc.,  a  computer  software 
firm  in  Ann  Arbor,  Mich.  "The  cost  of 
time-sharing  didn't  go  down  then, 
even  though  the  cost  of  equipment  we 
used  did. 

"The  concept  of  refreshing  the 
product  wasn't  there,"  says  Crandall. 
"Time-sharing  companies  simply 
didn't  think  of  themselves  as  software 
companies." 

In  the  end,  of  course,  they  had  no 
choice.  "Toward  the  late  Seventies, 
we  had  to  accept  the  fact  that  time- 
sharing was  not  the  end  product  but 
really  a  means  of  delivering  soft- 
ware," Crandall  says.  So  Comshare 
set  about  changing  its  delivery  mix.  It 


now  offers  its  decision-support  se 
vices  via  software  or  time-sharing.  " 
was  frightening,"  he  says.  "Once  yo 
start  releasing  software,  you're  ope 
to  cannibalizing  your  time-sharir 
business." 

That  has  indeed  happened,  to  son 
extent.  McDonnell  Douglas  Autom 
tion,  which  used  to  get  more  th£ 
80%  of  its  revenues  from  time-sha 
ing  (1983  revenues,  $490  millior 
now  gets  60% .  Comshare,  which  us< 
to  be  almost  exclusively  a  time-sha 
ing  vendor,  will  get  about  65%  of  i 
1985  revenues  from  pure  time-sharii 
(1984  revenues,  $73  million),  ai 
Crandall  expects  that  to  be  down 
40%  in  two  years. 

But,  on  the  upside,  releasing  so 
ware  also  helps  generate  revem 
Comshare  says  that  about  half  t 
customers  who  buy  the  compan 
personnel  management  software  e 
up  opting  for  time-sharing  as  we 
And  new  products  keep  the  comj 
nies  viable  as  computer  use  continv 
to  change.  Tymshare,  for  instance, 
fers  software  and  network  servic 
GE  supplies  telecommunications  s 
vices.  Automatic  Data  Processing  1 
become  as  well  known  for  its  payr 
services  and  software  as  it  ever  v 
for  time-sharing.  Crandall,  41 — w 
founded  the  company  in  1966 — s 
veys  Comshare's  shift  with  some  s 
isfaction.  "We've  survived  the  wd 
of  it  and  remained  viable,"  he  sal 
"Now  we  can  turn  the  corner." 


Getting  a  new  lease  on  life 


Time-sharing  has  continued  to  grow  (left),  but  ever  more  slowly — untitj 
now  (right).  Why?  For  one  thing,  many  users,  after  seriously  assessing  thl 
cost  of  owning  computers,  now  find  time-sharing  more  economical. 
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Teamwork.  Put  into  practice  through  a  unique  program  undertaken  by  Northrop. 
Sharing  our  expertise  in  manufacturing  and  quality  control  with  small  and  minority- 
owned  businesses.  Allowing  many  companies  to  become  involved  in  important 
aircraft  and  electronics  programs  for  national  defense. 
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"There's  a  gentleman  herefrom  ADR.  He  says  he's  10  years  early" 


THAT  THEY  TAKE  THE 
E  AND  MAKE  THEM 
iL  TODAY 


i  rom  the  way  software  companies 

talk,  you'd  think  every  one  of  them 
)n  the  leading  edge  of  software 
ihnology.  But  being  a  leader  takes 
ire  than  talk,  it  takes  solutions. 

When  everyone  knew  putting  a 
•grammer  on-line  would  increase 
•ductivity,  but  said  terminals  and  CPU 
le  was  too  expensive,  ADR  created 

first  on-line  programming  system, 
R/ROSCOE;  and  showed  that  the 
rease  in  productivity  more  than  paid 

the  resources  it  used. 

When  everyone  knew  the  computer 
ild  manage  programs  better  than  peo- 
but  complained  the  cost  of  storing 
l.hose  programs  was  too  high,  ADR 
It  eloped  the  first  economically  practical 
Item,  ADR/THE  LIBRARIAN? 

When  everyone  knew  a  relational 
ii  base  management  system  would 
:l<e  the  gap  between  data  processing  and 
B-users,  but  claimed  it  would  be  too 
il(v  for  high  volume  work,  ADR  created 
fe/DATACOM/DB;  and  proved  that  a 
ejtional  data  base  could  deliver  the 
•ebrmance  production  demands. 


When  everyone  knew  4th  generation 
languages  would  increase  productivity, 
but  were  concerned  they  were  not  suitable 
for  complex  applications,  ADR  developed 
the  first  4th  generation  application  devel- 
opment system,  ADR/IDEAL?  the  only 
true  functional  replacement  for  COBOL. 

And  when  everyone  knew  relational 
software  systems  would  help  solve  the 
problems  of  tomorrow,  but  found  data 
base  conversion  too  great  an  obstacle, 
ADR  invented  migration  software  systems 
like  the  ADR/VSAM  TRANSPARENCY  - 
and  the  soon  to  be  released  ADR/DL1 
TRANSPARENCY  "-and  automated  the 
awesome  conversion  process. 

So,  while  other  companies  talk 
about  being  on  the  leading  edge,  ADR  is 
the  leading  edge,  consistently  delivering 
tomorrow's  solutions  today. 

For  more  innovative  software 
solutions,  call  1-800-ADR-WARE  and  find 
out  where  ADR  is  leading  the  software 
industry. 


ADR 


WE  KEEP  WRITING  THE 
HISTORY  OF  SOFTWARE 


Vflied  Data  Research® Orchard  Road  &  Rt.  206,  CN-8,  Princeton,  NJ  08540  1-201-874-9000. 


Personal  Affairs 


By  Greg  Crossfield 


Edited  by  William  G.  Flanagan 


Want  to  get  into  auto  racing?  Or  have 
some  thrills  on  a  track?  Or  just  improve 
your  driving  skills?  Pull  right  up. 


Driving  ambitions 


Skip  Barber  Racing  School  in  Sebring,  Fla. 
Amateurs  and  pros  alike. 


aybe  you've  bought  a  sport 
car  and  don't  really  knoi 
how  to  put  it  through  it 
paces.  Or  you  hanker  to  do  a  littl 
amateur  auto  racing.  Or  you  simpl: 
want  to  learn  how  to  control  yoi 
family  car  better.  Have  they  got 
driving  school  for  you. 

Run    by    former    race-car    driver 
there  are  now  dozens  of  high-perfo 
mance-driving    schools    around    til 
country  where  you  can  not  only  ph  j 
Mario  Andretti  but  also  become  ; 
safer  driver  in  a  matter  of  days.  The 
is  even  a  special  school,  in  Steambo 
Springs,  Colo.,   that  will  teach  yd 
how  to  drive  on  ice  and  snow  (see  bo: 

Often  two  types  of  schools — drivii 
and  racing — are  present  under  o> 
roof.  Courses  range  from  one  to  sev 
days  in  length. 

The  driving  schools,  where  you  c 
sometimes  use  your  own  car,  stre 
defensive  driving  techniques.  For  ( 
ample,  you  are  taught  how  to  lo|e 
much  farther  ahead  than  most  drivi 
do,  so  you  have  more  time  to  react 
any  upcoming  hazards.  In  no  time  y  |i 
will  begin  looking  for  brake  lights  f. :  ij 
cars  ahead  of  you  while  the  car  t  ip 
front  is  still  accelerating.  1 1| 

Some  schools  also  train  driversrti, 
pull  off  such  James  Bond-like  stu  » 
as  ramming  blockades  or  perform!  it 
180-degree  turns  to  ditch  a  pursb  it 
(While  traveling  at  a  good  clip,  til  in 
the  steering  wheel  and  pull  on  ji 
emergency  brake,  locking  the  who  il 
into  a  skid.  When  the  car  is  facinj 
the  opposite  direction,  release 
brake  and  gun  it.  Sound  tricky?  It 

Racing  schools,  on  the  other  hali/ 
teach  just  what  the  name  suggej  $ 
You  are  given  the  wheel  of  a  spe*  i| 
racing  car — usually  a  Formula  Foi 
that  looks  and  handles  like  a  n 
Indy  car.  The  emphasis  is  on  h  i  JO 
speed  driving  of  the  sort  you'd  do  > ;  i  F, 
track,  at  lOOmph-plus  speeds.       i  ed  i 

You'll  learn  hard  but  contro  is, 
braking,  braking  while  turning  a  i  ietl 
ner,  determining  and  driving  the  <\ 
rect  line  and  understanding  the  ej  gj. 
limits,  while  cornering.  i  »« 

You  are  even  taught  how  to  dot  up, 
clutch  while  heel-and-toeing.  Th;  ^ 
how  to  slow  down  a  racing  car  at  it  - 
speed — before  entering  a  turn,  fo  j,(S 
ample.  (Double-clutching  invc  Ji;; 
shifting  to  neutral  and  revving  51; 
engine  before  shifting  to  a  lower    ^ 


It  takes  some  practice  and  fancy 
work  to  master  keeping  the  thr    :r 
depressed  while  downshifting.) 

Your  racing  thrills  don't  have  t< 
when  the  courses  do.  The  Skip  B 1  tyj, 
Racing  School  and  the  Jim  Ri    v 
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tish  School  of  Motor  Racing,  for 
imple,  stage  weekend  races,  which 
sir  grads  can  enter,  at  a  number  of 
cks  around  the  country, 
rhink  you  are  too  old  or  too  timid 
acquire  new  driving  skills?  Surpris- 
;ly,  quick  reflexes  and  raw  athletic 
ent  have  less  to  do  with  being  a  top 
ver  than  do  racing  knowledge,  con- 
ization and  practice.  For  example, 
jl  Newman,  who  is  60,  could  put 
ympic  decathlon  winner  Bruce  Jen- 
',  age  35,  to  shame. 
;urther,  when  it  comes  to  improv- 
;  street-driving  skills,  women  often 
rn  a  lot  more  than  men.  "Women 
rn  more  during  our  school  because 
y  are  ordinarily  more  cautious 
irers,"  says  Bob  Koveleski  of  the 
til  Roos  School  in  Blakeslee,  Pa. 
ley  pay  attention  to  every  detail 
suggest  and  often  end  up  doing 
ter  than  their  male  counterparts, 
to  fall  back  on  bad  habits." 
ilere  is  a  rundown  of  major  driving 
.  racing  schools. 

\ip  Barber  Racing  School,   Ashley 
s  Road  (Route  7),  Canaan,  Conn. 
18;  203-824-0771.  A  one-day  in- 
luction  to  racing,  $325;  three-day 
ipetition   course,    $995;    five-day 
ipetition  course,  $1,695;  advanced 
cog,  $950;  seven-day  racing  pro- 
m,    $2,450.    Barber    has    several 
ools  operating  at  race  tracks  all 
r  the  country  throughout  the  year, 
tse  sites  include  Lime  Rock,  in 
;hwestern  Connecticut,   and  Se- 
g  in  central  Florida.  Primarily  For- 
a  Fords  are  used  for  what  is  basi- 
lar preparation  for  becoming  a  rac- 
raduates  include  professional  as 
I  as  weekend  racers. 
\)b  Bondurant  School  of  High  Perfor- 
ce Driving,   Sears  Point  Interna- 
al   Raceway,    Highways   37   and 
Sonoma,  Calif.  95476;  707-938r 
I  A  four-day  grand  prix  course, 
00  (using  Mustang  SVOs  and  For- 
a  Fords);   two-  or  three-day  ad- 
ed  road  racing  course,  $550  per 
uses  only  Mustang  SVOs);  two- 
iree-day  high-performance  driving 
se,  $650  or  $975  (bring  your  own 
:nt);  one-day  advanced  street  and 
way  driving  course,  $295;  four- 
corporate  chauffeurs  course  (anti- 
»rist,    antikidnap),    $1,800.    Bon- 
nt  operates  only  Sears  Point. 
i  Russell  British  School  of  Motor  Rac- 
12255  Eucalyptus  Ave.,  Riverside, 
92508;    714-656-3576.    Three- 
acing  school,  $1,200;  two-day  ad- 
ed  lapping,  $850;  three-day  race 
tend,     $1,100.     Also     operates 
ols  at  race  tracks  in  Charlotte, 
Monterey,    Calif,    and    Mont 
lblant,  Quebec  in  Formula  Fords. 
I  Scott  Racing,  P.O.  Box  190,  Sum- 


Brakes  and  ice 


BruiL-  MiAlhMcr  Gamma  .Liaisoi 


Driving  on  snow  and  ice  can  be 
great  fun — when  you  are  driv- 
ing someone  else's  car  on  an  off- 
the-road  course  and  the  entire 
route  is  banked  with  soft,  powdery 
snow.  And  that  is  how  the  driving 
is  at  the  Renault  Ice  Driving 
School  at  Steamboat  Springs,  Colo. 

Smug  in  the  knowledge  you 
can't  do  any  real  damage  to  your- 
self or  the  car,  you  can  experiment 
with  freshly  learned  classroom 
techniques  for  coping  with  over- 
steer,  understeer,  locked  brakes 
and  other  conditions  commonly 
experienced  in  icy  weather. 

Oveisteer.  This  occurs  when  the 
back  end  of  your  car  starts  skidding 
out  on  a  turn.  It's  very  common  on 
icy  or  slick  roads.  The  remedy  is 
pretty  easy  to  master:  Accelerate 
slightly  to  put  the  weight  in  the 
back  of  the  car;  do  not  brake.  Turn 
the  steering  wheel  in  the  direction 
of  the  skid  and  continue  to  acceler- 
ate until  you  feel  the  wheels  grip. 

Understeer.  Caused  by  having  too 
much  speed  going  into  a  turn, 
when  the  front  wheels  simply  fail 
to  grab.  Instead  of  turning,  your  car 
slides  straight  ahead.  The  natural 
tendency  is  to  brake  and  turn  the 
wheel  more  sharply,  but  this  is 
wrong — the  brakes  will  probably 
lock,  and  turning  the  wheel  will 
not  change  the  car's  direction. 

Lift  off  the  accelerator,  but  don't 
brake.  Don't  increase  the  angle  of 
your  turn;  decrease  it  and  wait  un- 
til the  car  regains  grip  on  the  road 
before  continuing  to  turn  the 
wheel.  This  maneuver  goes  against 
your  instincts  and  takes  nerve  and 
practice  to  master,  but  it  works. 


Renault  Ice  Driving  School 
With  only  soft  snow  to  hit,  driv- 
ers skid  and  slide  to  their  hearts' 
content,  while  honing  skills  of 
driving  on  snow  and  ice. 


Locked  brakes.  Trying  to  make  a 
fast  stop  on  ice  is  not  as  hard  as  it 
seems.  The  trick  is  to  depress  the 
brake  pedal  until  the  wheels  lock 
and  you  begin  to  skid.  Then  take 
your  foot  off  the  brake  momentar- 
ily, and  the  wheels  will  regain  grip. 
Then  pump  the  brakes  until  you 
are  completely  stopped.  Note:  It  is 
important  to  continue  pumping 
the  brakes  even  as  you  have  slowed 
to  a  crawl — you  can  still  slide  a 
long  distance  at  very  slow  speed  if 
your  wheels  are  locked.  Pumping 
the  brakes  permits  shorter  stop- 
ping distance— 20%  to  40% 
shorter — depending  upon  grip  and 
the  car's  speed. 

Classroom  instruction  gives  stu- 
dents the  theory  on  why  certain 
techniques,  like  the  above,  work, 
but  there  is  no  substitute  for  get- 
ting out  on  the  snow  and  ice  and 
trying  it  all  out  for  fun.  Before  it 
happens  on  the  highway. — W.G.F. 


. 
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A  class  act  at  Skip  Barber  school 
After  graduation,  real  races. 


mit  Point,  W.Va.  25446;  304-72! 
6512.  Friday  at  the  Track,  $75  (brin 
your  car);  one-day  solo  school,  $7 
(bring  your  car);  one-day  accidei 
avoidance,  $245;  three-day  antiterro 
ist  driving  school  for  corporate  chau . 
feurs,  $2,195.  Scott's  school  operati 
at  the  Summit  Point  track. 

Bertil  Roos  School  of  Motor  Racin 
P.O.  Box  221,  Blakeslee,  Pa.  1861 
717-646-7227.  One-day  introductic 
to  racing,  $325;  two-day  advanc 
highway  school,  $450;  three-day  ra 
ing  school,  $995.  Roos  operates  at  P 
cono  International  Raceway. 

Renault  Ice  Driving  School,  P.O.  B> 
774167,  Steamboat  Springs,  Co! 
80477;  303-879-6104.  Ice  driving  k 
mersion  (three  hours,  including  t\ 
on  ice),  $60;  Formula  One  (one  d 
with  videotape  analysis),  $120;  gra 
prix  (l'/2  days'  driving),  $160.  Renai 
supplies  Alliance,  Encore,  Jeep  Che: 
kee  and  AMC  Eagle  vehicles. 


Banks  are  peddling  mutual  funds  under  the  counter.  Is 
this  the  beginning  of  the  end  of  no-load  funds? 

Mutual  funds  you 
can  bank  on 


By  Anne  McGrath 


IF  you've  ever  taken  time  to  read 
the  junk  mail  stuffed  in  your  bank 
statement,  you  may  have  noticed 
a  hot  new  trend.  Commercial  banks 
are  now  in  the  mutual  fund  business. 

Isn't  that  against  the  law,  you  ask? 
Well,  the  Glass-Steagall  Act,  such  as 
it  is,  still  prohibits  banks  from  direct- 
ly selling  mutual  funds  to,  customers. 
But  the  act  doesn't  say  anything  about 
banks'  selling  customers  to  mutual 
funds — and  that  is  exactly  what  they 
are  doing.  They  are  steering  custom- 
ers mainly  to  fund  families,  such  as 
Dreyfus  and  Fidelity  Investments. 

In  most  cases  the  investment  com- 
panies themselves  continue  to  man- 
age the  funds.  For  simply  supplying 
the  customers,  the  banks  share  in  the 
fees  charged  (but  not  the  load,  if  there 
is  one).  Management  and  other  fees 
generally  range  from  under  1%  to 
1.5%  or  so  of  a  fund's  total  annual 
assets.  Just  how  much  of  this  action 
do  the  banks  get?  It  can  vary  from  a 
one  time  fee  to  30  points  in  the  case 
of  some  new  funds. 

Fidelity,  which  quietly  started  its 
Partners  in  Profit  program  about  a 
year  ago,  already  has  18  banks  hard  at 
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work  introducing  depositors  to  select- 
ed Fidelity  "funds.  Chemical  Bank,  for 
instance,  has  begun  offering  three  Fi- 
delity low-loads  (see  table,  opposite). 

Can  it  really  be  true  that  there  are 
still  that  many  unwashed  who  are 
unaware  of,  or  don't  know  how  to 
buy,  no-load  mutual  funds?  Fidelity, 
for  one,  believes  that  strongly  enough 
to  surrender  some  of  its  fees  to  banks 
just  to  find  those  customers. 

"There's  a  mass  of  Americans  out 
there  who  don't  have  the  mind-set  to 
clip  a  coupon,  call  a  toll-free  number 
and  plunk  down  $10,000  in  a  fund," 
explains  Fidelity  Vice  President 
Christopher  Tomecek.  "Those  same 
people  will  buy  funds  through  a  famil- 
iar, trusted  bank." 

In  other  words,  the  funds  are  de- 
lighted at  being  able  to  wrap  their 
wares  in  the  security  and  sanctity  of  a 
bank. 

Dreyfus,  one  of  the  largest  of  all  the 
fund  families,  has  already  signed  45 
banks  to  sell  some  of  its  products,  and 
the  numbers  grow  daily.  Typical  is 
the  First  National  Bank  of  Chicago, 
whose  customers  can  opt  for  a  no- 
load,  tax-exempt  bond  fund  or  an  eq- 
uity income  fund. 

Since  banks  already  supply  custom- 


ers to  funds  in  return  for  a  small  pi< 
of  their  action,  one  would  thinkr 
would  be  only  a  matter  of  time  befi 
they  found  a  way  to  offer  their  v 
own  mutual  funds.  That  way  tl 
could  keep  virtually  the  whole  enc 
lada  for  themselves.  Well,  the  Ghl 
Steagall  Act  notwithstanding,  tha< 
exactly  what  they  have  gone  ; 
done — again,  with  the  help  of  the  hi 
families. 

Chemical  Bank,  for  example,  inr 
dition  to  offering  three  existing  Fii 
ity  funds,  is  also  offering  two  bra 
new  funds.  Both  are  no-load  and  \ 
be  managed  by  a  Chemical  affili 
but  are  technically  sold  by  FideK 
One  is  a  growth  equity  fund,  and 
is  a  triple-tax-exempt  money  ma:, 
fund  tailored  for  New  Yorkers. 

Security  Pacific  is  managing  six: 
load  funds  (the  Pacific  Horizon  F 
ily  of  Funds)  in  a  partnership  \ 
Dreyfus  that  dates  back  nearly  a 
and  has  so  far  brought  in  $900  mil 
dollars  ($50  million  of  it  from  indk 
ual  investors). 

Chase  Manhattan,  also  wor 
with  Dreyfus,  has  just  introduo 
tax-free  money  market  fund  and  a 
free  bond  fund  that  the  bank  i 
will  manage.  Both  are  exempt 
federal,  New  York  State  and 
York  City  taxes. 

Other  players  include  Marine 
land,  which  plans  to  offer  equit) 
bond  portfolios  with  partner  Fu; 
Selz  Mager  Dietz  &.  Birney  b 
year-end.  Republic  National  Bai 
New  York,  also  working  with  Fu: 
Selz  as  seller,  is  managing  a  m 
fund  that  invests  only  in  other  m 
funds,  a  modern-day  Fund  of  I 
(Forbes,  Dec.  31  1984).  U.S.  Trui 
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Strange  bedfellows 

Below,  a  sampling  of  the  fruits  of  an  unusu 

Fidelity  funds 

alone,  and  the  list   keeps 

al   marriage:    mutual   funds   with   banks 

growing.  In  some  cases,  the  banks 

are  even 

Some  80  banks  are  set  to 

offer  Dreyfus  and           managing  your 

investments  themselves. 

Minimum 

Type  of 

New/ 

initial 

Bank                                 Fund  partner 

Type  of  fund 

investment 

Adviser 

existing 

Load 

investment 

Ihase  Manhattan           Dreyfus  Corp 

NY  tax-exempt 
money  market 

Triple-tax-exempt 
debt  securities 

Chase 

new 

no-load 

$  2,500 

NY  tax-exempt 

Intermediate  triple- 

Chase 

new 

no-load 

2,500 

bond 

tax-exempt 
municipal  bonds 

Ihemical  Bank              Fidelity 

NY  tax-free  money 
Stock  market 

Short-term 
municipals 

Chemical 

new 

no-load 

2,500 

Common  and 

Chemical 

new 

no-load 

1,000 

preferred  stock 

Stock  portfolio 

Stock  of  specific 
industries 

Fidelity 

existing 

2%  sales 
1%  redemp 

1,000 
ion 

Growth 

Stock  with  unusual 
capital  appreciation 
potential 

Fidelity 

existing 

3%  sales 

1,000 

Equity  income 

Income-producing 
stock 

Fidelity 

existing 

2%  sales 

1,000 

larine  Midland             Furman  Selz  Mager 

4  money 

Short-term 

Marine 

intro- 

no-load 

1,000 

Dietz  &  Birney 

markets* 

securities 
Treasurys 

Midland 

duced 
beg  6/82 

epublic  National         Furman  Selz 

4  mutual 

Funds  investing 

Republic 

new 

no-load 

2,500 

Bank  of  NY 

fund  funds 

in  stock,  bonds, 
govt  securities 

National 

ecurity  Pacific              Dreyfus  Corp 

Money  market 

Money  market 
investments  and 

Security 
Pacific 

new 

no-load 

1,000 

govt  securities 

Government 
money  market 

Short-term 
securities  issued 
or  guaranteed 
by  the  govt 

Security 
Pacific 

new 

no-load 

1,000 

Aggressive  growth 

Stock  with 
unusual  capital 
appreciation 

Security 
Pacific 

new 

no-load 

1,000 

potential 

High-yield  bond 

Bonds,  govt 

Security 

new 

no-load 

1,000 

securities,  preferred 

Pacific 

stock 

Tax-exempt 
money  market 

Short-term 
municipals 

Security 
Pacific 

new 

no-load 

1,000 

California  tax- 

California 

Security 

new 

no-load 

1,000 

exempt  bond 

municipals 

Pacific 

'S  Trust  Cot                 Shearson  Lehman 

Money  market 

Money  market 

US  Trust 

new 

no-load 

10,000 

if  New  York                  Brothers 

investments 

Govt  money 

Government 

US  Trust 

new 

no-load 

10,000 

market 

securities 

Stock 

Common  stock 

US  Trust 

new 

no-load 

10,000 

Tax-exempt  money 

Short-term 

US  Trust 

new 

no-load 

10,000 

market 

municipals 

2  tax-exempt  bond 

Intermediate  and 

US  Trust 

new 

no-load 

10,000 

funds 

long-term 

govt  securities 

ilanning  stock  and  bond  funds  later  this  year. 

t  Funds  pending  SEC  approval. 

lew  York  is  planning  to  manage 
unds  with  partner  Shearson  Leh- 
Brothers. 

hat  should  you  bear  in  mind  be- 
buying  mutual  funds  through  a 
;?  First  off,  just  because  a  fund  is 
ed  through  a  bank,  where  all  your 
r  assets  may  be  insured,  doesn't 
ft  it  is  of  top  quality.  You  still 

to  pore  over  the  prospectus  and 
k  the  fund's  record.  In  fact,  be- 
e  the  bank  is  helping  to  swell  the 

s  size,  it  could  mean  it  will  be- 

muscle-bound. 

he  fund  is  being  managed  by  the 

itself,  it  is  new  and  lacks  a  histo- 


ry, so  even  more  attention  has  to  be 
paid  to  the  people  who  manage  the 
money.  Can  your  banker  really  man- 
age money?  "Bankers  aren't  generally 
known  for  it,"  says  Dreyfus  Corp. 
Chairman  Howard  Steirt.  "But  there 
are  some  really  good  investment 
teams  in  bank  trust  departments  " 

Indeed,  at  least  one  new  fund  man- 
aged by  a  bank  is  turning  a  lot  of 
heads.  "The  new  Pacific  Horizon  Ag- 
gressive Growth  Fund  is  up  over  45% 
in  ten  months,"  says  Stein,  "but  we 
don't  want  people  to  think  this  can 
happen  every  year.  We  suggest  per- 
haps putting  a  little  teaspoonful  of 


money  in  at  first  and  seeing  how  it 
does  for  you.  The  fund  has  to  prove 
itself  over  time." 

Not  all  fund  families  are  rushing 
into  the  banks'  eager  arms,  however. 
T.  Rowe  Price,  for  example,  sees  the 
potential  for  new  customers,  but  is 
taking  a  wait-and-see  attitude.  John 
Bogle,  chairman  of  the  Vanguard 
Group  of  investment  companies,  has 
so  far  declined  to  work  with  banks 
because  he  fears  that  sharing  fees 
means  greater  fees.  "The  distinction 
between  a  load  fund  and  a  no-load  is 
getting  worse  than  fuzzy,"  says  Bogle. 
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he  boys  try 
a  new  place 
in  their  Peugeot 


They  have  driven  almost  two 
hours  to  get  to  this  place,  a  lake 
with  an  old  Indian  name  that  means 
"Fish  jump  out." 

It  was  still  dark  when  the  man 
woke  the  boy  and  they  both  tiptoed 
around  the  house,  the  floorboards 
cold  under  their  feet,  getting  ready. 
Getting  ready  consisted  of  climbing 
into  some  clothes  and  taking  the 
sandwiches  out  of  the  refrigerator. 
The  man  did  not  make  the  boy  wash 
his  face  or  brush  his  teeth,  which 
made  the  day  seem  even  more  special. 

They  do  not  bring  the  boy's  sister 
this  time.  She  is  only  four  and  makes 
a  lot  of  noise  and  thinks  fish  stink. 
It  is  just  the  two  of  them,  the  big  one 
and  the  little  one.  "The  boys,"  as 
the  mother  calls  them. 

"Do  you  think  it's  true?"  the 
boy  asks. 

"Is  what  true?" 

"Fish  jump  out." 

The  man  nods.  "You'll  see." 


Nothing  says  a  wagon  has  to  be  primitive. 
Seats  of  soft,  supple  leather  are  available  at 
extra  cost  in  the  Peugeot  505  S. 


*«K^ 


The  station  wagon  they  have 
driven  up  here  in  is  a  Peugeot, 
the  505  S. 

It  is  a  big  wagon.  With  its  rear 
seat  up,  it  has  more  cargo  space  than 
any  other  wagon  available  in  America. 
The  payload  is  over  half  a  ton. 

It  is  a  lavishly  equipped  wagon. 
Air  conditioning  is  standard  equip- 
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ment.  Central  locking.  C  u 
trol.  Power  steering,  brak<  |  ?, 
antenna.  A  digital  radioA  ic 
system  with  six  speakers, 
front  seats.  Even  side  mir  ^ 
de-ice  themselves.  All  sta  |St 
equipment.  The  Peugeot  i 
a  wagon  for  comfort  of  b( 
It  is  also  a  wagon  for 


BtSJ 

Kor 
ices  i 


le  Peugeot  is  one  big  wagon 
esigned  not  to  wag  its  tail 
from  side  to  side  on  the  high- 
andles  exactly  like  a  sedan, 
can  have  a  Peugeot  wagon 
fyl  seats,  velour  seats,  or 
eats.  A  fuel-injected  gaso- 
Ine  or  a  turbocharged-diesel 
PVices  range  from  $12,440  to 


$  17,965?  (Prices  of  Peugeot  sedans 
range  from  $11,900  to  $18,330.) 

Please  call  1-800-447-2882  toll 
free  in  the  continental  U.S.  for  a 
facts-filled  brochure  and  the  name 
of  your  nearest  Peugeot  dealer. 

'  Based  on  EO.E.  manufacturer's  suggested  retail  prices. 
Actual  prices  may  vary  by  dealer.  Destination  charges, 
taxes,  dealer  preparation,  if  any,  and  license  fees  are  extra. 
Cargo-carrying  capacity  based  on  EPA  measurements. 


©  1984,  Peugeot  Motors  of  America,  Inc. 
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Careers 


On-campus  interviews  launch  many  ca- 
reers, for  students  and  campus  recruiters 
alike.  Forbes  watched  Macy's  Mike  Tucci 
make  the  college  rounds  recently. 

"Does  anyone 
here  want  a  job?" 


the  24-year-old  Tucci  leads  the  talent 
search  for  the  $1  billion  division  of 
R.H.  Macy  &  Co. 

These  days,  at  the  height  of  the 
recruiting  season,  Tucci  is  one  of 
thousands  of  corporate  recruiters 
scouring  college  campuses,  interview- 
ing students  for  their  first  real  jobs. 


By  John  A.  Byrne 


M 


the 
grueling  process  himself  a  cou- 
ple of  years  ago,  when  he  was  earning 
his  B.A.  at  Trinity  College  in  Hart- 
ford, Conn.  Now,  as  a  peripatetic  col- 
lege recruiter  for  Macy's  New  York, 


From  the  middle  of  January  to  the  en 
of  April,  Macy's  alone  will  have  inte: 
viewed  1,500  students  at  more  tha  j 
50  schools  ranging  from  the  Fashio 
Institute  of  Technology  (only  a  fc . 
blocks  from  the  company's  headqua  i 
ters  in  Manhattan),  to  the  Universil  ] 
of  Texas  at  Austin,  some  1,700  mill 
away.  Fewer  than  a  third  of  these  sti 
dents  will  be  invited  to  come  back  fi 
second  interviews  and  tests.  Only  1 : 
15    will    eventually    make    it    in 
Macy's  highly  touted  executive  trai 
ing  program. 

But  it's  not  only  students  who  a 
tested  when  Tucci  goes  on  the  roa 
His  own  future  is  on  the  line,  too.  F 
Tucci,  formerly  one  of  250  assista  \ 
buyers  at  Macy's,  college  recruiting 
a  one-year  assignment,  a  tricky  st 
on  his  own  career  ladder.  How  well 
performs  will  help  decide  whether 
skips    the    assistant    merchandisi 
manager  rung  and  makes  it  directly 
buyer.  (A  jump  that's  akin  to  maki- 
first  lieutenant  without  having  beei 
second  lieutenant.) 

Tucci,  who  sports  the  rugget 
handsome  yet  boyish  looks  of  a  c 
lege  football  player — which  he  was 
Trinity — often  calls  in  from  the  re 
to  find  out  whether  his  latest  recm 
made  it  past  the  second  hurdle.  "Hf 
Tooch,"  he  might  be  told,  "you  w< 
0  for  5  today."  That  sinks  in. 


What  does  it  take  to  make  the 
ide?  How  important  are  those  first 
ipressions?  Just  how  frenzied  is  the 
e  of  a  college  recruiter?  Forbes 
ent  a  week  on  the  road  with  Tucci 
find  out. 

Monday,  Syracuse  University 
"Does  anyone  here  want  a  job?" 
ks  Tucci,  as  he  arrives  for  Macy's 
g-and-pony  show  for  students.  He 
irmally  begins  his  days  on  the  road 
th  breakfast  at  8.  Today  he  tended 
details  of  upcoming  trips  at  his 
;w  York  office,  flying  to  Syracuse  in 
e  afternoon  for  "the  most  important 
rt  of  my  day,  which  begins  at  7:30  at 
?ht.  The  thrill,  the  performance 
mes  then." 

A.s  with  any  performer,  there  is  al- 
lys  the  fear  of  a  dead  or,  worse, 
ipty  house.  That's  not  true  tonight, 
a  modern  room  on  the  sixth  floor  of 
d  Library  sit  some  60  students  anx- 
[is  to  hear  Macy's  spiel. 
They  dress  for  success.  Only  a  half- 
zen    students    wear    jeans.    Some 
men  look  sharp  enough  to  fit  be- 
id  the  cosmetics  counter  of  Macy's 
gship  Herald  Square  store.   They 
ne  armed  with  professionally  type- 
resumes. 

md  they  expect  as  much  profes- 
nalism  from  Macy's.  Some  stu- 
lts  gave  bad  reviews  to  competing 
liler  Batus,  whose  recruiter  arrived 
four  days  earlier  in  a  red  leather 
ket  and  jeans.  Tucci,  whose  uni- 
n  consists  mostly  of  button-down 
ite  shirts  and  conservative  suits,  is 
stage,  a  walking  recruiting  poster 
Macy's. 

'here's  a  quick  introduction,   an 

at-minute  video  extolling  the  vir- 

of  Macy's,  and  then  talks  by  the 

dbag  buyer  and  a  merchandising 

president  about  the  long  hours 

hard  work. 

We're  not  going  to  bull  you," 
ci  says.  He  tells  them  the  facts, 
of  every  four  candidates  who 
se  it  into  the  three-month  training 
>ram  leaves  after  the  first  year.  But 
/ivors  do  advance.  Some  50%  of 
y's  200  buyers,  as  well  as  Chair- 
Edward  Finkelstein  himself,  are 
ning  squad  graduates.  The  stu- 
ts  feverishly  scribble  notes  as 
ci  talks. 

ieanwhile,  Tucci  scans  the  room, 
norizing  faces.  Students  who  have 
:duled  interviews  with  him  the 
»wing  day  but  who  skip  this  intro- 
ory  session  will  be  at  a  major 
dvantage. 

Vhen  I  was  recruited  the  starting 
ry  was  $14,000,"  he  says.  "If  you 
n  someone,  maybe  you  could  get 
500.  But  that  was  it.  I'm  happy  to 
I'm  not  still  making  $14,000  to- 


Macy's Mike  Tucci 


day,  and  our  range  to  start  is  now 
between  $17,000  and  $22,500." 

At  the  end  of  the  nearly  two-hour 
session,  a  junior  coyly  sidles  up  to 
him  and  poses  a  question.  Tucci  re- 
sponds with  a  sharp  lecture,  asking 
her  why  she  wasn't  aggressive  enough 
to  ask  the  question  in  front  of  her 
classmates.  He  wants  students  who 
are  assertive. 

Tuesday,  Syracuse  University 

At  9  a.m.  the  recruiter  is  ready  for 
his  first  interview.  PPG  Industries 
and  Pratt  &  Whitney  are  here,  too. 
Tucci  begins  in  a  small, 
narrow  room  with  a  For- 
mica-topped table.  Out- 
side, students  sit  waiting 
in  stony  silence  on  the 
edge  of  their  seats  in  a 
crowded  hallway. 

Tucci's  half-hour  inter- 
views are  disarmingly  ca- 
sual and  unstructured.  No 
trick  questions,  no  fixed 
list  of  queries,  no 
pseudopsychological  tac- 
tics. (Rumor  has  it  that 
one  firm  still  asks  pros- 
pects, "If  you  were  a  vegetable,  what 
kind  of  vegetable  would  you  be?") 

"What  I'd  like  to  do  is  talk  about 
what  you're  about,"  he  tells  the  first 
student,  who  as  a  summer  intern  was 
an  assistant  buyer  at  B.  Altman. 

"Tell  me  about  your  academic  ex- 
perience and  why  you  chose  Syracuse. 

"What  does  it  take  to  succeed  as  a 
buyer? 

"What  would  you  have  done  differ- 
ently if  you  were  a  manager  at  B. 
Altman? 

"If  you  were  director  of  the  retail 
program  here  at  Syracuse  University, 
how  could  you  improve  it? 

"Would  you  be  disappointed  if  you 
were  placed  in  gourmet  cookware  af 
ter  the  training  program?" 

There  are,  of  course,  no  "correct" 
answers  to  such  questions.  Tucci  is 
looking  for  articulateness,  logic  and 
originality  in  the  responses.  Roughly 
a  third  of  the  interview  is  given  over 
to  answering  the  interviewee's  ques- 
tions, which,  Tucci  believes,  also  may 
reveal  much  about  the  candidate. 
When  the  student  leaves,  Tucci  pulls 
out  an  evaluation  form  and  in  red  ink 
writes  "worth  a  second  look."  Within 
ten  days  the  student  will  receive  a 
letter  inviting  her  to  New  York  for 
additional  interviews. 

Twelve  students  later,  at  5  p.m., 
Tucci  calls  it  a  successful  day.  Half  of 
the  students  will  be  invited  back.  He 
jumps  in  his  rented  car  for  a  one-hour 
drive  to  Ithaca. 

That  night  Macy's  stages  one  of  its 
biggest  and  most  important  shows  at 


; 


Cornell  University,  where  the  com- 
pany has  hired  22  graduates  in  the 
past  three  years.  Macy's  goes  all  out. 
Six  other  executives  and  employees 
have  flown  up  to  be  on  hand  for  the 
presentation  and  interviews.  In  an  art 
deco  room  at  the  Statler  Inn,  Macy's 
offers  trays  of  cheese  and  Charlen 
Fournie  Chablis  Superieur  to  nearly 
80  students. 

Before  the  bash  is  over,  the  question 
of  the  week  emerges  from  the  back  of 
the  room:  "How  tall  or  flat  is  the 
corporate  hierarchy  in  the  personnel 
department,  and  is  it  pos- 
sible to  move  horizontally 
into  other  positions  from 
personnel?"  asks  some- 
one in  a  three-piece  suit. 
Serious  stuff. 

It  is  a  long  presentation. 
Tucci  doesn't  have  dinner 
until  nearly  11.  At  close 
to  1  a.m.  he  is  in  Rulloff's, 
a  bar  in  Collegetown,  sip- 
ping a  beer  with  a  student 
who  will  be  interviewed 
later  in  the  day.  His  tie 
still  isn't  loosened.  At  2 
a.m.  he's  roused  out  of  bed  by  a  fire 
alarm  at  the  hotel. 
Wednesday,  Cornell  University 
In  the  on-campus  Statler  Inn,  re- 
cruiters tape  their  calling  cards  to 
their  hotel  room  doors  and  begin  the 
interviews.  There  are  about  20  com- 
panies on  campus  today,  from  Atlan- 
tic Richfield  to  SmithKline. 

But  Macy's  draws  very  well,  espe- 
cially among  liberal  arts  majors.  Cor- 
nell technical  graduates  average  four 
job  offers  each  through  the  career 
center.  Only  one  nontechnical  gradu- 
ate in  four  receives  a  single  job  offer. 
It's  well  known  on  the  campus  that 
about  three-quarters  of  Macy's  execu- 
tive trainees  hold  liberal  arts  degrees. 
In  a  room  in  Barnes  Hall,  Faith 
Ellis  is  well  on  her  way  to  becoming 
one  of  them.  She  leased  a  Good  Hu- 
mor ice  cream  truck  over  the  sum- 
mer, employed  two  assistants  and 
sold  ice  cream  in  Freeport,  N.Y. 

"What  were  some  of  the  techniques 
you  used  to  increase  your  business?" 
asks  Tucci. 

"How  do  you  convince  a  customer 
to  come  back  tomorrow  to  buy  more 
ice  cream? 

"What  do  you  think  you  can  take 
from  this  experience  and  bring  to 
Macy's?" 

Faith  told  how  she  beat  the  compe- 
tition by  emphasizing  service  and 
quality  to  justify  slightly  higher 
prices  for  ice  cream  bars.  She  would 
help  kids  cross  the  street,  would  occa- 
sionally hand  out  free  ice  cream  to 
those  without  money  and  would  ap- 
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point  "truck  captains"  (in  exchange 
for  free  ice  cream)  to  help  calm  a 
crowd  of  customers  on  a  hot  sum- 
mer's day. 

It  wasn't  just  the  retail  experience, 
however,  that  made  her  an  instant  hit. 
It  was  what  she  learned  by  doing  it 
and  how  she  improved  the  business. 
Tucci  invites  her  back  on  the  spot, 
noting  on  her  evaluation  form  that 
she's  "a  good  prospect"  who  "takes 
initiative"  and  was  "nervous  but 
poised." 

She  is  one  of  only  three  students 
Tucci  will  send  to  New  York.  Ten 
others  flunk  out.  They  were,  Tucci 
says,  too  nervous  and  unassertive.  Or 


they  lacked  focus,  gave  indirect  an- 
swers or  asked  questions  on  topics 
already  covered  at  the  presentation. 
That  night  Tucci  rushes  over  to  near- 
by Ithaca  College  to  go  on  stage  again. 
He  eats  dinner  at  10  p.m. 

Thursday,  Ithaca  College 

When  students  walk  into  the  inter- 
viewing room,  Tucci  waits  to  see  if 
they  immediately  sit  down.  If  not,  it's 
a  bad  sign.  It  shows  they're  not  aggres- 
sive enough. 

But  today  he  doesn't  give  Valerie 
Treiber  a  chance  to  sit.  Instead,  he 
walks  her  to  the  college  snack  bar  for 
an  interview  over  a  cup  of  coffee.  Di- 
rectly in  front  of  her  is  a  beefy,  hirsute 
student  vigorously  wolfing  down  the 
$1.69  chicken  chow  mein  special  of 
the  day.  Despite  the  distraction,  she 
passes  muster. 


The  first  step  is  a  doozy 


At  home  they  exude  the  cool  ar- 
rogance of  youth — sometimes 
distant,  unfazed  and  unresponsive. 
They  won't  take  out  the  garbage  or 
walk  the  dog.  Their  dog.  Are  they 
really  ready  for  responsibility? 

But  after  16  years  of  school  and  a 
lot  of  playacting,  this  is  it.  On  the 
opposite  side  of  a  door  to  an  inter- 
viewing room  sits  a  recruiter,  dan- 
gling a  rope  to  the  real  world. 

Behind  all  the  brave  talk  at 
home,  on  the  campus  the  tension 
about  getting  a  good  job  is  thick 
enough  to  cut.  Jittery  students 
come  to  interviews  thinking  their 
entire  lives  hinge  on  the  30  min- 
utes they  will  spend  with  a  single 
recruiter.  "Everyone  is  very 
scared,"  says  Lisa  Feder,  21,  a  Syra- 
cuse University  retailing  major. 
"The  search  for  a  job  dominates 
90%  of  our  conversations.  When  a 
recruiter  is  here  for  two  days,  Tues- 
day people  will  call  Monday  people 
and  say,  'Tell  me  what  kind  of 
questions  you  were  asked.'  " 

Many  college  career  centers — 
popular  hangouts  on  campuses 
these  days — now  offer  videotaped 
mock  interview  sessions  in  order 
to  help  prepare  students.  "We  sit 
around  for  hours  and  hours  asking 
each  other  questions  at  night," 
says  Stacey  Ann  Kadish,  22,  an 
Ithaca  College  senior,  who  showed 
up  nearly  three  hours  prior  to  her 
interview  with  Macy's.  During 
that  time  she  did  mock  interviews 
with  other  students  and  pored  over 
the  retailer's  annual  report  and 
promotional  literature. 


Her  hustle  and  drive  aren't  rare. 
Some  students  line  up  as  many  in- 
terviews as  humanly  possible.  Ste- 
phen Garrison,  21,  a  Cornell  Uni- 
versity senior,  already  has  set  up  14 
on-campus  interviews  with  every- 
one from  Procter  &  Gamble  to 
Macy's.  He  attended  Macy's  7:30 
p.m.  presentation,  then  went  off  to 
work  at  a  delicatessen  from  9:30 
p.m.  to  1:30  a.m.  He  got  up  at  7:45 
a.m.  to  study  Macy's  news  clips. 
His  9:30  a,m.  interview  was  fol- 
lowed by  a  quiz  in  an  oral  commu- 
nications course. 

All  this  can  become  extremely 
competitive  as  well.  At  Cornell, 
where  graduating  seniors  get  1,000 
points  to  bid  for  on-campus  inter- 
views (those  who  bid  the  most 
points  win  whatever  few  slots  are 
available  on  a  recruiter's  schedule), 
students  boast  of  plotting  strate- 
gies to  obtain  a  key  interview. 

One  enterprising  student  bids  in 
decimal  points  to  beat  the  masses 
who  place  their  bets  in  round  num- 
bers. A  recent  Cornell  graduate 
grouses  that  some  students  swipe 
company  literature  from  the  career 
library  in  order  to  gain  a  competi- 
tive edge  over  classmates  in  up- 
coming interviews. 

When  Macy's  recruiter  Mike 
Tucci  asks  Maniko  Tada,  a  double 
major  in  American  Studies  and 
Fine  Arts  at  Wesleyan  University, 
what  the  on-campus  climate  is  to- 
day, she  answers  without  hesita- 
tion: "People  are  thinking  about 
how  much  money  they're  going  to 
make  when  they  leave." — J.A.B. 


Treiber  had  worked  as  a  personnt 
assistant  at  Macy's  last  summer,  an 
Tucci  had  been  told  to  look  out  fi 
her.  That  isn't  always  an  asset.  "Pec 
pie  often  ask  me  if  having  worked  f( 
Macy's  is  an  advantage,"  he  say 
"No,  it  isn't.  It's  what  you  learm 
while  you  were  there.  She  had  a  tou| 
job  screening  applicants.  There  are 
lot  of  crazies  who  come  and  try 
work  for  us." 

Stacey  Ann   Kadish,   a  marketii 
communications  major,  gets  the  nt 
as  well.  Tucci  noticed  her  the  nig 
before  at  the  presentation  after  si 
asked  four  questions  and  talked  he 
self  onto  his  interviewing  schedu 
today.  While  president  of  the  collegf 
American     Marketing     Associate 
chapter,   she  hiked  membership 
over  200% .  Tucci  duly  notes  that.  1 
looks  for  leadership  and  skill  in  ms 
aging  people  through  extracurricu 
activities.  "She's  one  of  the  best  p« 
pie  I've  ever  interviewed,"  he  sa 
"She'll  make  buyer  in  three  years.' 

A  business  major  is  asked  why 
chose  business  over  English  or  his 
ry.  The  student,  not  knowing  tl 
Tucci  was  an  English  major  wht 
favorite  course  was  Shakespet: 
quickly  downgrades  the  liberal  a 
education,  stressing  the  practi;! 
knowledge  in  a  business  educati 
When  Tucci  finally  reveals  his  ba 
ground,  the  senior  turns  red  and  nt 
ly  falls  off  his  seat. 

By  day's  end,  5  of  the  14  stude 
Tucci  interviews  will  be  given 
other  shot.  He  flys  home  to  his  N 
York  apartment. 

Friday,  Wesleyan  University 

After  a  two-hour  drive  to  Mid 
town,  Conn.,  Tucci  is  raring  to  go. 
his  first  interviewee  fails  to  show 

Another  student  makes  it,  tho 
she  goes  into  the  interview  not  c 
nervous  but  shaken.  She  has  just, 
covered  that  her  freshman  roi 
mate — no  longer  at  Wesleyan— 
committed  suicide.  Tucci, 
doesn't  know  about  the  tragedyj 
jects  her  for  being  indecisive  J 
wishy-washy. 

Yet  another  person  fails  the  .. 
because  she  comes  across  as  too 
and  timid.  "I'm  trying  to  think  oi 
on  the  sales  floor  with  ten  custoi 
screaming  and  two  sales  clerks  v. 
ing  to  go  to  lunch  at  1:30  p.m., 
says.  Tucci  can't. 

The  score:  Tucci  brings  back  5 
students. 

The  week  doesn't  end  here.  A  ti 
jam  makes  his  return  to  New  Y< 
three-hour  ordeal,  and  on  Saturd.' 
reports  to  Macy's  to  interviev 
walk-in  candidates. 
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Kool  gives  you  extra  coolness     § 
for  the  most  refreshing  sensation  in  smoking.  J 

A  sensation  beyond  the  ordinary.  \ 


Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


Milds  Kings,  10  mg.  "tar",  0 .7  mg.  nicotine; 

Filter  Kings,  16  mg.  "tar",  1 .0  mg.  nicotine 

av.  per  cigarette,  FIT  Report  Feb.  '85. 
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Pot  of  gold 


Wanted:  chief  executive  to  get  once-trou- 
bled firm  into  new  bidsinesses.  Available 
funds:  over  $200  million. 

Dan  Colussy,  the  former  number 
two  man  at  Pan  American, 
jumped  at  just  such  an  opportunity 
last  year.  Chief  executive  of  Canadian 
Pacific  Airlines  until  recently,  Co- 
lussy was  also  a  director  of  UNC  Re- 
sources when  the  struggling  uranium 
mining  firm  came  into  a  bounty — 
$229  million  in  cash  from  Chevron 
Corp.  in  an  out-of-court  settlement  of 
a  price-fixing  suit.  (Chevron  also  as- 
sumed $71  million  of  UNC's  liabili- 
ties.) Colussy,  53,  left  Vancouver  to  be 
chief  of  Falls  Church,  Va.-based  UNC 
on  Jan.  1. 

Since  then  he  has  swept  the  place 
clean.  In  February  he  closed  down  the 
company's  core  mining  business, 
sticking  the  $152  million  writeoff  in 
1984  fourth-quarter  results.  He  has 
cut  headquarters  staff  from  100  to  40, 
with  more  trimming  planned.  He  sold 
the  headquarters  building  and  a  trans- 
continental jet  "we  didn't  need  and 
couldn't  afford"  and  moved  the  ex- 
ecutive suite  from  a  separate  tower 


block.  He's  even  dumping  a  costly  but 
tacky  mural  based  on  an  energy 
theme  into  the  basement. 

Out  with  the  old,  in  with  the  new. 
Colussy  says  UNC's  remaining  busi- 
nesses, in  aircraft  and  nuclear-indus- 
try parts  and  machine  tools,  are  now 
profitable.  But  the  real  future  for 
UNC  will  be  in  the  acquisitions  Co- 
lussy chooses.  So  far  he  has  used  $75 
million  of  the  settlement  money  to 
pay  off  debt.  After  the  cash  costs  of 
legal  fees  and  closing  down  UNC's 
mines,  Colussy  now  has  $120  million 
to  maneuver  with.  (Another  $40  mil- 
lion may  come  from  still  outstanding 
lawsuits.)  Colussy  has  hired  Robert 
David,  former  chief  financial  officer 
at  General  Signal,  to  help  on  the  ac- 
quisition front. 

At  the  top  of  Colussy's  hit  list  is 
international  telecommunications. 
The  Reagan  Administration  decision 
to  allow  competition  with  Intelsat, 
the  international  satellite  monopoly, 
"opens  an  incredible  number  of 
niches,"  Colussy  says,  "though  you 
have  to  be  careful  not  to  be  trampled 
by  the  elephants."  What  does  a  former 


Dan  Colussy  of  I  'NC  Resources 
Where  will  he  spend  the  money? 


airline  man  know  about  satellite 
Colussy  says  that  chipping  away 
Intelsat  won't  be  all  that  differe 
from  nipping  at  I  ATA,  the  intern 
tional  airline  cartel. 

But  will  Colussy  get  the  time  1 
needs?  UNC's  cash  has  attract 
takeover  artist  Charles  Hurwi' 
whose  Maxxam  Group  has  bought  6 
of  UNC  stock  and  has  filed  to  b 
more.  Colussy  says  he  feels  safe.  A: 
condition  of  the  cash  settlemei 
Chevron  bought  newly  issued  W 
shares  amounting  to  36.6%  of  equi 
Chevron  must  hold  that  stake  un 
May  1988,  unless  UNC  allows  it 
sell,  and  in  the  meantime  must  vot< 
with  management. 

Colussy  says  he  wants  to  ma 
UNC  Resources  a  permanent  hor 
His  family  has  changed  cities 
times  in  32  years.  Now  his  wife 
planning  to  build  a  house  at  Ann 
olis,  on  the  water,  with  a  slip  in  fr 
for  his  41 -foot  sailboat,  and  Colu 
plans  to  buy  a  big  chunk  of  UI 
stock.  Despite  his  two-and-a-half-y 
grace  period  from  raiders,  he  s;§ 
"The  main  defense  is  to  get  the  c( 
pany  moving." — Howard  Banks 
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On  the  stump 

Roger  Milliken  is  a  proud  man.  1 
over  35  years  he  has  run  a  q  t 
and    extremely    effective    one-i* 
show  at  Milliken  &  Co.,  the  Span 
burg,  S.C. -based  textile  manufacii 
er.  With  estimated  sales  of  about, 
billion,   Milliken  is  one  of  the* 
tion's   largest   privately   held  erf 
prises,  number  three  in  textiles, 
hind  Burlington  Industries  and< 
Stevens.  Relishing  the  privacy 
only  family  ownership  allows, 
the    years    Milliken    has    disdai( 
talking  to   the  press,   preferring! 
stead  to  lobby  quietly  for  his  im 
try  through  high-level  involve*  < 
in  the  Republican  Party. 

But  the  textile  industry — and 
world — has  changed  in  ways  that* 
liken  did  not  foresee.  Textile  imp 
have  doubled  in  the  last  four  y 
and  Milliken,  now  69,  is  at  last  b 
"The1  days    of    free    capitalismr 
gone,"  he  says  unhappily.  "A 
must  fit  into  the  age  in  whic 
lives." 

For  Milliken  that  means  taki>  3,, 
the  stump,  promoting  the  ind  j 
group  he  has  organized  to  enco 
consumers  to  buy  U.S.  textile  g 
He  wants  import  growth  restrict 
6%  a  year  and  all  importers  lice 
the  better  to  police  their  actii 
"Protectionism  is  the  inevitab 
sponse  to  our  market's  being  tra 
ly  disrupted  by  a  level  of  import  I 
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ier  Milliken  ofMilliken  &  Co. 

man  must  fit  into  the  age  in  which  he  lives. 


other  country  in  the  world  would 
n  consider,  let  alone  tolerate," 
lliken  says.  "We  are  competing 
h  industries  that  are  being  subsi- 
|:d  by  their  governments  in  order  to 
hard  cash." 

at  appalls  Milliken  most  is  the 
that  his  industry  has  not  deserved 
resent  problems.  "For  the  last  ten 
'S  the  textile  industry  has  im- 
red  productivity  by  4%  annually, 
•nd  only  to  the  electronics  indus- 
he  says.  Milliken  has  led  the 
spending  vast  sums  to  improve 
luctivity  through  research  and 
tal  expenditures. 

is  own  firm  hasn't  escaped  pain. 

|iken  has  closed  seven  plants  in 

last  five  years,  dropping  the  total 

■3  plants  in  Georgia  and  North  and 

■h  Carolina.   The   company  has 

Ib  off  25%  of  its  work  force.  "Of 

»se  we  are  in  trouble,"  he  says. 

■illiken  doesn't  expect  to  get  more 

ie  anytime  soon.  "Every  President 

lit 2  Dwight  Eisenhower  has  made 

EO'mitments  to  people  employed  in 

Bindustry,"  he  says.  "They  didn't 

P  them."— Jeffrey  A.  Trachtenberg 

The  third  man 

Lis  Gerstner,  chairman  of  the  ex- 
J:utive  committee  at  American 
Bess  Co.,  has  had  to  be  patient.  For 


the  past  year  President  Sanford  Weill 
has  captured  the  spotlight,  leading  ne- 
gotiations for  the  purchase  of  Lehman 
Brothers  and  putting  out  fires  at  the 
Fireman's  Fund  Insurance  subsidiary. 
Weill,  52,  who  had  built  Shearson  into 
a  leading  broker  before  its  1981  merg- 
er into  American  Express,  was  named 
president  of  American  Express  two 
years  ago  by  Chairman  James  Robin- 
son when  Alva  Way  left  American 
Express  to  head  Travelers  Corp. 
Gerstner  had  once  been  considered 
heir  apparent. 

But  now,  at  last,  Gerstner,  43,  is 
getting  his  chance  to  shine.  Late  last 
year  Robinson,  49,  expanded 
Gerstner's  responsibilities,  including 
him  on  a  three-man  team  charged 
with  charting  the  company's  future. 
"Last  year  Jim  asked  Sandy  to  take  on 
Fireman's  Fund.  This  year  he's  asking 
me  to  take  on  corporate  financial  and 
strategic  responsibilities,"  says 
Gerstner. 

That  makes  sense.  Simply  put, 
Gerstner's  operation  is  the  biggest 
single  reason  American  Express  has  a 
future  to  contemplate.  For  the  past  six 
years  he  has  headed  its  Travel  Related 
Services  business,  the  keystone  divi- 
sion that  encompasses  traveler's 
cheques,  credit  cards  and  travel  ser- 
vices. American  Express'  ambitious 
diversification  in  recent  years  has,  in 


effect,  been  largely  funded  by  TRS.  On 
revenues  of  $3.6  billion,  last  year  the 
division  generated  $387  million  in  af- 
tertax profits,  more  than  twice  any 
other  subsidiary  and  more  than  half 
the  corporate  total. 
Gerstner's  promotion  signals  that 


Louis  Gerstner  of  American  Express 
His  signature  is  on  the  cheque. 
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Introducing  PC  softw 
the  right  way  to 


IBM's  new  Personal  Decision  Series. 
A  powerful  team  of  business 
programs  designed  for  exceptional 
flexibility. 

There's  rarely  one  best  way  of  doing 
anything. 

Rather,  lots  of  very  good  ways;  a 
reality  that  IBM's  Personal  Decision 
Series  handily  accommodates. 

More  than  any  software  we  know  of. 
it  gives  you  choices.  You  tailor  it  to  your 


needs,  instead  of  vice  versa. 

You  begin  with  Data  Edition,  a  pro- 
gram  that   not   only   manages   huge 
amounts  of  information,  but  lets  you  take 
it  from  a  surprising  variety  of  sources: 
data  banks,  mainframes,  even  files  cre- 
ated by  other  PC  programs. 

And  you  can  retrieve  your  data  in 
nearly  any  form  you  like,  without  a  lot  of 
headscratching.  \bu  can  begin  produc- 
ing real  work  in  a  couple  of  hours. 

Add  Report s+  and  you  can  create 


your  own  style  documents,  pif  ^ 
from  up  to  6  Data  files  at  I 
formats  you  can  design,  for  a],  9| 
you  can  invent. 

Graphs  gives  you  a  ct  * 
graph  styles,  with  over  20' 
And  you  can  update  old  graj 


Data 


fj 


IBM 


Repor 


IBM 


With  IBM's  new  Personal  D« 
you  start  with  Data  Edition,  addii 
Re/)orts+  or  Plans,  as  you  like. 

For  even  more  help,  you  can 


sed  on  the  curious  notion  that 
igs  is  any  way  you  want  to. 


make  new  ones. 
■e's  also  Plans  for  financial 
and  spreadsheets,  and  Words 
1  your  sentences,  numbers  and 
together. 
Personal  Decision  Series  can 
information  from  a  number  of 


non-Series  programs.  So  if  you  already 
have  a  favorite  spreadsheet  or  writing 
program,  you  may  still  be  able  to  use  it. 

You  can  even  use  files  from  an  IBM 
System/36  or  System/370  computer,  by 
adding  an  Attachment/ 36  or  /370  Edition. 

All  of  which  is  perfect  for  people 


Words 


Attachment/370 


IBM 


;  Client  Time/Cost  Accounting,  and 
eking  Editions. 

Personal  Decision  Series  works 
i  IBM's  new  Business  Management 


Series,  a  powerful  family  of  accounting  programs. 
And  ask  about  IBM  Extended  Support  ser- 
vices, a  way  toget  software  updatesand  telephone 
assistance  direct  from  IBM. 


who  insist  on  doing  things  their  way. 

Do  you  know  somebody  like  that? 

To  learn  more,  call  an  IBM  market- 
ing representative,  or  visit  an  IBM  Pro- 
duct Center  or  authorized  IBM  PC  dealer. 

For  the  store  nearest  you,  and  a  free 
brochure,  call  800-447-4700.  (In  Alaska 
and  Hawaii.  800-447-0890.1 


niputer  Software 


Faces 

Behind  the  Figures 


Edgar  Kaiser  Jr.  of  the  Bank  of  British  Columbia 

Heir  to  the  family  fortune,  he  is  determined  to  be  a  big  wheel  in  Canada 


American  Express'  diversification 
drive  is  slowing.  "We've  changed  the 
emphasis  from  external  growth  to  in- 
ternal strategy,"  Gerstner  explains. 
He  is  full  of  ideas  about  offering  card 
members  other  American  Express 
products,  namely  insurance  from 
Fireman's  Fund  and  investments  from 
its  IDS  mutual  fund  unit. 

Gerstner  joined  American  Express 
in  1978  after  12  years  as  a  consultant 
at  McKinsey  &  Co.,  the  last  five 
working  largely  on  the  American  Ex- 
press account.  In  the  late  Seventies 
many  observers  thought  the  market 
for  both  American  Express  cards  and 
traveler's  cheques  had  matured.  Rob- 
inson disagreed  and  hired  Gerstner  to 
prove  them  wrong,  first  placing  him 
in  charge  of  cards  and,  a  year  later,  the 
whole  division. 

Gerstner  has  coupled  aggressive 
and  innovative  marketing  with  a  de- 
termination to  fight  cost  increases. 
The  number  of  cards  outstanding  has 
doubled  in  the  last  five  years,  increas- 
ing 21%  in  1984  alone.  Gerstner  has 
recouped  market  share  in  the  travel- 
er's cheque  business  and  moved  the 
paperwork  to  Utah  to  help  keep  costs 
down.  The  rug  in  his  conference  room 
is  a  10-foot-long  replica  of  an  Ameri- 
can Express  traveler's  cheque.  Just 
like  the  cheques,  it  bears  Gerstner's 
signature. — Lisa  Gubernick 

Too  young  to  retire 

Prospects  were  bleak  late  last  year 
for  the  Bank  of  British  Columbia, 
with  $3  billion  in  assets  Canada's 
tenth-largest  chartered  bank.  BBC  di- 
rectors were  trying  anxiously  to  keep 
their  ailing  Vancouver-based  institu- 
tion out  of  bankruptcy  and  free  of 
Canada's  large  eastern  banks. 

To  the  rescue  came  Edgar  Fosburgh 
Kaiser  Jr.,  42,  grandson  of  the  fabled 
industrialist  Henry  J.  Kaiser.  Kaiser 
volunteered  for  the  job  of  BBC  chair- 
man last  December,  slapping  down  $6 
million  Canadian  of  his  own  money 
as  the  linchpin  of  a  $72  million  Cana- 
dian private  placement  of  BBC  stock. 
By  February  he  had  raised  another  $98 
million  Canadian  by  swapping  new 
stock  for  units  of  the  bank's  troubled 
real  estate  investment  trust  and  issu- 
ing additional  shares.  With  equity 
7.9%  of  assets,  BBC  now  has  one  of 


the  strongest  bank  balance  sheets  in 
Canada. 

"I  believed  in  the  need  for  this  insti- 
tution," says  Kaiser,  who  has  lived  in 
Vancouver  since  1970.  Besides,  he  ad- 
mits, he  was  looking  for  something  to 
keep  him  busy.  "I'm  a  little  young  to 
retire,"  he  says. 

Kaiser  first  arrived  in  Canada  when 
his  father,  whose  name  he  bears,  dis- 
patched him  there  to  salvage  a  failing 
subsidiary  of  Oakland,  Calif.-based 
Kaiser  Steel.  Under  the  leadership  of 
Kaiser,  then  a  recent  graduate  of  Har- 
vard Business  School,  Kaiser  Resourc- 
es Ltd.  became  one  of  Canada's  largest 
coal  companies. 

In  1979  his  father  retired  and  Edgar 
Jr.  became  chairman  of  Kaiser  Steel. 
In  1980,  strapped  for  cash,  Kaiser  Steel 


sold  control  of  Kaiser  Resources 
$672  million  Canadian.  Kaiser,  wl«j 
personal  fortune  is  reported  to  be  3 
million,  says  he  received  over  i 
million  from  the  deal — but  fc 
himself  out  of  the  job  he  liked  li 
Then,'  in  1983,  the  foundation 
controlled  Kaiser  Steel  decided  1 1 
vest  the  company. 

At  loose  ends,  Kaiser  had  bo 
the  Denver  Broncos  for  $30  millic  I 
1981.  In  1984  he  sold  the  team  foi 
million.  Not  bad.  But  trading  foo 
teams  is  not  a  way  to  be  a  big  whe 
Canada,  Kaiser's  adopted  country  | 
became  a  Canadian  citizen  in  1  i 

Now  Kaiser  seems  determin<| 
prove  his  business  acumen — fasi 
example,  he  swept  $108  millic 
bad  real  estate  loans  off  BBC's  t 
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ile  writing  off  only  $46  million, 
e  magic?  Kaiser  gave  Calgary  real 
ate  developer  Jack  Singer  $62  mil- 
i  in  fresh  loans  to  buy  the  cut-rate 
;kage  from  the  bank.  To  gain  corpo- 
e  loan  business,  BBC  has  been  un- 
cutting  the  prime  lending  rate. 
Caiser's  reputation  isn't  untar- 
hed.  He  was  criticized  for  giving 
nself  a  better  deal  than  public 
ireholders  in  the  sale  of  Kaiser  Re- 
lrces.  Another  Kaiser  company, 
iser  Oil  (U.S.)  Ltd.,  was  taken  over 
lenders  after  defaulting  on  loans. 
When  pressed,  Kaiser  says  the  bot- 
n  line  about  how  people  feel  about 
n  now  is  where  they  put  their  mon- 
"They  put  it  in  this  bank,"  he 
S. — Jack  Willoughby 

Short  yardage 

Ihree  times  in  the  past  dozen  years 
Miami  residents  have  voted  down 
ond  referendum  to  finance  renova- 
of  the  aging  Orange  Bowl,  the  city- 
ned  stadium  where  the  Dolphins 
e  battled  to  football  glory.  Dissat- 
ed  with  revenues  from  the 
mped  facility,  Dolphins  owner  Joe 
obre  considered  moving  the  team 
another  city.  But  the  prevailing 
timent  around  town  was,  "If  Joe 
)bie  wants  a  new  stadium,  let  him 
Id  it  himself." 


Robbie,  68,  decided  to  do  just  that. 
After  efforts  to  get  Dade  and  neighbor- 
ing Broward  counties  to  pick  up  the 
tab  directly  came  to  naught  a  few 
years  ago,  Robbie  started  looking  for 
ways  to  be  his  own  landlord  at  an 
expensive  new  stadium,  a  unique  un- 
dertaking in  professional  football. 

Now,  ironically,  Robbie's  construc- 
tion venture,  scheduled  to  break 
ground  early  this  fall,  may  wind  up 
being  his  best  business  move  since 
the  late  Sixties,  when  he  put  his  Min- 
nesota law  practice  on  hold  to  obtain 
the  then-moneylosing  Miami  fran- 
chise. In  the  grand  tradition  of  finan- 
cial maneuvering,  Robbie  will  own 
the  new  73,500-seat  arena  without 
putting  up  a  penny.  "There  was  no 
way  I'd  mortgage  the  football  team  in 
order  to  find  it  a  better  place  to  play," 
he  chuckles  with  satisfaction. 

The  key  to  the  deal  is  the  advance 
sale  to  fans  of  ten-year  leases  on  234 
sky  boxes  and  10,000  club  seats  at  the 
new  stadium,  slated  to  rise,  at  a  cost 
of  $90  million,  midway  between  Mi- 
ami and  Fort  Lauderdale  on  the  Dade- 
Broward  county  line.  Robbie  has  al- 
ready leased  40%  of  the  sky  boxes  and 
a  third  of  the  club  seats,  collecting 
$7.5  million.  Season  prices  for  ten 
home  games  range  from  $29,000  to 
$65,000  for  the  boxes  and  from  $600 
to  $1,400  for  the  club  seats. 


Robbie  touts  his  project  as  a  victory 
for  private  enterprise.  Well  .  .  .  the  fact 
is,  he's  counting  on  $85  million  in  tax- 
exempt  industrial  revenue  bonds  is- 
sued by  Dade  County.  (The  IRBs  can't 
be  used  to  build  sky  boxes,  thanks  to 
an  amendment  in  the  Internal  Rev- 
enue Code  last  year.)  All  stadium  rev- 
enues will  be  pledged  to  repay  the  debt. 
But  successful  marketing  of  the  best 
seats,  projected  to  bring  in  over  half 
the  stadium's  revenue,  was  necessary 
to  secure  financing.  If  anything  goes 
wrong,  Robbie  won't  be  holding  the 
bag:  He's  negotiating  for  a  bank  letter 
of  credit  to  guarantee  the  IRBs. 

Robbie's  projections  show  the  sta- 
dium making  a  profit  based  on  the 
football  games  and  only  four  other 
events  annually,  starting  in  1987. 
"But  we  plan  on  having  50  events  a 
year,"  he  says,  "rodeos,  concerts,  reli- 
gious revivals."  Then  there's  profes- 
sional baseball.  Robbie  is  confident 
that  the  new  stadium  will  attract  an 
expansion  franchise  to  south  Florida. 
"We'll  be  the  landlord — and  we  might 
be  the  tenant,"  he  says.  Robbie's  wife, 
Elizabeth,  already  owns  the  Minneso- 
ta Strikers  soccer  team. 

There's  even  a  real  estate  kicker 
Robbie  has  picked  up  an  option  on 
142  undeveloped  acres  adjacent  to  his 
stadium  construction  site. — P.S. 


mobbie,  owner  of  the  Miami  Dolphins,  at  the  site  of  his  planned  new  stadium 
li-tory  for  private  enterprise?  Well,  almost. 


M 


"J-SMA.--,  n  ■■■    :■-■ 


HHHE 


^tLockheed 

Giving  shape  to  imagination. 


NASA's  Space  Telesco] 


managed  by  Lockheed,  v 
soon  help  reveal  the  origi 
the  universe.  Once  in  orb 
clear  of  the  Earth's  atmo; 
distortion,  it  will  look  14 
light  years  into  space.  Se 
seven  times  farther  than 
largest  optical  telescope* 
astronomers  will  see  thii 


Sji  now  only  imagine. 
ly  a  massive  commitment 
larch  and  development  can 
It  the  technologies  essential 
ji  advanced  projects,  and 
le  for  even  more  demand- 
F)grams  to  come. 
It's  why  Lockheed's  plans 
l»2  a  $2.5  billion  investment 
[I  D  over  the  next  five  years. 


An  additional  $2.5  billion  for 
new  equipment  and  facilities 
will  maintain  the  company's  high 
manufacturing  efficiency,  hold- 
ing down  customer  costs. 

Innovation  in  technology  has 
brought  Lockheed  a  wide  spec- 
trum of  programs,  including 
more  than  100  contracts  for 
space  projects  alone.  It  has  put 


the  company  in  the  strongest 
position  in  its  history. 

From  space  systems  that 
broaden  our  view  of  the  universe 
to  advanced  software  that 
expands  a  battle  commander's 
capabilities,  Lockheed  is 
exploring  new  applications  of 
the  vital  technologies  of 
the  future. 
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Transco  is  sending  a  message 
to  the  investment  community. 


Transco  Energy  Company  stock- 
holders enjoy  a  current  yield  in  excess 
of  15%*,  one  of  the  highest  yields  of 
all  common  stocks  listed  on  the  New 
York  Stock  Exchange.  This  is  the  result 
of  a  new  and  unique  two-part  dividend 
policy. 

•  First,  a  cash  dividend  that  has  been 
increased  from  $.51  to  $.54  per 
share.  This  is  the  10th  consecutive 
year  that  Transco  has  increased  its 
quarterly  cash  dividend. 

•  Second,  an  ongoing  quarterly  div- 
idend of  '/i6  of  a  partnership  unit  of 
Transco  Exploration  Partners,  Ltd. 
(TXP)  per  share  will  be  paid  to 
common  stockholders.  This  is  the 
third  consecutive  quarter  such  a 
unit  dividend  has  been  paid. 


TXP  is  Transco's  successful, 
ongoing  oil  and  gas  exploration  opera- 
tion, with  extensive  exploratory  hold- 
ings in  the  Gulf  of  Mexico.  Formed  in 
July  1983,  TXP  is  the  largest  publicly 
traded  oil  and  gas  limited  partnership 
with  a  market  capitalization  of  more 
than  $1.2  billion.  TXP  offers  investors 
an  attractive  cash  yield  at  a  rate  of 
$2.20  per  unit  currently  tax  free  plus 
significant  tax  benefits  associated  with 
a  partnership  structure. 

During  1984,  a  year  in  which  most 
energy  stock  prices  were  depressed, 
Transco's  common  stock  increased  in 
value  from  $37.75  to  $52.00,  or  38%. 

Apparently,  the  message  is  getting 
through. 

•Based  on  Transco  common  stock  price  of  $52.00  and  annualized 
dividends  of  $2  16  in  cash  and  'A  of  a  TXP  unil  valued  at  $24 .00 
per  unit. 


Transco 

Energy  Company 


For  more  information,  call  Transco  toll-free  at  (800)  527-0603.  In  Texas,  call  (800)  833-3081.  Or  write: 
Transco  Energy  Company,  Investor  Relations,  P.O.  Box  1396,  Houston,  Texas  77251. 


The  Forbes/Wilshire  5000  Review 


te  blue  chips  pick  up  the  slack.  While  the  Dow  industri- 
closed  the  last  day  of  the  most  recent  two-week  period 
\  an  alltime  high,  secondary  issues  faltered  slightly 
vard  the  end  of  the  stretch.  The  Dow  gained  1.4%,  the 
lshire  0.5%,  the  NYSE  0.7%  and  the  Forbes  500s  1.1% 
ring  the  last  ten  trading  days.  But  the  Amex  slipped 
%  and  the  NASDAQ  0.2%  over  the  same  time  period. 
e  NASDAQ,  however,  still  shows  the  best  four-week 
•formance  with  a  3.2%  gain.  In  fact,  since  the  start  of 
s  new  year,  NASDAQ  issues  are  up  some  16.1%,  vs.  a 
%  gain  for  the  Dow  and  a  10%  gain  for  the  NYSE.  Our 
estor  yardsticks  below  show  the  comparatively  strong 


demand  for  higher-risk  shares  during  the  last  four  weeks. 
For  example,  high-growth  stocks  advanced  9.3%  while 
low-growth  issues  moved  up  only  2.9%.  In  light  of  this 
strong  performance,  the  recent  profit-taking  in  secondary 
issues  was  only  to  be  expected. 

The  Wilshire  index  is  now  selling  at  12.1  times  latest 
12-month  earnings.  The  last  time  the  Wilshire  P/E  was 
higher,  at  12.4,  was  in  mid-February  of  last  year.  During 
the  bull  market  that  began  in  August  of  1982  the  Wilshire 
peaked  at  14.9  times  earnings  late  in  June  1983.  Unless 
corporate  earnings  take  an  unexpected  dive,  the  market 
still  seems  to  have  room  to  expand. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Rent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

last  4  weeks 

2.7 

2.8 

1.7 

2.7 

2.0 

3.2 

last  52  weeks 

15.2 

15.2 

10.9 

15.7 

7.4 

12.4 

Stocl 

i  performance  based  on  six  key  investor  yardst 

icks 

rant  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

'att  4  weeks 

2.5 

6.7 

7.0 

2.9 

4.4 

4.1 

2.3 

9.1 

9.3 

2.9 

3.7 

6.9 

W  ait  52  weeks 

17.4 

10.6 

12.3 

22.9 

3.5 

24.1 

19.9 

15.9 

11.5 

22.8 

23.2 

1.5 

1 1  on  tales. 

Hick's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
A  mutative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


All  data  for  periods  ending  3/1/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Down  but  not  out.  Finance  shares  show  the  weakest  two- 
week  performance,  with  a  0.7%  decline.  But  the  biggest 
losses  came  at  the  start  of  the  period,  and  both  money- 
center  banks  and  the  brokerage  stocks  were  on  the  re- 
bound at  the  close.  The  second-poorest-performing  group 
was  capital  goods,  which  lost  0.5%.  Utility  shares  had 
their  first  loss  this  year  with  a  0.4%  decline,  while  trans- 


portation shares  are  off  by  0.1%. 

The  consumer  hondurables  sector  takes  first-place  hor 
ors  for  both  two-  and  four-week  performance.  This  sectc 
is  up  1.7%  for  the  latest  two  weeks  and  5%  for  the  lates 
four  weeks.  Meanwhile,  energy  shares— boosted  by  th 
battle  for  Phillips  Petroleum  and  the  emerging  struggle  fc 
Unocal — were  up  1.5%. 


SS\s  Percent  change  in  last  52  weeks  OO   Percent  change  in  last  two  weeks 
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What  The  Analysts  Think 


Low  growth  and  high  growth.  Utility  shares,  at  7.1  times 
1985  earnings  estimates,  sport  the  lowest  estimated  P/E 
among  the  nine  Wilshire  sectors.  At  the  other  extreme  are 


technology  shares,  at  1 1.2  times  estimated  1985  earni: 
Between  these  two  groups  is  The  Forbes  500  (sales),  wl> 
is  selling  at  an  estimated  1985  P/E  of  8.9. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 

earnings  per 

share 


P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.81 
4.46 
5.03 


10.4 
8.9 

8.2 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  J  985 
EPS              P/E 

%  change  in  1985  estis 
in  2  weeks       in  4  wet 

It 

1 

Transportation 

$334 

8.3 

-0.04% 

-0.58' 

1 

2 

Utilities 

3.62 

7.1 

-0.19 

-0.37 

3 

Finance 

3.46 

8.9 

-0.28 

0.00 

4 

Consumer  nondurables 

2.73 

10.6 

-0.40 

-1.07 

<'& 

5 

Capital  goods 

3.07 

10.9 

-0.68 

-1.01 

1 

6 

Energy 

3.80 

7.5 

-1.34 

-2.37 

7 

Technology 

3.12 

11.2 

-1.87 

-3.71 

8 

Raw  materials 

2.63 

9.2 

-1.90 

-330 

9 

Consumer  durables 

4.95 

8.1 

-3.05 

-3.01 

P 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continously  by  the  Institutional  B 
Estimate  System  (IBES),  a  service  of  Lynch,  |ones  &  Ryan,  a  New  York-based  brokerage  firm. 

Note:  All  data  for  periods  ending  3/1/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif  ,  1BES,  a  service  of  Lynch,  |oncs  &  Ryan,  New  York. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


February  25, 1985 

8,938,792  Shares 

/^n  maxicare 

l>-    L  health  plans,  Inc. 


maxicare 


Common  Stock 


(no  stated  value) 


Price  $25.75  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 

announcement  is  circulated  only  from  such  of  the  undersigned 

as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 

Montgomery  Securities 

he  First  Boston  Corporation 

Goldman,  Sachs  &  Co. 

[idder,  Peabody  &  Co.        Merrill  Lynch  Capital  Markets        Morgan  Stanley  &  Co. 

corporaled                                                                                                                                                                                 incorporated 

ear,  Stearns  &  Co.                   Alex.  Brown  &  Sons 

Incorporated 

Dillon,  Read  &  Co.  Inc. 

onaldson,  Lufkin  &  Jenrette 

curities  Corporation 

Drexel  Burnham  Lambert 

Incorporated 

ambrecht  &  Quist 

corporaled 

Lazard  Freres  &  Co. 

obertson,  Colman  &  Stephens 

L. 

F.  Rothschild,  Unterberg,  Towbin 

fertheim  &  Co.,  Inc. 

Sanford  C.  Bernstein  &  Co.,  Inc. 

Streetwalker 


Short  shrift 

Controversy  rages  these  days  in  busi- 
ness journalism  over  tips  from  anony- 
mous short-sellers.  Should  writers 
use  information  from  shorts  who  are 
plotting  to  murder  a  stock? 

Case  in  point:  Keystone  Medical 
Corp.,  the  subject  of  a  recent  call 
Forbes  had  with  a  short-seller.  The 
over-the-counter  stock  has  shot  from 
5  to  13Vi  since  January,  putting  the 
market  value  of  the  company  at  $55 
million.  That  comes  to  a  feverish  1 1 1 
times  Keystone's  tangible  net  worth 
at  the  end  of  1984.  Earnings  for  the 
fiscal  year  ended  last  June  were  minus 
$453,000  and  for  the  six  months 
through  December  minus  $307,000. 

Who  is  paying  such  prices  for  the 
stock  of  an  unproven  two-year-old 
medical  supply  company?  Investors 
excited  by  reports  that  Keystone  is 
nearly  ready  to  launch  what  is  sup- 
posed to  be  a  hot  new  product:  spe- 
cially treated  paper  for  on-site  urinal- 
ysis to  test  for  amphetamine,  narcotic 
and  barbiturate  use  among  employ- 
ees. Currently,  urine  samples  are  sent 
out  to  labs. 

Fantastic — except,  report  the  short- 
sellers,  as  recently  as  last  August  the 
paper  didn't  work.  Keystone's  other 
problems  include  a  founder  fresh  from 
bankruptcy  court  and  the  recent  sale 
of  its  only  substantial  moneymaker  to 
avoid  a  cash  crunch. 

Keystone  currently  has  one  paper 
before  the  FDA:  Uri-val,  which  tests 
whether  addicts  are  adulterating  their 
urine  to  disguise  drug  use.  "They 
could  be  substituting  apple  juice," 
says  Melvin  Bergman,  general  counsel 
for  the  subsidiary  that  produces  the 
papers.  Answers  John  JVIcLenegan, 
vice  president  for  operations  at  Pharm- 
Chem  Laboratories,  Inc.,  a  14-year-old 
Menlo  Park,  Calif.-based  drug  testing 
center:  "Some  problems  don't  require 
technological  solutions."  Why  invent 
papers  nobody  wants? 

Having  repeated  all  those  nasty 
things  about  Keystone,  we  confess 
that  this  story  may  play  into  the 
hands  of  the  shorts.  But  having  looked 
at  Keystone's  financials,  we  come  to 
the  conclusion  that  the  shorts  are 
probably  right — and  may  well  make  a 
killing. — Lisa  Gubernick 

Railroad  buffs 

Rumors  proliferate  that  a  major  activ- 
ist investment  group  has  started 
buying  shares  in  the  $6.6  billion 
(sales)    Santa    Fe    Southern    Pacific 


Corp.,  created  when  Santa  Fe  Indus- 
tries and  Southern  Pacific  Co.  merged 
in  1983.  The  accumulators  probably 
won't  surface  until  after  the  Interstate 
Commerce  Commission  formally  ap- 
proves the  union  of  the  two  railroad 
lines  (expected  by  year's  end);  they 
don't  want  to  upset  the  merger. 

What  are  the  accumulators  after? 
One  possibility  is  for  SFSP  to  spin  off 
its  rail  operations  into  a  separate  pub- 
lic company,  setting  up  a  holding 
company  for  the  real  estate,  pipelines, 
heavy  oil  deposits,  timber,  coal,  finan- 
cial services  and  construction.  It's  not 
unlike  what  Odyssey  Partners  recom- 
mended for  Trans  World  Corp.  and  its 
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Santa  Fe  Southern  Pacific  rolling  stock 
All  aboard  for  the  long  haul. 

airline,  TWA,  in  1983.  This  plan  was 
bitterly  opposed  by  management  and 
voted  down  by  shareholders  in  a  proxy 
fight;  the  company  went  ahead  and 
did  it  anyway. 

SFSP  has  178  million  Big  Board 
shares.  Recent  price:  27%.  After  re- 
purchasing 11.5  million  shares,  it  still 
has  a  huge  $815  million  in  cash,  or 
around  $4.60  a  share.  Long-term  debt 
amounts  to  a  mere  $1.6  billion — less 
than  25%  of  conservatively  stated  as- 
sets. Of  that  debt,  $1.1  billion  is  in 
self-liquidating  equipment  trusts,  so 
SFSP's  nonrail  leverage  is  even  less 
than  meets  the  eye. 

As  for  earnings,  analyst  Robert 
Long  of  First  Boston  expects  SFSP  to 
earn  $3  a  share  this  year,  vs.  $2.61  in 
1984.  So  the  stock  is  trading  at  a  P/E 
of  10  times  estimated  earnings.  But 
management's  goal  is  to  raise  operat- 
ing margins  from  their  current  5%  to 
15%.  Long  doesn't  expect  SFSP  to 
achieve  this  soon,  but  says  that 
10% — about  $6  a  share  at  present 
levels — is  possible  once  the  merger  is 
completed.  The  major  near-term 
concern  is  earnings  from  the  real  es- 
tate, probably  flat  this  year,  but  the 


assets  are  worth  a  great  deal  of  moi 
ey.  Says  Long:  "Without  a  doubt 
long-term  investor  should  own  th 
stock."— Thomas  Jaffe 

Family  plot 

At  a  recent  Amex  price  of  24,  Walb; 
Inc.  doesn't  exactly  look  cheap.  TJ 
Peabody,  Mass.  firm  is  a  leading  pi 
ducer  of  precision-machined  comp  i 
nents  for  jet  engines  and  gas  turbim  i 
Earnings  have  increased  a  compou  j 
29%   over  the  last  decade.  Terrif 
considering  that  the  general  aviati 
market,  once  half  of  sales  volume,  r  I 
been  dead  since  the  early  Eighti 
Military  sales  have  picked  up  1 
slack — for  instance,  Walbar  is  a  sis. 
contractor  to  the  rich  B-lb  bom 
program — and     now      account 
around  50%  of  Walbar's  $80  mill: 
in  revenues.  Last  year  earnings  fri 
operations  (there  was  a  nonrecurr 
tax  credit)  were  up  17%,  to  $1.6 
share.  Analyst  Nancy  Tooke  of  1 
Hutton  expects  $1.90  in  1985. 

But  isn't  the  stock,  at  13  times  e: 
mated  earnings,  fully  valued?  Hold 
says  Tooke,  there's  a  possible  kicj 
here.  The  company  may  be  a  situ 
duck  for  acquisition.  Of  its  5.2  l 
lion  shares,  46%  are  owned  by  a  t;J 
established  by  its  founder,   Chad 
Ungerman,  who  died  in  1981.  Ah) 
half  the  Ungerman  shares  were  ][ 
for  the  account  of  Ungerman 's  i| 
ow,  who  died  last  September.  A  1(IT 
this  stock  may  have  to  be  sold  to 
estate  taxes.  There  is  a  reason! 
chance  that  the  Ungerman  chih| 
and    grandchildren,    beneficiarieif 
the  trust,  may  also  be  amenable 
friendly  bid  for  the  company.  T(lj 
points  out  that  New  Hampshire! 
Bearings,   another  family-controj 
smallish  New  England  company; 
ing  military  markets,   recently.! 
bought  by  Japanese  firm  MinebeaT 
for  30  times  earnings.  On  that  1 1 
even  at  20  times,  Walbar  is  cheap| 
dear— T.J. 

Gold-plated 

LeaRonal,  Inc.  specializes  in  gold 
ing  mixtures  for  the  electronic 
dustry.  Nice  line  of  work.  Last] 
earnings  at  the  Freeport,  N.Y.  | 
were  up  an  estimated  17%,  tc 
million,  or  $1.35  a  share.  This  I 
Jack  Kavanagh  of  Merrill  Lyn 
looking  for  $1.60,  an  18%  gain. ' 
million  Big  Board  shares  have 
risen  above  20  and  now  sell  at  a 
13,  but  Kavanagh  says  the  stc 
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I  far  high-performance 
I  insurance  services... 

Smart  management 
plays  the  eourse 
with  Frank B.Hall. 

Think  about  it.  Your  best  golf 
shots  are  the  ones  you  plan 
most  carefully.  The  same  tech- 
nique applies  to  your  corpo- 
rate insurance  protection. 
Keeping  hard-earned  busi- 
ness assets  on  course  takes 
well-planned  risk  manage- 
ment. That's  why  smart  insur- 
ance decision  makers  rely 
on  Frank  B.  Hall.  The  high- 
performance  insurance  ser- 
vices company  with  a  sixth 
sense  ability  to  analyze  corpo- 
rate risks,  design  creative  pro- 
grams, invent  new  insurance 
products  and  follow  through 
with  ever-present  service. 
We're  Frank  B.  Hall,  the 
creative  force  in  our  industry. 
The  company  with  ingenuity 
and  professional  substance. 
Frank  B.  Hall.  For  all  forms  of 
business  protection.  Insurance 
placement.  Reinsurance.  Self- 
insurance.  E&S  lines.  Employee 
benefits  consulting.  Claims 
management.  Environmental 
risk  management.  Special  risks 
coverages.  And  21st  century 
insurance  products  of  all  kinds. 

When  planning  your  next 
corporate  insurance  move, 
survey  the  course  carefully. 
Then  drive  straight  to  Frank  B. 
Hall.  Where  talent,  profession- 
alism and  planning  determine 
high  performance. 


(Tolection  Connection  is  a  trademark  and  service 


Invest 

in  the  future 

of  America. 

The  kids  of  today  are 
the  doctors,  the  engineers, 
the  journalists, 
the  scientists, 
the  teachers  of 
tomorrow. 

Only  with 
your  help  can 
they  be  assured 
of  a  first-rate 

college  education  because 
today  colleges  are  having  a 
hard  time  coping  with  the 
high  costs  of  learning. 

Rising  costs  and  less  government  fund- 
ing are  threatening  to  lower  the  quality 
of  higher  education  and  reduce  the  num- 
ber of  well-qualified  college  graduates. 

Invest  in  the  future  of  America. 

And  watch  your  investment 
grow. 


to  the  college 
of  your  choice. 


Streetwalker 


still  plenty  cheap.  He  says  invest 
underestimate  the  company's  pro 
ability  because  its  reported  sales 
elude  the  value  of  the  precious  met 
it  uses.  Last  year,  for  instance,  L 
Ronal  had  sales  of  roughly  $150  n 
lion,  on  which  it  recorded  a  ho-h 
net  margin  of  5%  or  so.  But  its  act  I 
sales  strictly  from  electroplating  { 
cesses  were  more  like  $30  milli 
Figured  on  that  revenue  base,  LeaR 
al's  margin  is  a  spectacular  25%-p 
Kavanagh  sees  this  one  as  a  surro^ 
for  playing  the  electronics  indu; 
and  says  it's  a  long-term  buy. — T.J 

Buy  on  bad  news 

Looking  for  a  beaten-down  stock 
high  tech?  Then  consider  $80  mil 
(sales)    Optical    Coating   Laborat 
Inc.  of  Santa  Rosa,  Calif.  Recently 
5.9  million  o-t-c  shares  were  selliij 
1 7,  near  their  two-year  low  and  rot 
ly  at  book  value.  OCLI  is  a  leade! 
its  field,  which  involves  using  mi 
scopic  layers  of  materials  to  cor 
the  transmission,  reflection  and 
sorption  of  light.  Their  uses  r; 
from  defense  and  aerospace  app 
tions  to  analytical  instrumental 
Pretty  sexy,  so  why  so  cheap?  C 
dropped  two  long-term  R&D  pro 
in  January.  This,  plus  staff  cuts, 
result  in  a  $1.5  million  net  boo 
profits.  For  the  fiscal  year  ending 
31,  earnings  are  expected  to  be  pc 
about  70  cents  a  share  from  conn 
ing  operations,  vs.  $1.18  last  yea! 

At  current  prices,  though,  an 
Martin    Roher    of    San    Franci 
Montgomery  Securities  says  theij 
news  is  well  discounted,  while 
potential  of  OCLI's  newer  prodm 
being  overlooked.  For  instance,  1 
set  possible  counterfeiting  by 
photocopiers,  OCLI  and  the  Fe 
Reserve  are  developing  a  thin 
coating  to  be  applied  to  paper  cu. 
cy.  It  would  change  colors  when 
from  various  angles  and  not  be  t 
duplicated    by    photocopiers.    < 
also  plans  to  introduce  antiglare 
ucts  for  computer  display  termi)  ^ 

If  OCLI  lands  a  government  1 
counterfeiting  contract,  Rohe  S 
pects  earnings  to  reach  $1.35  a  I 
in  fiscal  1986.  In  addition,  the  t 
pany  has  rock-solid  finances.  Ii  I 
vember  it  sold  its  stake  in  a  11 
energy  firm  for  an  aftertax  pre  1 
almost  $10  million.  Net  of  total  H 
OCLI  has  some  $45  million,  or  $  fl 
share,  in  cash.  Says  Roher:  "Th  » 
could  be  a  real  sleeper." — T.J. 
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"If  we  hadn't  read  your  article  on  how  to  buy 
used  car,  we  shudder  to  think  what  kind  of  lemon 


yy 


we  could  have  been  stuck  with.' 

Dan  and  Chen  Beverly.  Belfast,  Maine,  Digest  readers. 


We  make  a  difference  in  53  million  lives. 


The  Funds 


Despite  fees  and  dubious  "mortality' 
charges,  tax-deferred  annuities  can  be  an 
attractive  way  to  invest  in  a  fund — if  you 
dont  need  the  money  before  you  are  60. 

Living  long  is 
the  best  revenge 


might  owe  on  the  withdrawal.  Spon- 
sors also  impose  their  own  penalties 
on  withdrawals  coming  less  than  five 
or  ten  years  after  a  deposit. 

The  restrictions  have  left  sponsors 
the  task  of  selling  to  people  actually 
thinking  ahead  to  their  sunset  years. 
"These  used  to  be  in-and-out  prod- 
ucts," explains  Jack  Smith,  president 
of  Guardian  Investor  Services  Corp. 
"The  fact  that  they  are  less  liquid  has 
steered  a  lot  of  money  away." 

Most  sponsors  offer  a  selection  of 
stock,  bond  and  money  market  funds 
as  the  target  investment  and  allow 
from  four  to  a  dozen  no-charge  trans- 
fers annually  among  these  choices. 
Recent  tax  rulings  forbid  investment 
of  these  tax-deferred  accounts  in  con- 
ventional mutual  funds  open  to  tax- 
paying  investors.  Thus,  sponsors 
must  set  up  captive  funds  for  the  an- 
nuities. But  performance  is  not  im- 


By  Christopher  Power 


T|  HE  SPECTACULAR  COLLAPSE  of 
Baldwin-United  gave  tax-de- 
ferred annuities  a  bad  name,  and 
the  tax  laws  of  1982  and  1984  cut 
back  their  advantages.  The  annuities, 
nonetheless,  can  be  a  good  invest- 
ment for  someone  willing  to  pack 
money  away  for  a  decade  or  more. 
They  are  available  at  insurance  com- 
panies and  securities  dealers. 

Earnings  on  these  investments 
compound  tax-free  until  the  money  is 
withdrawn,  usually  in  the  form  of  a 
lifetime  annuity,  although  lump-sum 
withdrawals  are  also  possible.  (Unlike 
an  IRA,  a  deferred  annuity  offers  no 
deduction  for  the  amount  invested.) 
In  return  for  that  tax  advantage,  Con- 
gress ruled  that  investors  getting  out 
before  age  59'/2  must  pay  a  5%  penalty 
tax  on  top  of  the  income  tax  they 


The  give 

and  the  take 

Some  tax-deferred  annuity 
ministrative  and  "mortality 

funds  have  performed  well,  but  annual  ad- 
and  expense"  fees  can  cut  your  profits. 

Sponsor/annuity 

l 

Underlying  equity 

annual 
assets1            expenses 
millions)         per  $1002 

fund 

performance 
1/31/84  to 
1/31/853 

Annual 

account 

fee 

Massachusetts  Finl/Compass-U 

$447 

$0.85 

0.7% 

$25  +  1.30% 

IDS/Combination  Retirement 

303 

0.71 

11.9 

30  +  1.00 

Kemper  Investors/ Advantage  III 

252 

0.55 

16.9 

25  +  1.30 

Keystone/ 100 

213 

1.00 

-2.5 

30  +  1.00 

Guardian  Insurance/Value  Guard  II 

105 

1.00 

21.3 

30  +  1.00 

Pacific  Fidelity/Fidelity  Income  Plus 

84 

0.66 

4 

18  +  0.80 

Hutton  Life/VIP 

35 

0.85 

17.1 

30  +  1.19 

Assets  of  Stock,  bond,  money  market  and  balanc 
ating  expenses,  plus  management  fee      'As  ti 
( iffered.                                                       5 

ed  funds  c 

acked  by 

mixes.  Sp 

>f  variable  annuity  plans  as  of  12/31  84.    2Oper 
Lipper  Analytical  Services,    ''Equity  fund  not 
msors' prospectuses;  Lipper  Analytical  Services. 

possible  to  gauge.  Guardian's  annu: 
stock  fund,  for  example,  is  handled 
the  managers  of  its  Park  Ave.  Fund 
Forbes  honor  roll  member.  And  L 
per  Analytical  Services  tracks  perf 
mance  of  the  annuity  funds. 

The  seller  does  not  guarantee  hi 
fast  the  account  will  grow  betwo 
now  and  when  the  annuity  starts  i 
say,  2000.  But  the  firm  does  agree 
1985  to  a  payout  formula — used] 
determine    how    much    is   paid 
month  for  every  dollar  in  the  accon 
as  of  2000.  The  investor  still  has 
option  of  withdrawing  the  entire 
count  before  then,  subject  to  penal 
where  applicable  and  ordinary  incc 
tax  on  his  profits.  (Even  with  the 
nuity  he  originally  signed  up  for, 
investor  will  find  that  the  progi 
has  turned  all  profits,  including  w 
would  have  been  long-term  capi 
gains,  into  ordinary  income.] 

None  of  the  programs  charge 
front  loads.  But  they  have  other  v\ 
to  cover  their  cost  of  living.  First/ 
underlying  fund  usually  pays  manr 
ment  fees  of  between  0.5%  and  0. 
of  assets  annually.  Then  there  anr 
cidental    expenses    like    legal    \ 
Some  of  the  funds,  like  the  Hui, 
VIP,  put  a  cap  of  0.6%  or  1%  on  tl 
expenses.  Many  don't,  which  c 
mean  an  unpleasant  surprise  in  ) 
to  come. 

Third,  there  is  an  annual  adnv 
trative  fee,  typically  $30,  and  sex 
sponsors  (among  them  Fidelity  \ 
Keystone)  don't  guarantee  that. I 
levy  won't  go  up.  Remember,  thed 
er  is  captive  until  age  59  Vi. 

The  big  item  is  the  0.8%  to 
annual  deduction  for  "mortalit) 
expense  risk."  This  covers  the 
that  the  annuity  payout  formul 
insurer  agrees  to  in  1985  may 
too  generous  come  2000.  Life  ex 
ancies,  after  all,  could  go  way  up 
mortality  risk  also  covers  a  d 
benefit  guarantee.  If  the  buyer, 
before  the  annuity  starts,  his  hei 
back  the  original  deposit  in  cas 
account  has  fallen  in  value.  For  i 
er  choosing  a  money  market  ace 
this  guarantee  is,  of  course,  worti 

Are  the  mortality  fees  fatter 
they  have  to  be?  Some  idea  can  \ 
from  the  annuity  prospectus  for 
ity  Income  Plus,  offered  by  Fi 
Investments.  Since  the  big  fund 
ator  is  not  an  insurer,  it  runs  t; 
nuity  element  of  its  product  th 
the  foreign-controlled  Pacific  Fi 
Life  Insurance  Co.  The  insurt 
lects  a  0.8%  mortality  charge  1 
bates  0.55%  to  Fidelity  Investi 
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Fidelity  executive  says  that  the 
5%  is  fair  compensation  for  the 
npany's  administrative  costs.  But 
nember,  too,  that  Fidelity  is  al- 
idy  getting  fees  and  expenses  on  the 
derlying  fund.  And  overhead  is  also 
ilt  into  the  payout  formula  of  the 
auity. 
Still,  someone  looking  for  tax-de- 


ferred compounding  to  build  up  a  re- 
tirement fund  will  find  these  annuity 
contracts  have  their  attractions,  espe- 
cially someone  expecting  his  tax 
bracket  to  go  down. 

The  sellers,  of  course,  don't  think 
they  are  overcharging.  "We  are  not  an 
eleemosynary  institution,"  says 
Guardian  Investor's  Jack  Smith,  "but 


we  do  provide  value." 

They  do  and  they  don't.  Much  of 
the  value  is  in  the  tax  break  that  Con- 
gress has  conferred  on  retirement  sav- 
ers. Unfortunately,  as  so  often  hap- 
pens with  tax  shelters,  a  big  chunk  of 
the  benefits  Congress  hands  out  is 
soaked  away  by  the  folks  running  the 
shelter.  ■ 


andom-walkers  like  to  think  that  all 
ocks  are  rationally  priced.  But  how  do 
>ey  explain  those  hovering  at  absurdly 
\gh  prices,  sometimes  for  years?  Can  it  all 
1  because  of  the  "small-stock  effect"? 

Dog  stocks 


By  Robert  McGough 


It  last,  thanks  to  man-to-pet 
M  technology  transfer  and  a  stock 
|A  market  seemingly  ready  to 
'How  anything,  you  can  get  the 
t  in  medical  science  for  your  dog. 
ardio    Pet,    an    over-the-counter 

1  in  Roslyn,  L.I.,  went  public  in 
ch  1983  at  a  split-adjusted  $2.50  a 
:e.  Its  main  business:  EKGs  for 
nals.  Now  the  stock  sells  for  $12, 
ch  is  200  times  earnings  and  near- 

2  times  book  value.  The  average 
e  in  the  S&P's  400,  by  contrast, 


sells  for  1 1  times  earnings  and  a  mere 
1.6  times  book. 

Cardio  Pet  is  far  from  being  the  only 
stock  selling  for  astonishing  multi- 
ples (see  table,  p.260).  There  are  little 
eddies  in  the  market  where  it  appears 
that  a  stock's  value,  at  least  for  a  time, 
is  whatever  brokers  can  convince  peo- 
ple to  pay  for  it. 

It  is  enough  to  give  pause  even  to 
die-hard  advocates  of  the  efficient 
market  hypothesis.  In  its  most  ex- 
treme form,  that  theory  says  that  all 
stocks  are  priced  at  their  true  worth, 
so  there  is  little  to  be  gained  by  trying 


yit  receiving  cardiogram  by  phone  at  Cardio  Pet 
l  many  security  analysts  are  on  the  case? 


to  sort  good  ones  from  bad.  But  the 
theorists  have  carved  out  an  excep- 
tion for  what  they  call  the  "small- 
stock  effect." 

"Market  efficiency  just  says  that 
prices  reflect  publicly  available  infor- 
mation," says  Thomas  Copeland,  a 
market  theorist  at  UCLA's  business 
school.  "IBM  may  have  several  hun- 
dred analysts  following  it.  But  a  com- 
pany that  does  EKGs  for  dogs?" 

On  the  buy  side,  pushing  the  price 
of  the  stock  up,  are  investors  who 
look  only  at  how  fast  the  stock  seems 
to  be  moving,  not  at  fundamentals. 
And  on  the  sell  side?  Well,  there  are 
short-sellers,  but  not  every  stock  is 
easy  to  short.  In  short-selling,  an  in- 
vestor borrows  the  stock  and  sells  it, 
in  anticipation  that  the  price  will  fall. 
He  has  to  return  the  borrowed  stock, 
but  if  he  can  buy  a  replacement  more 
cheaply  than  the  original  he  sold,  he 
makes  money. 

Stocks  that  are  not  on  the  Federal 
Reserve's  approved  margin  list  are 
hard  to  short.  When  an  investor  buys 
on  margin,  he  signs  an  agreement  al- 
lowing his  broker  to  lend  out  his 
shares  to  short-sellers  and  others.  If 
the  stock  is  not  marginable,  the  sup- 
ply of  lendable  shares  is  thin,  the  bulls 
have  the  day,  and  the  shorts  get  cor- 
nered. Until  recently,  Cardio  Pet 
could  not  be  bought  on  margin. 

A  Cardio  executive,  for  his  part, 
doesn't  consider  his  firm  overvalued. 
"Wall  Street  has  apparently  taken  a 
liking  to  what  we  do,"  says  David 
Jacaruso,  chairman  of  the  $3.3  million 
(fiscal  1984  sales)  dog  diagnostics 
company.  "Sometimes  animals  pre- 
sent themselves  to  a  veterinarian 
coughing.  It  could  be  a  respiratory 
problem,  but  it  also  could  be  heart 
disease."  And  the  cardiogram  is  help- 
ful, he  adds,  to  evaluate  an  animal 
before  anesthesia  for  teeth-cleaning. 
The  EKGs  are  transmitted  over  the 
phone  from  vets  around  the  world  to 
Cardio  Pet's  trained  dog  cardiologists. 
The  firm  also  sells  generic  drugs — for 
animals,  of  course. 

Cardio  Pet  isn't  the  only  innovator 
on  the  o-t-c.  The  prospectus  for  Trill- 
ing Resources  last  year  greeted  inves- 
tors with  color  photos  of  the  firm's 
chief  executive  covered  by  the  com- 


S,  MARCH  25,  1985 


259 

IBB 


n. 


The  week  the  Afghanistan  war  was 
closed  to  the  press,  but  our  reporter 
pressed  on. 


The  mark  of  a  good  reporter 
is  not  simply  to  report  a  story, 
but  to  scratch  for  the  story  under- 
neath the  story. 

The  week  of  June  4, 1984, 
Newsweek 's  Patricia  J.  Sethi 
scratched  and  hit  pay  dirt. 

Not  only  did  she  get  an 
exclusive  interview  with  Afghan 
President  Babrak  Karmal,  his 


first  with  an  American  publica- 
tion, but  Sethi  actually  con- 
vinced Karmal  to  grant  her  an 
unprecedented  helicopter 
tour  of  a  key  Soviet  battle  zone. 

It  marked  the  first  time  a 
Western  reporter  had  been 
allowed  by  the  government  into 
Afghanistan  to  witness  Soviet 
military  operations.  And  Sethi's 


report  provided  the  outsidi 
world  with  the  first  piece 
solid  evidence  that  the  So, 
are  indeed  gaining  groum 
against  the  Islamic  guerrii 

For  Patricia  Sethi,  Afi 
istan  proved  to  be  just  orwj 
a  number  of  scoops  she  vl 
able  to  capture  last  year.  | 

As  our  UN.  bureau  cii  I 
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6  used  her  contacts 
great  advantage.  On 
ir's  Day  last  year,  Fidel 
ranted  her  his  first 
V  with  an  American 
in  over  five  years.  Pres- 
iochet  of  Chile  met 
ii  for  his  first  interview 
American  reporter  in  10 
.id  her  interview  with 


Vietnam's  Prime  Minister 
Pham  Van  Dong  was  a  catalyst 
in  the  administration's  efforts 
for  the  release  of  all  Amerasian 
children  in  Vietnam. 

It's  this  dedication  to  excel-  ;.- 
lence  that's  resulted  in  Newsweek 
winning  over  600  awards  for 
journalistic  achievement.  More 
than  any  other  newsweekly 


Which  suggests  one  thing: 
when  you  have  a  reporter  who 
won't  take  "no"  for  an  answer, 
people  will  start  saying  "yes" 
to  your  magazine. 

Nobody  gets  you  into 
the  news  like 

Newsweek 


Statistical  Spotlight 


The  spinoff  is  sometimes  a  great  trick  for 
boosting  share  values,  sidetracking  un- 
wanted suitors  or  unloading  dogs. 

The  parts 
and  the  whole 


By  Leslie  Pittel 


By  spinning  off  from  R 
Corp.,  we  are  telling  the  wo 
that  we  are  now  mature  and 
able  to  stand  on  our  own  financiall 
says  Thomas  Blank,  director  of  ext 
nal  affairs  for  Rollins  Environmer 
Services.  "It's  a  way  of  saying,  'L( 
at  us,  we're  growing.'  "  Wall  Strl 
apparently  is  looking.  Shares  of  F| 
lins  Environmental  are  up  over  30 1 
since  the  August  1982  spinoff. 

But  few  spinoffs  produce  such  st 
tacular  results.  Although  many  a 
lysts  boast  of  the  profits  to  be  madt 
the  stocks  of  companies  that  have 
spinoffs,  we  found  that  the  results 
less  than  dramatic. 

The  table  below  reviews  a  samp] 
31  spinoffs  since  1981.  A  spinoff 


Spinoffs:  a  50  50  proposition 


We  looked  at  these  spinoffs — mostly  by  NYSE  compa-  the  Wilshire  index.  Of  the  23  parent  firms  listed,  1 

nies — from  1981  to  the  present.  Leader  Rollins  Envi-  beat  the  market.  In  15  cases  a  share  of  the  parent  phi 

ronmental  Services  quadrupled  in  less  than  three  years,  the  proportional  shares  of  the  scion  (0.1,  for  example, 

but  only  17  of  the  30  other  spunoff  firms  outperformed  a  l-for-10  distribution)  bested  the  market. 


-Parent- 


Parent 


Spinoff 


price 
as  of 
Spinoff       spinoff 
date  date 


recent 
value 


% 
change 


price 

as  of 

spinoff 

date 


-Spinoff- 


recent 
value 


%  chang 

%  parent  +     Wi< 

change     spinoff(s)1     it 


Amer  Natural  Res 


Pnmark 


1/4/82     $24.67        $48.13 


95.1%     $15.67 


$35.13 


124.2%        99.1% 


AT&T 


£jneritech 


2/16/84        16.88 


21.00 


24.4 


67.88 


82.38 


21.4 


21.5 


AT&T 


Bell  Atlantic 


2/16/84        16.88 


21.00 


24.4 


72.50 


83.50 


15.2 


21.5 


AT&T 


BellSouth 


2/16/84        16.88 


21.00 


24.4 


31.29 


35.63 


13.8 


21.5 


AT&T 


Nynex 


2/16/84        16.88 


21.00 


24.4 


62.13 


79.38 


27.8 


21.5 


AT&T 


Pacific  Telesis 


2/16/84        16.88 


21.00 


24.4 


58.38 


71.13 


21.8 


21.5 


AT&T 


Southwestern  Bell 


2/16/84        16.88 


21.00 


24.4 


60.88 


72.75 


19.5 


21.5 


AT&T 


US  West 


2/16/84        16.88 


21.00 


24.4 


61.00 


73.25 


20.1 


21.5 


Bairnco  Corp 


Kaydon 


4/13/84       23.33 


33.13 


42.0 


5.50 


9.50 


72.7 


47.8 


Canal-Randolph 


United  Stockyards 


6/6/84       55.25 


59.882 


8.4 


7.25 


12.38 


70.7 


26.0 


CenCor 


La  Petite  Academy 


9/2/83        15.00 


21.25 


41.7 


11.75 


18.88 


60.6 


53.2 


Centex 


Cenergy 


10/1/84       26.75 


24.63 


-7.9 


44.75 


9.13 


-79.6 


-40.1 


Cooper  Labs 


CooperVision 


12/15/83        11.50 


15.63 


35.9 


14.43 


20.88 


44.6 


40.8 


Dillingham3 


Ala  Moana  Hawaii  Prop    7/30/81       11.13  25.00         124.7 


20.63 


18. 154 


-12.0 


35.9 


Houston  O  &  Ms 


Seagull  Energy6 


3/12/81        49.38 


16.56 


-66.5 


20.00 


17.13 


-14.4 


-63.2 


'Based  on  proportional  distribution  of  spinoff  per  one  share  of  parent.     JIncludes  liquidating 
price  plus  dividends  to  date.     sMerged  into  Tenneco;  recent  value  reflects  proportional  value 


dividends.     *Went  private  on  3/18/83  (a1  $25  per 
of  Tenneco  +  one  unit  H.O.  Trust.     "Formerly 


share.    ^C 
Seagull  Pi| 
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Reach  a  $310 
Billion  Investor 
Market  with 
Forbes1 1985 
Annual  Report 
Section 


ial  Advertising  Opportunity 
May  20th  Issue 


stor  Market 

companies  seeking  to  maximize  investor 
have  a  unique  opportunity  to  reach  a 

market  of  influential  and  affluent  profes- 
orbes'  Annual  Report  Section  delivers  your 
nee  record  to  720,000  subscribers  who 
js  investors  in  American  business.  92% 
borate  stock  with  holdings  that  average 

Their  substantial  personal  wealth  and  top 

ions  in  business  make 
nary  targets 

„.»'•;;>•     ,,„,,„„ 


:rs 


n 


i 

id 

n 


:  to  or  are  responsible  for  investment 

for  others,  including  corporations,  estates, 

mds,  institutions  and  trusts. 

bwdren  Associates,  1983) 


Results 

Forbes'  1984  Annual  Report  Advertising  Section 
generated  over  600,000  requests  for  annual  reports. 
Individual  advertisers  drew  as  many  as  6,000  inquir- 
ies for  information.  As  a  service  to  advertisers  in  the 
section,  Forbes  furnishes  pre-addressed  pressure- 
sensitive  labels,  plus  a  duplicate  list  of  respondents 
to  every  ad. 

Cost  Efficient 

The  Annual  Report  Section  is  an 
llllJss  |        excellent  opportunity  to  attract 
new  investors.  Forbes  will 
highlight  your  current  an- 
nual report  in  a  1/8 
page,  black  and 
white  unit  costing 
$3,175.  Participants 
will  reach  Forbes' 
influential  market  of 
heavy  investors  for  the- 
low  cost-per-thousand 
of  $4.41. 

Take  advantage  of  the  Annual  Report  Advertising 
Section  to  present  your  company's  investment  infor- 
mation to  Forbes'  total  affluent  audience  of  nearly 

fOU  r  m  i  1 1  ion .  *  *Mendelsohn  Media  Research,  1984 

Closing  for  the  Annual  Report  Section:  March  29, 1985 


Call  or  write  to  Sarah  Madison 

Forbes 

Avenue,  Ne  i001T 


Spinoffs: 

a  50  50  proposition 

Parent 

Spinoff 

Spinoff 
date 

price 

as  of 

spinoff 

date 

-Parent- 
recent 
value 

% 
change 

% 
change 

%  change- 
parent  +    Wilsl 

spinoffs)'      ind< 

price 

as  of 

spinoff 

date 

recent 
value 

KN  Energy 

Midlands  Energy7 

12/13/83 

$27.00 

$36.25 

11.1% 

$15.25 

$26.30 

72.5% 

48.0% 

7. 

Masco  Corp 

Masco  Inds 

7/3/84 

25.00 

31.38 

25.5 

19.00 

40.25 

111.8 

28.7 

20 

Natomas8 

American  Pres  Cos 

9/1/83 

23.63 

18.63 

-21.2 

18.33 

41.75 

127.8 

-1.2 

6 

Newhall  Land  &  Farming 

Newhall  Invest  Prop 

3/30/83 

22.38 

46.50 

107.8 

12.13 

20. 729 

70.9 

89.4 

15 

Newhall  Land  &  Farming 

Newhall  Resources 

3/30/83 

22.38 

46.50 

107.8 

11.38 

11. 789 

3.5 

89.4 

Peabody  Intl 

GEO  International 

2/19/81 

7.00 

8.13 

16.1 

32.13 

5.63 

-82.5 

-64.9 

41 1 

Peoples  Energy 

MidCon  Corp 

12/21/81 

8.25 

15.50 

87.9 

29.75 

45.00 

51.3 

59.2 

43' 

Perini  Corp 

Perini  Invest  Prop 

5/3/84 

28.63 

26.38 

-7.9 

11.75 

12.38 

5.3 

-4.0 

11 

Phibro-Salomon10 

Engelhard 

5/27/81 

16.00 

37.00 

131.3 

29.50 

27.00 

-8.5 

71.9 

3( 

Philadelphia  Suburban 

Enterra 

7/8/81 

16.25 

17.75 

9.2 

44.75 

10.63 

-76.3 

-63.1 

3( 

RJ  Reynolds  Inds 

Sea-Land 

6/20/84 

55.13 

79.50 

44.2 

17.25 

24.50 

42.0 

44.1 

1:1 

RLC  Corp 

Rollins  Environ 

8/9/82 

4.00 

7.63 

90.6 

4.50 

19.25 

327.8 

176.0 

7 

Rollins 

Rollins  Comm 

7/2/84 

8.00 

11.63 

45.3 

15.38 

20.75 

35.0 

37.1 

1  | 

Rollins 

RPC  Energy  Services 

7/2/84 

8.00 

11.63 

45.3 

3.75 

4.38 

16.7 

37.1 

1! 

Texas  Intl 

Regal  International 

6/1/82 

11.75 

2.25 

-80.9 

1.75 

1.00 

-42.9 

-78.2 

6 

Time 

Temple-Inland 

1/27/84 

44.38 

47.63 

7.3 

34.00 

35.25 

3.7 

6.5 

Merged  into  Freeport  McMi 
reflexts  proportional  value  o 

>Ran  on  12/-t  H-i;  recent  price  reflects  | 
'  Diamond  Shamrock.     ''Current  price 

woportional 

:>lus  dividenc 

value  <>r 

s  paid  to 

Yeepon 

date.     '"Fo 

Merged  into 

'merlv  Phibrt 

Diamond  Sh 
>  Corp 

am  rock  ot 

9''l/83;  recent  v 

Statistical  Spotlight 


our  definition,  is  a  distribution  by  a 
company  to  its  shareholders  of  shares 
in  a  subsidiary.  It  does  not  include 
other  reorganizations  in  which  the 
subsidiary's  shares  are  soldfsee s/ (»y,  p. 
129)  or  are  traded  for  stock  in  the 
parent.  Out  of  the  23  slimmed-down 
parent  companies,  only  14  beat  the 
Wilshire  index.  The  table  also  shows 
that  investors  who  bought  just  the 
spunoff  company  on  the  day  of  the 
spinoff  would  have  done  better  than 
the  market  in  18  cases.  Investors 
holding  both  the  parent  and  the  spun- 
off company  would  have  beaten  the 


market  in  15  cases. 

"Firms  have  spinoffs  because  they 
hope  that  the  combined  sum  of  the 
parent  and  the  spunoff  part  eventually 
is  worth  more  than  the  whole,"  says 
Nikos  Monoyios,  a  vice  president  at 
the  Guardian  Park  Avenue  Fund,  a 
Forbes  honor  roll  mutual  fund  that 
looks  at  spinoffs  as  one  criterion  for 
selection. 

A  subsidiary  that  is  buried  under 
the  reputation  of  the  parent  may  not 
be  given  the  attention  it  deserves  in 
the  marketplace.  As  part  of  RLC,  Rol- 
lins Environmental,  a  hazardous 
waste  cleanup  firm,  was  overshad- 
owed by  two  large  trucking  subsidiar- 
ies.   Amendments    to    the    Resource 


Conservation    &    Recovery    Ac. 
Congress  last  year  will  be  a  trei 
dous  boost  to  a  specialized  firm 
Rollins  Environmental.  But  the  f 
abilities  might  have  received  fau 
attention  if  it  were  still  part  of  | 
Now  the  company  is  tracked  b 
perts  in  the  waste  disposal  indi 
rather  than  by  trucking  analysts!  J 
Firms    may    do    a    spinoff   tcfl 
around  government  regulations  *■  J 
laws.  And  sometimes  opportunit | 
be  thrust  upon  a  company.  Ill 
AT&T's    antitrust    settlement  <J 
the  Justice  Department,  after  a/ 
suiting  in  its  spinning  off  sev<\ 
gional  holding  companies,   thr 
abled  AT&T  to  move  into  thd: 


The  spinoff  game  in  the  oil  patch 


A  few  years  back,  when  the  tax  laws  were  somewhat  directly  to  shareholders,  avoiding  income  tax  at 

different  and  the  energy  industry  was  booming,  some  corporate  level.  Including  the  often  substantial  c  ■: 

smart  oil  executives  spun  off  part  of  their  corporate  payouts  from  the  trusts,  three  out  of  the  four  spun™ 

assets  as  royalty  trusts.  Trust  income  is  distributed  firms  outperformed  the  Wilshire  index. 


Parens 


Spinoff 


Spinoff 
date 

price 

as  of 

spinoff 

date 

recent 
value 

% 
change 

price 

as  of 

spinoff 

date 

Spinoff 

%  cha 

recent  %  parent  +    1 

value1        change       spinoff2 


Freeport- McMoRan 

Freeport-McMoRan  Oil  &.  Gas 

10/12/83 

$21.88 

$20.00 

-8.6% 

$6.63 

$11.50 

73.6% 

5.3% 

La  Land  &  Explor 

LL&E  Royalty  Trust 

7/6/83 

25.00 

34.00 

36.0 

13.25 

18.86 

42.3 

37.3 

Mesa  Petroleum 

Mesa  Offshore  Trust 

12/30/82 

11.63 

18.50 

59.1 

1.88 

2.75 

46.7 

57.4 

Sabine  Corp 

Sabine  Royalty  Trust 

1/3/83 

15.13 

17.13 

13.2 

20.50 

23.57 

15.0 

29.5 

'Current  price  plus  dividends  paid  to  date       Based  on  p 

'oportional  distribution 

of  spinoff 

pe 

one  share 

of  parent. 
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HUNT  KANSA! 
PHEASANTS! 
BIG  PIKE  IN/ 
REATLAKE^ 
COTTONTAILS 


That's  why 

Field  &  Stream  is  America's 
Imber  One  Sportsman's  Magazine. 


|:t:  Field  &  Stream  — now  in  its 
tar—  is  enjoyed  by  more  people 
■y  other  outdoor  sportsman's 
lie  in  America. 

iy?  Because  hunters,  fisher- 
It  ortsmen  everywhere  know 
Inth  after  month,  Field  & 
■is  right  on  target  with  the  fin- 
Hit  informative,  up-to-the-min- 
■les  and  features.  Exciting 
Myou  just  can't  find  anywhere 
■e  best  from  the  best— to  prac- 
Kiarantee  you'll  get  the  great- 
Bible  pleasure  and  satisfaction 
■r  favorite  outdoor  activity. 

■example,  "insider"  tips  like 

■  m  the  experts:  Early  Season 
■tics.  Hunting  Whitetails 

■  Warm.  Handling  Problem 
is.  Shooting  Bonus  Geese, 
b  Catch  Stripers.  Summer 
rets.  Bass  Fishing  Step  By 
twitting  Walleyes. 


Plus  on-target  handling  of  current 
hot  issues:  Conservation.  Sportsmen's 
Rights.  The  Real  Handgun  Issue. 
Energy's  War  on  Wildlife. 

And  in  every  issue,  these  exclu- 
sive Field  &  Stream  features:  An 
updated  regional  guide  to  the  best 
hunting  and  fishing  in  your  area. 
Special  Solunar  Tables,®  a  daily  fore- 
cast of  fish  and  game  feeding  times. 
Regular  columns  on  shooting,  fish- 
ing, camping,  boating— and  more— 
by  recognized  experts  like  Schultz, 
Tapply,  Brister,  Hill  and  Zern. 

But  that's  just  part  of  what  you're 
missing!  So  don't  put  it  off... put  in 
for  a  full  year's  subscription  to  Field 
&  Stream  now,  at  our  lowest  price  — 
only  $7.94.  Fill  out  and  mail  the 
coupon...  today! 


Field  Stream 

1255  Portland  Piace,  P.O.  Box  2824 
Boulder,  CO  80322 


Get  FIELD  &  STREAM 
at  the  LOWEST  PRICE! 


Mail  to:  Field  &  Stream 

1255  Portland  Place,  P.O.  Box  2824 

Boulder,  CO  80322 

□  Yes!  Please  send  one  year  (12  issues) 
of  Field  &  Stream  for  only  $7.94.  Save 
$13.06  off  single  copy  price  of  $21.00. 
(Basic  annual  subscription  price 
($13.94.) 

□  Send  two  years  (24  issues)  for  only 
$15.88.  (Save  at  the  same  low  rate  per 
copy.) 


□  Bill  me. 


Name. 


□  Payment  enclosed. 


(please  print) 


Address. 
City 


State. 


-Zip. 


First  issue  will  arrive  in  about  five  to  ten 
weeks.  Orders  outside  the  U.S.,  add  $5  per 
year  (12  issues)  for  postage.  Payment  in  U.S. 
funds  must  accompany  foreign  orders. 
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Statistical  Spotlight 


puter  industry.  So  far,  shareholders 
have  come  out  ahead.  The  new  AT&T 
and  five  of  the  seven  regionals  are 
outperforming  the  Wilshire  index. 

"Michigan  Consolidated  Gas,  our 
main  subsidiary,  is  able  to  obtain 
more  favorable  regulatory  treatment 
now  as  a  separate  firm  than  it  could 
while  it  was  affiliated  with  American 
Natural  Resources,"  says  John  Lewis, 
a  spokesman  for  Pnmark  Corp.  Since 
Primark,  a  gas  distributor,  was  spun 
off  from  American  Natural  Resourc- 
es, its  shares  have  more  than  doubled. 

Shares  of  American  Natural  Re- 
sources are  up  95%  since  Primark  be- 
came a  separate  company.  "American 
Natural  Resources  did  not  have  a  very 
good  return  when  Michigan  Consoli- 
dated was  a  subsidiary.  Without  that 
situation  they're  doing  much  better," 
says  Lewis. 

The  spinoff  reorganization  has  also 
had  tax  advantages,  although  Con- 
gress has  recently  curtailed  them.  The 
royalty  trust  spinoff,  popularized  by 
takeover  artist  T.  Boone  Pickens,  was 
aimed  at  eliminating  the  double  tax- 
ation of  oil  well  profits  (once  at  the 
corporate  level,  once  at  the  sharehold- 
er level).  "You  can  give  the  trust  to 
the  shareholder  with  direct  interest  in 
the  income  and  let  him  pay  taxes  on 
an  individual  basis,"  explains  Freder- 
ick Leuffer,  an  analyst  with  Cyrus  J. 
Lawrence  in  New  York.  The  trust  acts 
as  a  partnership,  paying  no  corporate 
taxes  itself. 

Changes  in  the  tax  laws  have  made 
it  more  difficult  for  an  oil  company  to 
spin  off  a  royalty  income  trust  with- 
out incurring  taxes  on  the  reorganiza- 
tion itself.  The  table  on  page  266  lists 
four  royalty  spinoffs  that  occurred 
during  the  last  three  years.  Note  that 
the  performance  figures  include  in- 
come distributions  from  the  trusts. 

The  spinoff  can  also  be  used  as  a 
defense  against  takeovers.  Here  a  firm 
may  spin  off  a  readily  salable  division 
in  order  to  prevent  the  entire  com- 
pany from  being  bought  out.  Doing 
nothing — or  selling  the  division  for 
cash — could  attract  an  unfriendly 
suitor. 

Then  again,  other  companies  use 
the  spinoff  to  get  rid  of  their  worst 
divisions.  In  1980  Fuqua  Industries 
spun  off  Interstate  Motor  Freight  Sys- 
tem, a  struggling  carrier  that  filed  for 
bankruptcy  in  1984. 

After  chatting  with  analysts,  exam- 
ining financial  reports  and  checking 
with  our  computers,  we  came  up  with 
the  list  on  this  page  of  possible  spinoff 
candidates.  We're  not  promising  that 
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any  of  these  companies  will  restruc- 
ture this  way.  But  each  of  these  firms 
appears  to  have  something  to  gain  by 
splitting  off  one  or  more  divisions. 

How  can  investors  profit  from  spin- 
offs? One  study,  conducted  in  1980  by 
Zavanelli  Portfolio  Research,  a  Chica- 
go-based research  firm,  found  market- 


beating  returns  at  first  for  inves 
buying  spunoff  firms.  But  the  eff 
of  the  spinoff  become  insignifican 
ter  about  18  months.  The  study 
found  excess  returns  on  the  pare 
stock  between  the  announcemer  j 
the  spinoff  and  the  time  that  the 
tribution  took  place.  ■ 


Tomorrow's  spinoffs? 

i 

Below,    nominations     from    Wall     sitivebyfollowingTimelnc.'sex;  j 
Street  analysts  of  firms  that  might     pie  and  spinning  off  its  forest  pi  1 
benefit  by  distributing  shares  of  sub-     ucts  business.  There  is,  of  cours  n 
sidiaries     to     their     shareholders,     good  chance  that  the  parents 
Times  Mirror,  for  example,  could     simply  sell,  liquidate  or  continual 
make  its  earnings  less  recession-sen-     operate  the  divisions  in  question  i 

Company/principal  business 

Possible  spinoff 

Latest  fiscal  ye;    I 
sales             eanifl 
(mil)                 (n 

American  Can/packaging,  containers 

canning  business 

$3,177 

s 

Amiac/food  processing 

packaging 

2,392 

Beatrice  Foods/food  processing 

Avis  Corp 

9,330 

Centex/home-building 

cement 

1,183 

' 

Control  Data/computer  equip,  svcs 

finance,  insurance 

5,027 

Crown  Zellerbach/paper,  forest  prods 

timber,  cnsmr  prods 

3,095 

_ 

Walt  Disney/recreation 

real  estate 

1,656 

1 

Exxon/integrated  oil 

office  equip 

97,276 

1 

IC  Industries/multicompany 

railroad 

4,234 

1 

ITT/multicompany 

hotels,  nat  resources 

20,250 

1 

Mobil  Oil/integrated  oil 

Montgomery  Ward 

60,624 

1 

Tandy  Corp/retail  consumer  electronics 

microcomputers 

2,740 

1 

Times  Mirror/newspapers 

paper,  forest  prods 

2,805 

p 

Wrather/hotels,  entertainment 

real  estate 

103 

Xerox/office  equip 

insurance 

8,792 

FORBES, 
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THEU? 


Let  Hertz 
ut  you  in  the 
>laneseat. 


\as  little  as  one  rental  from  Hertz,  you  can  get  incre 
ow  airfares  on  United,  Pan  Am  and  other  airlines 


■mm       MtkM 


i  you  rent  a  compact  to  a  luxury  car  for  a  total  of  five  days  at 
dable  Daily'"  rates  (one  rental  of  five  days,  five  one  day  rentals, 
tination)  you'll  be  entitled  to  unbelievable  airfares  throughout 
d  to  Europe,  Mexico  and  the  Caribbean, 
ce,  if  you  send  us  your  rental  agreement(s)  plus  $49.95,  we'll 
rtificate  good  for  air  travel  to  almost  anywhere  in  the  country. 
5  you  can  fly  to  the  Caribbean.  And  for  just  $149.95,  you  can  fly 
it  European  cities*  Like  London,  Paris  and  Rome. 
)re,  you'll  continue  to  earn  frequent  flyer  mile- 
rentals  if  you're  enrolled  with  any  of  our  partic- 
es. 


is  and  conditions  apply.  So  ask  for  our  brochure 
iiils  at  your  Hertz  counter. 

nthe  #1  way  to  rent  a  car,  is  also  the  #1  way  to  fly. 
lelwavtorentacar: 


Hertz  rents  Fords  and  other  fine  cars 


'el  must  be  between  September  15, 1985  and  May  31. 1986.  Participation  limited  to  individuals  permanent!-  n  si  linginthell.S.  renting  Hertz  Class  B  to  L  cars  from  U.S.  corporate  and 
icensee  locations.  Rentals  must  be  at  the  Hertz  Affordable  Daily  rate  which  has  not  been  discounted  Rentals  must  end  no  later  than  August  31,  1985.  Rentals  at  Hertz  Weekly, 
vfcekend  Affordable  rates  do  not  qualify  for  this  program.  US,  Caribbean  and  Mexican  travel  must  be  completed  by  June  30,  1986.  Airline  seats  subject  to  availability  and  blackout 
■ply.  Corporations  and/or  other  entities  are  not  eligible  to  participate.  Rentals  must  comply  with  Hertz  Affordable  Daily  rate  terms  and  conditions.  This  offer  can  not  be  combined 
offers  or  programs,  is  subject  to  change  without  notice  and  is  void  where  prohibited  by  law.  For  full  details  of  terms,  restrictions  and  conditions,  ask  for  a  copy  of  the  Hertz  brochure  at 
ertz  counter. 


w  We  want 

to  make 

BusinessWeek 

morelike     j 

Forbes", 

said  their  new  editor-in-chief  when  he  lured 
one  of  Forbes7  assistant  managing  editors  away 
with  a  very  sizable  salary  increase. 

Now  how  many  readers  and  advertisers  do 
you  suppose  would  want  Business  Week's 
imitation  when  they  can  have  the  real  thing? 


Forbes 

Capitalist  Tool 

*  Forbes  Magazme-60  Fifth  Ave    N  Y ,  NY  10011 


Capital  Markets 


^here  is  an  interesting  play  in  high-cou- 
pon telephone  operating  company  debt, 
specially  if  interest  rates  decline. 

HELLO,  CENTRAL 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


bw  that  interest  rates  have  come 
ly  down  from  their  peaks  of  1980 
d  1981,  and  the  16%  you  could 
t  in  money  market  instruments 
s  just  about  been  cut  in  half,  you 

Ive  to  stretch  for  better  yields. 

|>w  do  you  do  this  without  in- 

|:asing  risk? 

[Dne    technique — there    are    pre- 

lius  few  of  them — is  to  buy  a  high- 

lapon  bond  that  won't  be  callable 

I  another  couple  of  years,  on  the 
lisibility  that  the  issuer  will  do  a 
lunding  now  to  get  it  off  the 
loks,  offering  an  incentive  to 
Iidholders  to  tender.  Some  inves- 
ts have  found  interesting  plays  of 
Is  kind  in  securities  of  the  former 

II  system  operating  companies. 
■Telephone     companies    need    a 
■ady  stream  of  capital  to  pay  for 
iiansion — high   interest  rates   or 

■  — so  they  typically  have  high- 
iipon  debt  outstanding,  says  John 

■  mer,  managing  director  of  First 

■  ton  Corp.,  one  of  the  underwrit- 

■  active  in  these  advance  refund- 
■>.  After  the  recent  correction  of 

1  bond  market,  with  long-term 
Kasury  yields  rising  from  roughly 
|2%  to  around  11.8%,  these  com- 
piles have  slowed  down  refund- 
ir>.  But  if  yields  decline — and  I 
b*eve  they  will — the  early  refund- 
■>  will  start  up  again, 
line  that  took  place  last  month 

k  Veberman    is   economics   editor   of 
■ies  magazine. 


provided  a  windfall  for  investors  in 
the  16'/8%  Southwestern  Bell  Tele- 
phone Co.  debentures  due  2021. The 
company  offered  to  buy  the  bonds 
back  at  $1,172.50  per  $1,000  face 
value.  That  premium  is  not  far  out 
of  line  with  current  market  condi- 
tions, but  it  certainly  looks  good  to 
investors  who  bought  some  of  these 
bonds  last  year  at  around  102. 

Southwestern  Bell's  16'/ss  are  not 
callable  before  Sept.  18,  1986,  and 
then  at  a  price  of  110.68  initially. 
That  is  why  the  company  was  will- 
ing to  pay  117.25  to  anyone  tender- 
ing voluntarily.  To  raise  money  for 
that  operation,  a  new  issue  of  $250 
million  123/4S  due  in  40  years  was 
brought  to  market  at  100  by  a  syndi- 
cate managed  by  First  Boston.  The 
debentures  are  rated  A2  by  Moody's 
Investors  Service  and  AA-minus  by 
Standard  &  Poor's. 

Advance  refundings  were  also  of- 
fered recently  by  Mountain  States 
Telephone  and  New  England  Tele- 
phone. On  Jan.  23  Mountain  States 
brought  to  market  $175  million  of 
12V4%  bonds  due  in  40  years.  The 
issue  was  priced  initially  at  99.60  to 
yield  12.3%. 

The  following  day  New  England 
Telephone  kicked  off  its  own  fi- 
nancing with  the  sale  of  $200  mil- 
lion in  12Vh%  40-year  debentures. 
The  securities  were  priced  at  99.625 
to  yield  12.17%. 

Mountain  States  used  the  cash  it 
raised  to  appeal  for  tenders  by  own- 
ers of  its  15y4s  of  2021.  These  de- 
bentures are  not  callable  until  Au- 
gust 1986  at  a  price  of  110.82.  The 
company,  however,  offered  to  pay 
117.50  through  Feb.  1  to  anyone 
willing  to  tender. 

If  that  $117.50  were  used  to  buy 
the  new  Mountain  States  12'/a%  of- 
fering at  the  initial  offering  price  of 
99.60,  the  investor  would  get  1 . 1 8  of 
the  new  debenture.  Annual  interest 


revenues,  based  on  the  121A%  cou- 
pon, would  be  $144.52.  Anyone 
choosing  to  keep  the  old  bond 
would  get  $157.50  a  year.- But  the 
prospect  is  that  it  will  be  retired  at 
the  initial  call  price  of  1 10.82  a  little 
more  than  a  year  from  now.  So  by 
turning  in  the  153/4S  now  and  rein- 
vesting in  the  new  \2Va,%  issue,  the 
annual  income  is  reduced,  but  it  is 
assured  for  five  years  (to  the  first 
call  date  of  the  new  issue)  instead  of 
17  months. 

Another  high-coupon  issue  still 
outstanding  is  Michigan  Bell's 
15%%  debentures  due  2021,  call- 
able at  112.54  after  June  1,  1986. 
Trading  at  1165/h  to  yield  13.48%, 
they  pay  10.54%  to  first  call— as- 
suming the  capital  loss  from  market 
price  to  call  price  and  the  coupon 
return  of  15'/4%  over  the  period  of 
about  one  year  that  the  investor 
would  hold  them. 

That  yield  is  about  46  basis  points 
higher  than  the  10.08%  return  on  a 
comparable  maturity  Treasury 
note,  the  147/8s  of  June  1986,  and 
better  than  the  return  on  one-year 
money  instruments. 

The  Michigan  Bell  issue  can  be 
prerefunded  earlier  than  the  call 
date,  but  if  it  is,  some  increment — 
about  35  basis  points — will  be  add- 
ed to  that  yield.  If  rates  rise  and  the 
company  chooses  to  pass  over  the 
call  option,  the  investor  would  get  a 
yield  of  about  13.5%  through  2021. 
Barring  an  interest  rate  catastrophe, 
that's  not  at  all  bad. 

Southern  Bell's  16s  of  2021,  call- 
able after  Nov.  1,  1986  at  1 10.50,  are 
trading  at  116%  to  pay  13.68%  to 
maturity  and  10.64%  to  first  call. 
That's  about  40  basis  points  higher 
than  the  return  on  the  13%%  Trea- 
sury note  of  November  1986. 

In  short,  these  are  investment  op- 
portunities. They  could  be  refunded 
soon  at  a  premium  to  investors.  If 
they  are  not,  they  will  provide  rela- 
tively high  rates  of  return  if  held  to 
maturity,  assuming  my  belief  that 
interest  rates  will  continue  to  de- 
cline is  correct. 

While  these  securities  are  attrac- 
tive for  yield,  they  don't  have  cap- 
ital gains  potential.  Because  they 
will  soon  be  callable,  prices  won't 
rise  much  if  interest  rates  fall.  In- 
vestors will  resist  new  purchases  at 
higher  prices — rightly  so  — because 
they  know  the  securities  are  prime 
candidates  for  refunding.  ■ 
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By  Susan  Lee 


The  Big  Portfolios 


The  movie  stocks  haven 't  done  all  that 
well  of  late,  hut  some  high  rollers  think 
that's  going  to  change. 

GOING  TO 
THE  MOVIES 


Kirby  and  others  are  betting  that 
the  ancillary  market  for  moviemak- 
ers— all  the  way  from  merchandis- 
ing movie-related  products  to  mov- 
ie sales  for  videocassettes  to  cable 
and  network  TV — will  be  a  growing 
revenue  source.  In  other  words, 
television  and  VCRs;  rather  than 
decking  the  movie  business,  are 
providing  a  nifty  way  to  earn  bucks 
away  from  the  box  office. 

Take,  for  example,  Lorimar,  one 
of  the  largest  producers  of  shows  for 
television.  As  anybody  with  an  IQ 
over  10  knows,  Lorimar  owns  the 
madly  successful  series  Dallas  Well, 
Lorimar  syndicated  Dallas  this  year, 
and  more  dollars  will  follow  with 
the  syndication  of  its  Falcon  Crest 
and  Knot's  Landing  series  over  the 
next  two  years. 

There  -are  other  things  in  Lori- 
mar's  favor.  It  bought  an  ad  agency 
(Kenyon  &  Eckhardt)  and  a  producer 
and  distributor  of  home  video  (Karl 
Video),  which  gives  the  company  a 
foot  in  the  wholesale  business. 
Kirby  says  the  expansion  alarmed 
him  enough  to  do  some  selling — 
"poor  judgment  since  stock  went 
up."  He  still  owns  a  fair  amount. 

Likewise,  Morris  Smith  of  the  Fi- 
delity Select  Leisure  &  Entertain- 
ment Fund  is  hot  for  Lorimar.  Espe- 
cially since  the  firm  just  signed  a 
deal  with  CBS  for  two  series  a  year 
over  the  next  four  years.  The  deal 
will  increase  the  potential  for  syndi- 
cation. Besides,  Smith  finds  the 
stock,  now  selling  at  a  discount  to 
the  market,  cheap. 

Orion  is  a  touch  more  risky.  The 
outfit  hasn't  really  had  a  big  box 
office  hit — Cotton  Club  was  a  disap- 
pointment— although  Orion  has 
done  quite  okay  with  Amadeus  Ori- 
on does,  however,  have  a  hot  syndi- 
cation property  with  its  television 
series  Cagne\'  and  Lacey. 

MCA  is  another  company  with 


MONEY  &  INVESTMENTS 


Although  the  past  three  years  have 
not  been  bad — box  office  admis- 
sions were  flat,  but  higher  ticket 
prices  kept  the  gross  up  nicely — 
motion  picture  stocks  haven't  been 
very  entertaining.  Indeed,  they've 
lagged  the  market  since  August 
1982:  Entertainment  stocks  were  up 
22%  compared  with  the  Standard  & 
Poor's  500  rise  of  79%.  There  are  a 
bunch  of  reasons. 

Some  of  the  big  money  feared  that 
flat  box  office  admissions  were  an 
omen  that  cable  television  and  vid- 
eocassettes were  decking  the  indus- 
try. Not  good.  There  were  other 
worries.  Production  costs  are  climb- 
ing fast,  the  strong  dollar  is  eroding 
foreign  film  rentals,  a  production 
boom  has  generated  an  oversupply, 
and  tax  reform  could  dry  up  the 
outside  funding  coming  from  in- 
vestment patnerships. 

All  this  having  been  said,  there 
are  some  money  runners  who  are 
high  on  motion  picture  company 
stocks.  Chief  entertainment  bull  is 
Robert  Kirby  of  the  Capital  Group. 
Says  Kirby:  "Among  larger  money 
managers,  we  have  the  biggest  in- 
vestment in  the  media/entertain- 
ment biz  of  anyone  I  can  think  of." 
And  at  about  7%  of  assets,  he's 
probably  right.  Among  his  biggest 
holdings  in  Tinseltown:  Warner 
Communications  and  Orion. 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


dynamite  properties.  Money  rur 
ners  are  expecting  syndication  i 
TV  shows  like  Magnum  PI  Simo 
and  Simon  and  The  A-Team  to  nc 
some  heavy  bucks.  MCA  is  also  r< 
issuing  E.T.  this  summer  and  wi 
trot  out  a  sequel  later  Finally,  om 
manager  points  to  the  possibilit 
that  MCA's  real  estate  will  be  spl 
off  from  the  film  company.  MC 
sells  for  around  50;  split  up,  he  est 
mates  the  company  is  worth  90. 

Another  motion  picture  compar  i 
with  solid  demand  from  the  ana 
lary  market  is  Disney.  Money  mo 
ers  expect  good  participation  in  tl 
growth  of  the  VC  market  becau 
children  are  repeat  viewers.  Ai\ 
Disney  has  a  strong  library  (remer 
bzx Dumbo2.).  Smith  sees  three  otht 
pluses:  the  new  Disney  manaj. 
ment,  the  Disney  channel  (alrea. 
successful  with  almost  2  millil 
subscribers)  and  the  Disney  par 
(which  throw  off  a  huge  cash  flo\ 

There  is  also  some  interest  in  t 
Cannon  Group,  a  low-budget  opf 
ation  that,  according  to  Smi 
"really  milks"  the  ancillary  markl 
selling  to  HBO,  Showtime  a 
home  video.  It  is  also  tight  on  l 
cost  side;  last  year's  hit,  Breaki 
cost  less  than  $1.5  million  to  pi 
duce  and  grossed  $35.6  millil 
Cannon  has  a  P/E  of  about  eight 

Aside  from  syndication  pi 
money  pushers  are  eyeing  other 
tertainment  companies.  Wari 
Communications,  for  example.  1 
year  it  had  big  box  office  hits1 
Gremlins,  Purple  Rain  and  Tightn 
Currently  Warner  has  a  lot  of  ass.| 
like  Warner  Amex,  that  are  not  £ 
erating  much  earnings.  But  mo 
movers  anticipate  that  War 
Amex  will  be  sold  for  a  nice  pie 
cash,  say  around  $350  mill 
Meanwhile,  the  stock  remains  1 
ly  beaten  down  as  a  result  of  it: 
Atari  problems,  now  resolved. 

Motion  picture  company  stc 
are  not  for  everyone.  Many  of 
bigger  money  runners  stay  a 
from  them  because  they  are  so  \ 
tile.  Ditto  for  money  movers  ho 
to  play  an  up  market:  Movie  ( 
pany  stocks  are  as  much  asset  p 


,, 


Hi 


as  earnings  plays,  so  they  may 
do  well  in  a  rising  market.  Nont 
less,  the  managers  that  hold  t 
stocks  love  them.  And  if  the  mi 
treads  water  for  a  while,  rfli 
stocks  could  provide  some  gli 
their  portfolios  ■* 


h 
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Special  Introductory  Trial  Offer! 

Value  Line  for  the  next 
10  weeks  for  only  $39 


is  a  sample  full-page  report  on  one  of  the  1 700 
s  regularly  reviewed  by  Value  Line,  reduced  from 
xll". 
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sons  for  this  offer: 

an  opportunity  to  receive  the  complete  Value 
;rvice  for  the  next  10  weeks  at  about  half  the 
rate.  This  offer  is  limited  to  one  individual  in  a 
lold  that  has  not  already  had  a  subscription  to 
lue  Line  Investment  Survey  during  the  past  two 
■Why  do  we  offer  this  price  reduction  to  new  trial 
Ibers  only?  Because  we  have  found  that  a  high 
itage  of  those  who  once  try  Value  Line  for  a  num- 
■weeks  stay  with  it  on  a  long-term  basis.  The  re- 
I  increase  in  circulation  enables  us  to  provide  the 
|  to  our  long-term  subscribers  for  a  lower  annual 

iin  would  otherwise  be  possible. 
plete  Coverage: 
Jue  Line  Investment  Survey  continually  reviews 
lan  1700  stocks.  Key  data  and  ratings  of  each 
e  updated  every  week  in  our  Summary  &  Index, 
ion,  each  stock  is  the  subject  of  a  new  full-page 
^very  13  weeks,  in  regular  rotation.  About  130 
'  page  reports  are  issued  each  week.  You  also 
our  weekly  "Selection  &  Opinion"  section  bring- 
Value  Line's  forecast  of  the  economy  and  the 
arket,  advice  on  investment  policy,  in-depth 
of  especially  recommended  stocks,  Value  Line 
iverages,  and  other  features. 


A  Subscrib?r's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


Bonus: 

Under  this  special  trial  offer  you  receive — as  a  bonus  at 
no  extra  charge — "A  Subscriber's  Guide,"  by  Arnold 
Bernhard,  Research  Chairman,  The  Value 
Line  Investment  Survey.  This  72-page 
booklet  explains  how  even  inexperienced 
investors  can  apply  thousands  of  hours  of 
professional  research  to  their  own  port- 
folios by  focusing  on  only  two  un- 
equivocal ratings,  one  for  Timeliness 
(Performance  in  next  12  months),  the 
other  for  Safety. 

Special  Bonus  Offer: 

Subscribe  to  The  Value  Line  Investment  Survey  for  a  full 
one-year  term  and  receive  as  an  additional  bonus  Value 
Line's  complete  2000-page  Investors  Reference  Service, 
with  our  full-page  reports  on  all  stocks  under  review — 
fully  indexed  for  your  immediate  reference. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Service  is  not  all  that  you 
expect  it  to  be,  you  may  return  the  material  we  send 
you  within  30  days  for  a  full  and  unquestioned  refund  of 
your  fee.  This  subscription  is  tax-deductible  if  utilized  to 
aid  in  the  management  of  your  investments. 

f  Call  toll-free  (24  hrs.  a  day  7  days  a  week)  Operator  #281 
r    1  -800-633-2252  MasterCard,  American  Express  or  Visa. 

The  Value  Line 

r Investment  Survey  -  - . 

\fclue  Line,  Inc.,  71 1  Third  Ave,  New  York,  NY  10017 
INTRODUCTORY  OFFER 

□  Begin  my  10- week  trial  subscription  for  $39  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send 
me  the  "A  Subscriber's  Guide"  booklet. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $395  and  send  me 
the  two  bonuses  listed  above.  There  are  no  restrictions  with  this  annual 
subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Investment  I  ""* 
Survey  for  one  year.  — 

D  My  payment  is  enclosed.  Please  charge  to:  □  American  Exp 

□  MasterCard  D  Visa        Expiration  Date 

Account  # 

This  subscription  is  tax-deductible  and  non-assignable 
(NY  residents  add  sales  tax.)  Allow  4  to  6  weeks  for  delivery. 
Foreign  rates  upon  request 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 


Stock  Trends 


If  the  economy  is  as  strong  as  it's  purport- 
ed to  be,  first-quarter  earnings  should 
exceed  expectations,  making  stocks 
cheap  on  a  price /earnings-ratio  basis. 

SECOND  WINDS 


MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


After  a  lengthy  3 '/2-month  post- 
election pause,  Mr.  Reagan  has  re- 
sumed his  personal  involvement  in 
the  nation's  economic  affairs  with 
all  the  vigor  of  a  man  running  for 
another  term.  Unfortunately  for  in- 
vestors, the  President  appears  to  be 
more  preoccupied  with  tax  reform 
than  with  the  deficit.  It's  still  early, 
but  for  now  it  looks  as  if  the  awe- 
some 49-states-to-l  mandate  won 
last  November  will  be  used  to  mus- 
cle through  changes  in  the  content 
and  complexity  of  IRS  forms  instead 
of  reducing  the  U.S.  deficit. 

Tax  reform  has  enjoyed  high  pri- 
ority on  Mr.  Reagan's  agenda  as  far 
back  as  his  California  days.  But 
when  it  comes  to  deficit  reduction, 
the  President  speaks,  in  cautious 
generalities,  reflective  of  the  politi- 
cally pragmatic  supply-sider  he  still 
is.  Cut  or  freeze  what  you  can — but 
look  to  program  simplification,  de- 
regulation and  freeing  the  markets 
to  get  the  economy  growing  to  the 
point  where  it  provides  sufficient 
revenues  necessary  to  balance  the 
budget  without  raising  taxes. 

Sensing  that  the  Administration 
may  be  more  interested  in  reform- 
ing the  tax  situation  than  in  dealing 
directly  with  the  deficit,  the  Federal 
Reserve  has  paused  in  its  recent 
movements   toward  monetary   ac- 

Ann  C  Brown  is  chief  executive  office)-  of  the 
equity  advisory  and  portfolio  management 
firm  of  AC.  Brown  &  Associates. 


commodation.  In  an  effort  to  focus 
Administration  and  congressional 
attention  on  what  Mr.  Volcker  and 
the  board  see  as  the  more  pressing  of 
the  two  issues,  the  Fed  has  all  but 
closed  the  easier  money  window. 
The  sudden  and  surprising  upward 
revision  in  the  rate  of  GNP  growth 
for  the  fourth  quarter  of  1984  helped 
the  central  bankers  make  this  deci- 
sion. Early  estimates  foresaw  a 
2.8%  increase;  the  latest  figures  in- 
dicate a  too-rapid  4.9%  gain. 

As  a  result,  interest  rates  have 
risen  since  then,  reaching  their  low 
point  in  early  February.  The  current 
rates  probably  will  continue  to  re- 
main about  where  they  are  ( 1 1  JA% 
to  12%  yield  on  long-term  Trea- 
surys)  until  such  time  as  the  Fed  has 
had  an  opportunity  to  gauge  the  in- 
flation fate,  the  strength  of  the 
economy  and  the  progress  being 
made — or  not  being  made — on  re- 
ducing the  deficit.  My  guess  is  that 
there  will  be  no  significant  change 
in  present  monetary  policy  until 
late  in  the  second  quarter.  By  then 
most  first-quarter  1985  corporate 
earnings  will  be  out,  to  confirm  or 
deny  the  bubbly  GNP  estimates 
floated  out  of  Commerce. 

Theoretically,  the  Federal  Re- 
serve should  be  leaning  toward  loos- 
ening up  the  purse  strings.  The  dol- 
lar needs  to  be  taken  down  a  peg  or 
two  to  help  those  American  compa- 
nies whose  export  businesses  are 
suffering  because  of  our  too-strong 
currency.  Then,  too,  there's  the  in- 
creasing age  of  the  business  cycle 
for  the  Fed  to  worry  about.  After 
nearly  three  years  of  expansive 
health,  tired  blood  could  set  in  any- 
time in  the  body  economic.  Prompt, 
anticipatory  transfusions  of  new 
money  as  soon  as  now  would  do 
much  to  prolong  the  good  life — pos- 
sibly through  the  elections  of  1986. 

While  we  may  have  seen  the  in- 


terest rate  lows  for  the  first  half  c 
this  year,  a  resumption  of  reduc 
tions  in  the  second  half  is  distinctl 
possible — even    probable.     In    th 
meantime,  the  stock  market  shoul 
get  its  second  wind,  too,  and  contir! 
ue  its  climb.  Interest  rates,  whilj 
higher    than    they    were    sever; 
weeks  ago,  have  not  yet  returned  t 
their  previous  lofty  levels,  whei 
fixed-income  securities  offered  sti 
competition  to  equities.  More  in 
portant,  if  the  economy  is  as  stroi 
as  it  is  purported  to  be,  then  firs 
quarter  earnings  should  exceed  eaj 
lier    expectations,    making    stoc) 
cheap  on  a  price/earnings-ratio  b 
sis.  Moreover,  multiples  in  genei 
may  be  starting  to  rise,  because 
flation  is  likely  to  remain  relative 
modest  for  the  third  straight  year. 

Like  the  market,  individv 
stocks  often  pause  and  sit  out  a  su 
stantial  upward  move,  the  wi 
Coca-Cola  (62),  Minnesota  Mining, 
Manufacturing  (82)  and  Perkin-EM 
(27)  did  during  the  late  January-ei 
ly  February  rally.  Each  of  these 
curities  has  the  potential  of  bet: 
markedly  higher  before  year-end., 

Take  Coca-Cola.  The  compel 
continues  to  broaden  its  prodv 
line.  Soon  it  will  bring  out  a  chet 
flavored  cola  aimed  at  Dr  Peppr 
6%  share  of  the  soft-drink  mark 
The  new  product  should  do  well 
that  together  with  continuing  gi. 
sales  of  other  products,  Coca-Ci 
could  earn  some  $5.50  per  sharei 
spite  of  poor  performance  abroad  J 
cause  of  the  dollar.  For  1986,  e«. 
ings  are  estimated  at  $6.40  to  $6^ 

3M  has  currency  problems, 
Foreign  sales  account  for  over  (I 
third   of   the   company's   businj 
However,    dollar    difficulties 
withstanding,  it  looks  as  if  3ftj 
about  to  break  out  of  the  essentia 
flat  earnings  of  the  past  six  y&| 
For  1986  the  company  could 
around  $7.20  per  share.  Next  )\ 
preliminary  estimates  are  for  $H 

One    of    this    year's    "sleep  | 
could  be  low-profile  Perkin-El 
Its  earnings  are  estimated  to  jl 
20%  or  more  for  fiscal  1985,  en  j 
in  July.  Next  year  P-E  is  estirr| 
to  earn  around  $2.25  per  sh; 
another  20%  gain.  A  second 
could  propel  its  stock  price  int.  j 
high  30s,  where  it  was  a  coup  f 
years  ago,  maybe  even  the  lov 
by  mid- 1986,  which  means  a  a  j 
appreciation  potential  of  60%. 
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"Of  course  Vm  sure,  I  read  it 
in  Business  Week  International" 

Bjorn  Svedberg 

President  and  Chief  Executive  Officer 

L.M.  Ericsson  Telephone  Company 

Stockholm,  Sweden 

If  you  have  any  doubts  about  the 
growing  internationalization  of  business, 
ask  Bjorn  Svedberg.  He's  the  chief  exec- 
utive of  L.M.  Ericsson,  the  fastest- 
growing  information  processing 
company  in  Europe.  And  a  world  leader 
in  digital  telephone  switching. 

His  company  does  business  in  such 
far-flung  markets  as  Britain,  the  U.S., 
Saudi  Arabia,  the  Republic  of  Korea 
and  Thailand. 

That's  why  he  and  thousands  of  other 
top  executives  worldwide  use  Business 
Week  International  as  a  source  of  accu- 
rate information,  expert  interpretation 
and  unique  insight  on  the  fast-changing 
world  of  international  business. 

And  why  both  our  readers  and  our 
advertisers  agree  that  one  authoritative 
voice  stands  out  clearly  above  the  din  of 
worldwide  business  news. 

Business  Week  International. 

B«wnessNfeelo 

THE  VOICE  OF  AUTHORITY 


Growth  Stocks 


All  you  short-sellers,  pay  particular  atten- 
tion, because  here  are  some  overpriced 
beauts  just  bound  to  bomb. 

LOOK  OUT  BELOW 


MONEY  &  INVESTMENTS 


By  Kenneth  L.  Fisher 


It  will  pay  readers  well  to  read  and 
reread  Forbes'  annual  "Who's 
Where  in  the  Stock  Market"  (Jan. 
14).  It  shows  the  top-performing 
stocks  for  the  five  years  ended  De- 
cember 1984.  What  kind  of  stocks 
perform  well?  Take  the  top  25.  Go 
back  five  years  to  January  1980 — 
the  beginning  of  the  period.  Calcu- 
late the  1980  price/sales  ratio  (PSR) 
of  each.  This  is  easy  to  do.  Just  take 
its  Jan.  1,  1980  price,  multiply  it  by 
the  total  shares  outstanding,  then 
divide  by  the  prior  12-months'  rev- 
enues. The  resulting  figure  tells  you 
how  many  dollars  or  cents  were 
paid  in  the  stock  market  for  each 
dollar  in  sales  at  that  time. 

The  results  of  this  exercise  are 
eye-opening.  The  top-performing 
stocks  all  had  extremely  low  PSRs; 
that  is,  you  could  have  bought  $1 
worth  of  their  sales  quite  cheaply  at 
the  start  of  the  period.  The  highest 
1980  PSR  from  among  these  win- 
ners was  only  0.44.  That  is,  its  total 
stock  market  value  was  only  44%  of 
its  annual  revenues.  Nineteen  of 
the  top  25  started  1980  selling  for 
less  than  20%  of  revenues.  Study 
after  study  points  to  the  same  con- 
clusion: Precious  few  high-PSR 
stocks  (for  our  purposes,  above  1.0) 
ever  offer  above-average  long-term 
performance. 

Kenneth  L  Fisher  is  a  money  manager  based 
in  Burlingame,  Calif.  He  is  author  of  Super 
Stocks,  published  by  Dow  Jones-Iruin. 


Not  only  that,  high-PSR  stocks 
carry  oodles  of  risk.  At  the  peak  of 
the  technology  bull  market,  the 
Hambrecht  &.  Quist  Technology  in- 
dex had  an  average  PSR  of  4.05 — and 
you  know  the  free-fall  those  stocks 
suffered.  They  fell  because  they 
were  too  richly  priced.  If  a  company 
is  earning  5%  aftertax  and  selling  at 
80  times  earnings,  it  has  a  PSR  of 
4.0  (4  times  revenues). 

PSRs  measure  popularity.  "How 
much  will  the  market  pay  for  a  dollar 
of  sales  of  this  company?"  If  it  will 
pay  a  lot,  it  thinks  well  of  the  com- 
pany; the  stock  is  popular — rightly 
or  wrongly.  If  the  market  won't  pay 
much,  it's  unpopular.  High-PSR 
stocks  are  already  too  popular  and 
pricey  to  perform  well,  even  if  the 
companies  do  exceptionally  well. 

If  investors  did  little  other  than 
weed  the  high-PSR  future  disasters 
out  of  their  portfolios,  their  average 
performance  would  improve.  If  you 
own  the  stocks  below,  you  should 
sell  them:  Their  PSRs  are  too  high, 
much  too  high.  Here  are  some  over- 
priced beauts  just  bound  to  bomb. 
On  principle  I  don't  recommend 
selling  short,  but  for  those  who 
don't  mind  the  risk,  here  are  some 
fertile  fields. 

Community  Psychiatric  Centers  (34) 
sells  at  only  23  times  earnings  but 
over  5.4  times  its  revenues.  If  you 
own  this  stock,  you  belong  in  a  psy- 
chiatric center  yourself.  Manage- 
ment must  agree.  These  insiders  are 
selling  heavily.  Frances  O'Shaugh- 
nessy,  the  secretary,  peeled  off  more 
than  8,000  shares.  She  kept  just  218. 

Hardly  a  month  goes  by  without 
insider  selling  in  this  company. 
Vice  President  Robert  Derenthal 
sold  it  all — all  18,718  shares  he 
owned.  Even  President  James  W. 
Conte  and  Chairman  Robert  Green 
have  been  peeling  off  shares  (50,000 
and  38,000  big  ones,  respectively).  If 


these  guys  don't  like  the  stoci 
should  we?  It  may  be  a  fine  con 
pany,  but  it's  overpriced.  A  PSR  < 

5.4  is  equal  to  54  times  earnings  f< 
a  company  earning  10%  net  afte 
tax.  I  might  buy  it  if  it  dropped  to  3 
or  $5  per  share.  But  34?  Good  grie 

You  see,  it's  not  that  I  dislike  tl 
company.  Take  Value  Line  (26). 
love  their  product — use  it  all  t] 
time.  My  book  is  chock-full  of  th< 
charts.  But  the  stock  is  simply  b 
high  priced.  The  market  says  tF 
company  is  worth  $280  millio 
That's  a  bunch  (spelled  PSR  =  5 
for  any  company,  much  less 
whose  sales  growth  has  been  f 
lately.  Again,  it  would  have  to 
under  $4  per  share  before  I  wov 
want  to  risk  my  money. 

Stratus  Computer  (15)  is  priced 
the  stratosphere.  Its  PSR  is  5 
based  on  $42  million  of  anni 
sales.  It's  also  selling  at  about 
times  book  value.  It  makes 
called  fault-tolerant  computers,  i 
the  company  is  very  good  at  it.  1 
the  stock  isn't  apt  to  be  fault-to!, 
ant.  To  take  advantage  of  its  opp 
tunities,  it  will  need  more  and  mi 
capital,  meaning  more  stock  of 
ings — great  for  the  investmi 
bankers,  but  it  will  much  dilute 
isting  shareholders. 

The  Ovshinskys  keep  on  andi 
peddling    their    proprietary    an 
phous  materials  via  Energy  Cork 
sion   Devices    (27).    It's    a    prod 
whose    time    is    always    aboutj 
come.  They  have  done  so  well  t 
without  a  spectacular  growth  l 
this  $30  million  (sales)   comp 
has  lost  money  in  10  of  the  las> 
years — a  total  of  more  than  $32 
lion.  What  keeps  it  floating  ah; 

4.5  times  sales — the  equivalen 
more  than  90  times  earnings, 
high  degree  of  promotional  cb 
pah  and  the  world's  steady  flo 
new  suckers. 

I  never  buy  stocks  unless  (an 
other  things)  their  PSRs  are  b 
0.75.  But  for  a  margin  of  error,1 
are  more  of  my  least  favorites 
with  PSRs  greater  than  3.0:/.B. 
Transport  (26;  PSR  4.6),  Cray  Res 
(76,  4.9),  Telerate  (20;  8.5),  Gene 
(56;  9.0),  Gulf  Broadcasting  (15; 
Apollo  Computer  (28,  8.0),  Flight 
International  (34;  5.1),  Automat 
5.3).  If  you  own  them,  sell.  I' 
don't  own  them,  stay  clear.  In  e 
case,  put  your  money  in  low 
stocks.  ■ 
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ead  that  again,  just  to  be  sure  you  read  it 

|tiy. 

ecause,  believe  it  or  not,  it's  true, 
ven  today,  about  one  American  adult  in 
zan't  read  adequately.  And,  each  year  that 
>y,  reading  skills  continue  to  decline  while 
mdards  for  literacy  keep  rising.  By  the  year 
Americans  will  need  greater  reading  skills 
Iver  before,  but  fewer  Americans  will  have 
■If  these  trends  continue  unchecked  for 
l?cades,  U.S.  News  &  World  Report 
l-ns  an  America  with  a  literacy  rate  of  only 
■Which  means  that  the  average  person 
liree  grandchildren  could  find  that  two  of 
•re  considered  illiterate. 
|j?fore  that  America  comes  to  be,  you  can 
I  by  joining  the  fight  against  illiteracy 
Jt  takes  no  special  qualifications.  If  you 


can  read,  you  can  tutor  or  help  us  in  countless 
other  ways.  You'll  be  trained  to  work  in 
programs  right  in  your  own  community,  sharing 
the  satisfaction  of  seeing  people  learning  and 
growing.  And  you'll  know  that  you're  not  just 
helping  them  but  their  children  and 
grandchildren,  too.  Because  you're  stopping 
illiteracy  before  it  reaches  them. 

So  join  the  effort.  Call  the  Coalition  for 
Literacy  toll-free  800-228-8813.  You'll  be 
fighting  illiteracy  for  generations  to  come. 


Volunteer  Against  Illiteracy. 

The  only  degree  you  need 

is  a  degree  of  caring. 


Coalition  for  Literacy 


Is  your 
IRA 


$1.00  invested  on  1/1/82  is  now 
worth  $2.05 — more  than  double  in 
three  years.* 

This  record  places  us  in  the  top 
ten  of  all  mutual  funds  during  this 
three-year  period.** 

The  Strong  Total  Return  Fund 
offers  an  ideal  investment  concept 
for  your  IRA.  By  utilizing  a  flexible 
combination  of  stocks,  bonds,  and 
money  market  securities,  empha- 
sis can  be  shifted  between  capital 
growth,  income,  and  safety  as 
market  conditions  dictate. 

■Assuming  reinvestment  of  all  dividends. 
**As  rated  bv  Lipper  Analytical  Services 

1  800  368-3863 

for  more  information,  including  charges,  ex- 
penses, and  the  I '  ■  sales  clwrge,  scurf  for  a  FREE 
prospectus.  Rani  it  carefully  before  you  invest. 

STRONG  TOTAL  RETURN  FUND 

' .  Strong/CorneliusonCapitalManagement,  Inc. 

815  East  Mason  Street,  Milwaukee,  WI  53202 


UTILITIES 
COMPANY 


DIVIDEND  INCREASED 

The  Board  of  Directors  has  declared  a 
regular  quarterly  dividend  of  63  cents 
per  share  on  the  common  stock  of  the 
Company,  payable  April  1,  1985  to  share- 
holders of  record  at  the  close  of  business 
March  19,  1985. 


PETER  B.  TINKHAM 
Secretory 


Dallas,  Texas 
February  15,  1985 


Principal  Subsidiaries: 

TEXAS  UTILITIES  ELECTRIC  COMPANY 

Divisions 

Dallas  Power  &  Light  Company 

Texas  Electric  Service  Company 

Texas  Power  &  Light  Company 

Texas  Utilities  Generating  Company 

TEXAS  UTILITIES  FUEL  COMPANY 

TEXAS  UTILITIES  MINING  COMPANY 

TEXAS  UTILITIES  SERVICES  INC. 


Psychology  &  Investing 


— — h  i 

In  these  days  of  much-publicized  asse 
plays,  doesn  't  anyone  consider  earnings 

FOLLOWING 
THE  FADS 


By  Srully  Blotnick 


The  quest  for  takeover  stocks  has 
reached  fever  pitch  among  the  in- 
vestors I  monitor.  Even  T.  Boone 
Pickens  has  made  the  cover  of  Time 
magazine. 

While  only  one  investor  in  seven 
realistically  expected  to  make  mon- 
ey as  a  result  of  an  acquisition  or 
divestiture  in  1983,  the  proportion 
now  expecting  this  to  be  a  source  of 
profit  for  them  has  more  than  tri- 
pled, to  47%,  early  in  1985.  The  end 
of  an  investment  fad  is  almost  al- 
ways presaged  by  a  burst  of  public- 
ity and  a  final  rush  by  left-out  inves- 
tors for  a  fingerhold  on  the  band- 
wagon. Whether  this  particular  fad 
will  end  now  or  two  years  from  now 
I  don't  know,  but  this  I  do  know: 
Investors  are  making  a  big  mistake 
in  acting  as  if  the  takeover  game 
were  the  only  one  in  town. 

The  way  market  history  repeats  is 
fascinating.  A  major  group  of  heroes 
in  the  1960s  was  the  "conglomera- 
tors" — to  name  a  few  from  a  very 
long  list:  Ling  (of  LTV),  Fuqua, 
Kidde,  Geneen  (of  ITT),  Ash  (of  Lit- 
ton) and  Little  (of  Textron).  The 
business  press  was  full  of  stories  of 
CEOs  who  were  active  on  the  acqui- 
sition trail.  Those  who  were  most 
active  got  the  most  publicity. 

Dr.  Srully  Blotnick  is  a  research  psychologist 

and  author  of  The  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career  and, 
recently  published  by  McGraw-Hill,  Com- 
puters Made  (Ridiculously)  Easy. 


It  had  a  major  impact  on  an 
tious  employees.  In  1966,  1967  j 
1968   more   than    70%    of  mid 
managers  in  the  26-to-45  age  ra 
told  me  that  they  would  like 
emulate  these  acquisitors.  Ordir 
investors  shared  the  view  held  J 
these  managers.  In  1966-68  wh  I 
asked  them  for  which  groups  1 1 
were  willing  to  pay  a  premium,:  1 
vestors  of  almost  every  age  repl  § 
"conglomerates." 

What  about  now?  The  pendu 
has  swung  to  the  other  side:  Ini 
tors  are  willing  to  pay  a  premi 
for  firms  that  may  be  broken 
Even  the  mere  possibility  that, 
company  may  be  sold  off  in  bits 
pieces  excites  investors,  large  | 
small,  and  makes  the  price  of). 
stock  run  up  quickly.  Jimmy  Li: 
forgotten.  Boone  Pickens  is  aim 
national   hero.   The    1960s  cr 
"synergy"  has  been  replaced 
demand  to  "realize  the  underl 
asset  values." 

What  caused  investor  sentii 
to  do  such  a  complete  reversal. j 
the  excitement  in  the  media  pi 
a  role,  and  so  did  the  fact  thai 
many  investors  the  only  w 
while  profits  in  recent  years 
being  made  as  a  result  of  takec 

However,  one  event  may 
been  more  important  than  al 
stories  put  together  in  caus: 
change  in  investor  sentiment,  \ 
this  one  affected  millions  of) 
viduals:  the  breakup  of  the 
phone  company.  From  the  sta1 
W.  Brooke  Tunstall  emphasis 
an  excellent  new  book,  Discoi 
ing  Parties:  Managing  the  Bell  I 
Break-Up  (McGraw-Hill,  $17.5 
was  felt  that  the  twin  goals  o 
versal  service  and  superior  q 
"could  best  be  achieved  if  the 
telecommunications  system- 
customer  terminal  through 
loop,  central  office  switch,  a 
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ite  network — was  operated 
nanaged  as  an  integrated  pro- 
with  unitary  responsibility  for 
/hole." 

e   overwhelming  majority   of 

hone  customers  I  surveyed  told 

hat,  in  their  view,  the  tele- 

e  company  was,  indeed,  "one 

."  And,  therefore,  "there  isn't 

ring  to  break  up."  That's  the 

a  that  two  years  ago  fewer 

1  in  100  AT&T  shareholders  in 

imple  felt  that  the  prospective 

up  would  bring  positive  finan- 

results    for    them.    However, 

who  sold  their  shares  early 

been  kicking  themselves  ever 

I  as  gains  of  30%  to  35%  be- 

:  common  on  the  individual 

i.  The  message  was  lost  on  nei- 

roup,  those  who  had  held  on 

aose  who  had  sold:  There  is 

y  to  be  made  in  splitting  up 

inies,  even  giant  ones. 

5,  it  seems  to  me,  makes  for  a 

ontrarian  play.  The  search  for 

ip  and  takeover  stocks  tends 

concentrated  in  issues  where 

ok  value — the  underlying  as- 

is  worth  a  lot  more  than  the 

t  price.  Companies  with  good 

iproving  earnings  records,  but 

are  not  cheap  in  relation  to 

j  tend  to  get  ignored  in  times 

ese. 

danger  most  investors  face 
from  an  unexpected  source, 
orate  raider  is  in  a  position  to 
i  deal  with  a  company's  man- 
it  that  may  be  in  his  interest 
tot  those  of  the  company  or 
reholders.  Any  investor  who 
:s  that  the  new  generation  of 
er  artists  is  also  acting  on  his 
is  a  fool,  regardless  of  the 
rving  speeches   they  deliver 
Playing  stocks  that  are  on 
st-active  list  day  after  day  is 
■st  risky  route  one  can  travel. 

■  falls  in  price  may  turn  out  to 
Bommon  as  rises,  which  got 
vestor  to  jump  aboard — too 
li  the  first  place. 

■i  everybody  is  looking  for  as- 
I'S,  the  farsighted  contrarian 
■>k  for  earnings  plays.  There- 
mur  goal  right  now  should  be 
Kt  out  those  companies  that 
■iving  little  attention  in  the 

■  et  are  likely  to  score  good 
Is  gains  in  the  next  12  to  18 

I  as  the  economy  displays 
•Brength  than  most  people  ex- 


TURN  $2,000  INTO 
$20,000  GUARANTEED! 


Now  there's  a  way  to  guarantee  your- 

TTnCl  1 1  1  self  $2U'  00°  in  '21  vears'  on  a  $2, 000 

V |U h*l^tfflg         CATS '"  investment  from  Fidelity.1 

Invest  that  $2,000  in  your  IRA 
and  everything  you  earn  is  com- 
^^•*OlC M       pletely  tax-deferred  too! 
To  &  ftl™*^1 -*  It>s  eas>'  Wlth  C ATS  "  zero 

HV~„_2^^fl         wJ     couPon  certificates  that  provide 

100%  government  backed  returns. 
Available  now  from  Fidelity. 
CATS  for  your  IRA  America. 
High  yields.  Guaranteed  growth.  A 
choice  of  maturities.  Just  $500  to  get 
started.  Call,  write  or  visit  Fidelity  for  a  free  fact  kit  today. 

1-800-544-6666  (In  Mass.  617-523-1919).  Fidelity  Brokerage  Services,  Inc., 
P.O.  Box  832,  82  Devonshire  St.,  Boston,  Mass.  02103,  Dept.  JB-032585 

CATS  from  Fidelity  Brokerage  Services,  Inc. 


Fidelity  Investments 

Call  Free  1-800-544-6666 


1  This  represents  maturity  on  11/15/2006;  yield  to  maturity  at  11.55%,  subject  to  prior  sale.  Price  and  yield 
represent  those  on  2/21/85  (the  latest  available  at  publication  closing  date)  and  vary  daily.  Prices  of  CATS 
sold  prior  to  maturity  depend  on  the  then  prevailing  interest  rate.  CATS  "  is  a  trademark  of  Salomon 
Brothers ,  Inc.  Fidelity  Brokerage  Services,  Inc.  is  a  member  of  the  New  York  Stock  Exchange,  SIPC. 
Minimum  commission  is  $30. 


Your  uncle 


Uncle  Sam  will  give  you  a  1984 
tax  deduction  of  up  to  $2,000  just 

%  %        %  f°r  opening  an  IRA  by  April  15th. 

•flO   miTinrr   'YTSVII  It's  a  pretty  generous  offer. 

lo   wl VII 11*    VOIrl  Bm  ir's  worth  some  carcM 

^5  ^^5    •/  thought,  because  not  all 

r¥^  /^  y-^  y-^  ^-^  IRAs  are  the  same.  Twentieth  Century 
%W  w  1  11  1 1  1  Investors  is  a  no-load  mutual  fund  that  of- 
\jy  /md*\y  \y  Vy#  fers  you  a  family  of  six  different  funds  for 
^^^      ^  your  IRA,  and  an  impressive  record  of  long- 

r  W0~*  1  r£±   ^-4-     term  performance  to  match .  And  at  Twentieth 
1^1  lyr~         I  #  Century,  thtre's  no  minimum  investment  re- 
quired. So  take  your  uncle  up  on  his  generous 
offer.  Just  be  sure  you  take  it  to  Twentieth  Century. 

Want  to  know  more?  For  complete  information,  write  or  call  for  our  free 
IRA  Information  Kit.  In  it  you'll  find  a  prospectus  for  the  six  funds  in 
Twentieth  Century's  IRA  program:  Growth  Investors,  Select  Investors,  Ultra 
Investors,  Vista  Investors,  U.S.  Governments  and  Twentieth  Century  Cash 
Reserve.  Please  read  the  prospectus  carefully  before  investing. 

No-Load,  No-Minimum  Mutual  Funds 

Please  send  a  free  prospectus  to: 

Name 


Address. 
City 


State. 


ZIP. 


P.O.  Box  200,  Kansas  City,  Missouri  64141  (816)  531-5575 
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Commodities 


Looking  for  a  significant  rally  in  copper 
has  been  about  as  fruitful  as  looking  for 
Godot.  And  yet,  maybe  this  time . . . 

RED  METAL  BLUES 


MONEY  &  INVESTMENTS 


By  Stanley  W.  Angrist 


It  has  been  over  a  year  since  I  last 
wrote  about  copper.  It's  easy  to  fig- 
ure out  why  I  let  so  much  time  go  by 
between  writings.  I  generally  come 
out  in  favor  of  a  long  position,  or  a 
bull  spread.  The  market  quickly 
bloodies  my  nose  and  stops  me  out 
with  a  loss.  Do  I  learn  from  these 
humiliating  experiences?  Apparent- 
ly not,  because  it's  time  to  look  at 
the  bull  side  of  copper  again. 

The  prospect  of  increased  U.S. 
consumption  of  copper  and  a  draw- 
down in  both  U.S.  and  London  cop- 
per stocks  will  have  a  favorable  im- 
pact on  copper  prices  during  1985. 
First,  consider  what  has  happened  in 
London  in  the  past  year.  In  Decem- 
ber 1983  copper  reserves  stored  un- 
der the  auspices  of  the  London  Met- 
al Exchange  stood  at  409,200  metric 
tons.  In  early  February  of  this  year 
they  had  declined  72%,  to  112,800 
metric  tons.  During  1984  Comex 
stocks  in  the  U.S.  declined  by  33%. 
Thus,  Free  World  copper  stocks 
dropped  from  an  excessive  level  to 
one  bordering  on  supply  tightness. 
This  situation  is  unlikely  to  reverse 
soon,  as  the  probability  of  a  major 
recession,  at  least  in  the  first  three 
quarters  of  1985,  seems  remote. 

U.S.  consumption  of  copper  in 
1984  was  up  an  estimated  24%,  to 
2.2  million  tons,  and  was  up  more 

Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets 


than  30%  than  offtake  in  1982.  The 
revised  estimate  of  fourth-quarter 
GNP  to  4.9%,  from  2.8%— bringing 
the  average  annual  economic 
growth  rate  for  1984  to  6.8% — 
shows  no  evidence  of  a  slowing 
economy.  Furthermore,  most  fore- 
casters estimate  that  inflation  will 
be  under  4%  in  1985.  These  bits  of 
good  news  are  buttressed  by  a  drop 
of  over  200  basis  points  in  short- 
and  long-term  interest  rates.  All  of 
these  factors  should  lead  to  in- 
creased business  investment  in  the 
first  half  of  1985  and  possibly  be- 
yond. I  believe  that  this  will 
strengthen  demand  for  copper  on 
the  order  of  10%  or  so.  Once  again, 
that  makes  me  a  timid  bull. 

Consider  two  trades.  For  the  more 
adventurous  I  would  go  long  May 
copper- under  62  cents,  setting  a 
stop-loss  order  just  beneath  56 
cents — the  contract  low — giving  a 
risk  of  around  $1,500.  Look  for  a 
rally  to  70  cents,  for  a  profit  of  about 
$2,000.  The  margin  on  this  trade  is 
$700,  and  the  round-turn  commis- 
sion with  a  discount  broker  is  $25. 

For  the  more  timid,  a  bull  spread 
in  copper  is  appealing.  Buy  the 
May/sell  the  December  contracts, 
with  December  at  a  premium  of  at 
least  200  points.  I  would  risk  no 
more  than  100  points  per  spread 
($250).  A  strong  rally  in  copper 
should  cause  the  contracts  to  go  to 
even  money,  giving  a  profit  of  $500 
per  spread.  Margin  and  commis- 
sions are  $200  and  $50,  respectively. 

A  word  of  caution.  My  record  of 
calling  rallies  in  the  copper  market 
is  abysmal.  But  just  as  a  broken 
clock  is  correct  twice  a  day,  surely  I 
will  catch  the  turn  with  one  of  these 
suggestions. 

No  column  in  recent  memory  has 
produced  as  much  mail  from  my 
readers  as  did  the  one  that  appeared 


in  the  Dec.  3,  1984  issue  on  trans; 
tion  costs.  Most  of  that  mail  I 
from  brokers  and,  as  you  might  £ 
pect,  they  did  not  care  for  the  mi 
sage  contained  in  the  column, 
stressed  the  importance  of  trans; 
tion  costs  and  what  steps  trad' 
could  take  to  keep  theirs  at  reasc 
able  levels.  I  recommended  that  a 
speculator  who  trades  more  thai 
few  times  a  year  should  use  a  c 
count  broker  as  a  way  of  hold 
down  at  least  the  commission  p  ; 
tion  of  his  transaction  costs. 

Some  of  the  letters  I  received  s 
gested  that  I  quit  mentioning  < 
counters  because  everybody  knc 
about  them.  Other  letters  suggesj 
that  full-service  brokers  provide . 
vices  that  most  traders  need 
cannot  get  from  discounters.  I 
lieve  that  both  of  these  compla;, 
are  irrelevant  for  most  speculate 

First,  it's  not  true  that  every 
knows  about  discounters  and 
much  their  services  cost.  If 
were  true,  I  don't  believe  that 
counters  would  have  only  20°/' 
30%  of  the  total  volume  of  ci 
modity  trading.  Most  traders 
investors    alike    are    reluctant 
change  brokers  for  a  whole  hos 
reasons,    the    most    importan 
which  is  the  personal  relation 
that  usually  exists  between  br\ 
and  customer.   Customers  sinj 
don't  want  to  sever  those  bond  j 
matter  what  they  would  savj 
doing  so. 

Second,  some  of  my  critics  I 
gested  that  a  broker  is  needti 
"watch  the  screen"  all  day  fo^ 
customer.  Any  customer  who  i 
a  full-time  commodity  trader  z 
trading  in  such  a  way  that  he  nc 
broker  to  monitor  every  tick 
most  assuredly  doomed.  Why 
cause  he  is  depending  on  his  b 
to  tell  him  when  to  get  in  and  r. 
the  market.  The  probability  (j 
broker  being  able  to  provide  Ml 
while  advice  of  this  nature  is  j 
indeed.  Such  trading  tells  mc 
the  customer  has  no  system  or  J 
nale  for  trading  but  merely  is  fc 
ing  the  broker's  decisions,  whi 
being  determined  by  rapid  and 
than   likely,   random  price 
ment.  Furthermore,  if  a  bro 
needed  to  watch  prices  tha 
probably  means  that  no  stc 
order  is  in  place — another  invi 
to  disaster.  It  would  be  diffi* 
envision  a  worse  trading  met! 
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?e  cant  let  go  without  getting  hurt,  but 
Iso  we  cant  hold  on  forever. 

VOLCKER  AND  THE 
TIGER'S  TAIL 


MONEY  &  INVESTMENTS 


By  Ashby  Bladen 


ave,  as  the  saying  goes,   some 
id  news  and  some  bad  news.  The 
d  news  is  that  there  almost  eer- 
ily will  never  be  another  dehber- 
credit  crunch  in  the  U.S.  this 
;  of  disaster.  The  bad  news  is 
t  sooner  or  later  a  disaster,  for  all 
Ctical  purposes,  is  inevitable, 
oth  this  country  and  the  rest  of 
•  world  have  been  flying  on  auto- 
:ic  pilot  toward  a  financial  disas- 
for  some  time  now,  and  many 
ntnes  that  borrowed  too  heavily 
Dad  as  well  as  at  home  have 
ady  passed  the  point  of  no  re- 
1.  The  U.S.  has  not  chosen  to 
n  from  their  painful  experience 
instead  is  repeating  it  by  bor- 
ing and  spending  at  home  and 
>ad  at  a  pace  that  is  unprece- 
|ted  in  our  history. 
e  could  probably  still  change 
'se  if  we  wanted  to,  but  the  last 
pt   to   turn   back  was   aban- 
bd  in  1982  after  it  had  caused 
:h  pain  and  suffering.  By  now 
political  and  economic  cost  of 
lg  again  has  risen  much  higher 
either  the  Administration  or 
ederal  Reserve  Board  is  willing 
ly.  We  have  a  tiger  by  the  tail, 
there  is  no  way  of  letting  go 
out  getting  clawed, 
by  is  it  that  most  people  do  not 
ze    the    disaster    our    present 


Bladen  is  a  financial  consultant  and 
rof  How  to  Cope  with  the  Develop- 
nancial  Crisis 


course  is  taking  us  toward?  The  an- 
swer is  that  they  are  looking  at  the 
wrong  aggregates.  Our  politicians 
and  financial  authorities,  as  well  as 
the  economists  who  advise  them, 
still  think  in  terms  of  the  most  liq- 
uid part  of  our  total  debts  outstand- 
ing, which  is  called  money,  instead 
of  in  terms  of  the  whole  of  the  debt. 
A  couple  of  weeks  ago  Fed  Chairman 
Paul  Volcker,  in  his  semiannual  re- 
port to  the  Congress,  targeted  Ml 
growth  at  from  4%  to  7%  this  year, 
as  compared  with  a  target  range  of 
4%  to  8%  last  year,  when  the  actual 
growth  was  5.2%.  All  of  these  fig- 
ures are  well  within  the  range  of 
historical  experience  and  show  no 
great  changes  in  secular  trend. 

But  last  year  total  debts  out- 
standing rose  about  14%,  double 
the  rate  of  20  years  ago.  Moreover, 
the  actual  dollar  amount  of  debt 
outstanding  rose  some  $800  billion 
or  $900  billion  last  year,  around 
IVi  times  as  much  as  the  total 
GNP  increased.  The  American 
people  are  now  spending  a  great 
deal  more  than  they  are  earning  by 
producing,  and  are  borrowing  to 
make  up  the  difference.  The  infla- 
tionary potential  of  a  ratio  like  this 
is  awesome.  The  only  reason  infla- 
tion is  not  climbing  rapidly  is  that, 
so  far,  foreigners  are  happily  fi- 
nancing our  spree. 

Some  people  say  that  the  dollar  is 
appreciating  not  because  we  are  bor- 
rowing abroad  but  because  we  have 
ceased  to  lend  there.  Well,  we  can't 
be  running  a  $100  billion  balance- 
of-payments  deficit  without  either 
borrowing  or  selling  assets  abroad 
to  make  up  the  difference.  Our  for- 
eign friends  aren't  shipping  us  all 
those  nice  cars,  and  the  oil  to  run 
them,  just  because  they  like  us.  The 
inflow  of  capital  to  take  advantage 
of  our  high  interest  rates  has  pushed 
the  foreign  exchange  value  of  the 


dollar  up  to  a  level  at  which  imports 
and  vacations  abroad  are  bargains 
for  Americans. 

This  could  continue  only  if  the 
rest  of  the  world  soared  off  into  hy- 
perinflation and  the  U.S.  didn't. 
Think  about  it.  Since  practically  all 
other  countries  are  inflating  in 
terms  of  their  own  currencies,  the 
only  thing  that  is  holding  prices 
down  here  is  the  continuous  appre- 
ciation of  the  dollar  against  those 
currencies.  But  since  we  are  liqui- 
dating our  foreign  assets  and  bor- 
rowing abroad  at  a  spectacular  rate, 
confidence  in  the  dollar  is  bound  to 
crack  sooner  or  later.  And  when  it 
does,  inflation  and  interest  rates  in 
this  country  are  likely  to  spiral. 

Excessive  borrowing  and  spend- 
ing cause  inflation  and  high  interest 
rates,  but  that  is  just  part  of  the  bad 
news.  They  also  cause  a  rising  bur- 
den of  debt-service  charges  on  the 
incomes  from  which  they  have  to  be 
paid.  The  first  postwar  year  in 
which  a  substantial  number  of  peo- 
ple and  businesses  were  in  danger  of 
bankruptcy  was  1970 — 15  years 
ago.  Since  then  the  amount  of  debts 
outstanding  has  risen  much  faster 
than  incomes,  and  the  symptoms  of 
incipient  financial  trouble  are  all 
around  us. 

In  his  congressional  testimony 
Volcker  said:  "I  don't  see  any  out- 
come to  this  problem  that,  quite 
frankly,  doesn't  involve  the  loss  of 
some  fringe  of  farmers  who  are 
heavily  indebted."  Well,  who  says 
that  a  problem  has  to  have  an  out- 
come? Political  reality  dictates  bail- 
ing out  the  farmers  enough  to  keep 
them  afloat,  just  as  the  Hunt  boys 
were  bailed  out  after  the  Great  Sil- 
ver Caper.  How  long  it  will  be  be- 
fore the  Hunts  need  to  be  bailed  out 
again  is  another  question. 

On  the  other  hand,  while  we  can't 
let  go  of  the  tiger's  tail  without  get- 
ting hurt,  we  also  can't  hold  on  to  it 
forever.  The  ultimate  outcome  will 
be  determined  by  political  muddle, 
panic  or  the  sheer  exhaustion  of  all 
the  remaining  financial  strength  in 
the  country.  But  as  long  as  we  do 
hold  on  and  try  to  keep  everybody 
afloat  by  giving  them  all  the  credit 
they  need,  the  fundamental  direc- 
tion of  interest  rates  can  only  be  up. 
And  I  wouldn't  want  to  be  holding 
long  bonds  when  people  realize  that 
the  40-year  bear  market  in  bonds  is 
still  in  force.  ■ 
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Flashbacks 


'The  more  things  change. . . ." 
ems  from  past  issues  of  Forbes 

ty  years  ago  in  Forbes 

t  the  issue  of  Apr  1,  1925) 
Zalifornia,  as  in  Chicago,  there  has 
i  a  tremendous  increase  in  bank 
isits  during  the  last  ten  years.  In- 
,  the  growth  of  certain  banks  in 
fomia  has  been  relatively  greater 
in  either  Chicago  or  New  York, 
ks  mainly  to  the  unparalleled 
es  made  in  branch  banking.  This 
E  trend,  this  breaking  away  from 
iinancial  dominance  of  New  York, 
:  evidence  in  other  parts  of  the 
|  try.  And  all  indications  are  that  it 
continue.  .  .  ." 


H  onally,  I  regard  Henry  Ford,  de- 
It  all  his  eccentricities,  which  al- 
fc  go  with  genius,  as  having  done 
p  than  any  other  industrialist  to 
rii  about  and  preserve  genuine  so- 
■Uemocratization  in  this  nation 
■  living  made  it  possible  for  mil- 
It  of  wage  earners,  farmers  and 
h  ordinary  folks  to  enjoy  the  inex- 
liible  comfort  and  pleasure  deriv- 
KTom  owning  that  most  useful 
ttaveted  of  all  modern  inventions, 
Kitomobile." 

— B.C.  Forbes 

ffi  Reichsbank   has  formally  an- 

■'.ed  that  all  paper  mark  notes 

Rig  dates  before  Oct.  11,  1924,  are 

I  in  for  redemption.  One  new 


reichsmark,  having  an  exchange  value 
in  America  of  23.8  cents,  will  be  given 
for  1  trillion  old  marks." 

Fifty  years  ago 

(From  the  issue  of  Apr.  1,  1935) 
"How  should  Congress  deal  with  the 
NRA  ?  Briefly,  it  should  scrap  the  bad  in 
it,  retain  the  good.  The  principle  of 
fixing  minimum  wages  has  proved  sal- 
utary. Regulating  maximum  work 
hours  has  also  operatedusefully.  Aboli- 
tion of  child  labor  is  sensible.  Abolition 
of  unfair  trade  practices  is  desirable. 
[But]  beyond  these  objectives,  NRA 
can  successfully  accomplish  little." 

"The  five-year-old  used  automobile, 
1929  model,  was  the  one  that  received 
the  greatest  number  of  sales  in  1934, 
according  to  the  National  Auto- 
mobile Dealers  Association.  The 
automobile  of  1929  constituted 
26.22%  of  all  sales  of  used  cars  last 
year.  The  1934  used  car  constituted 
only  1.21%  of  the  total  sales." 

"Britain,  France,  Italy  are  indignant 
over  Hitler's  failure  to  live  up  to  the 
~eace  terms  forcibly  imposed  upon 
ermany.  But  did  not  these  same  na- 
ons  fail  to  live  up  to  their  agree- 
lent,  voluntarily  entered,  for  repay- 
lent  of  their  war  debts  to  the  U.S.? 
hey,  not  Hitler,  set  the  example  in 
pudiating,  in  violating  international 
rvenants.  Should  Hitler  fling  this  at 
leir  heads,  what  adequate  reply 
mid  they  make?" 

wen  ty -five  years  ago 

'■am  /be  issue  of  Apr.  1,  I960) 

;rom  Jan.  4,  when  the  bellwether 
andard  &  Poor's  average  of  425  in- 
dustrial stocks  hit  an  alltime  high,  to 
Mar.  9,  when  it  hit  a  15-month  low, 
the  industrials  had  lost  13.5%  of  their 
market  value.  From  its  high  to  low, 
the  25  S&P's  rails  had  dropped  nearly 
12%  in  value.  But  to  nobody's  sur- 
prise, the  S&P's  50-stock  utility  aver- 
age had  barely  flickered,  showing  a 
maximum  loss  of  just  1.6%." 

"Robeco,  one  of  the  largest  invest- 
ment companies  in  the  Netherlands, 
laid  open  its  portfolio  at  its  annual 
meeting  in  Rotterdam  last  month  and 
thereby  afforded  Americans  a  splen- 
did chance  to  see  themselves  through 
the  steady  eyes  of  some  of  Europe's 
most  astute  investors. 

"The  look,  alas,  had  precious  few 
surprises.  .  .  .   One  thing  was   clear, 
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however.  The  Dutch  seemed  to  be 
less  enchanted  with  the  New  World's 
prospects  than  they  once  were.  At 
year's  end,  U.S.  securities  made  up 
37.3%  of  Robeco's  assets.  Just  12 
months  before,  they  amounted  to 
more  than  48%." 

Ten  years  ago 

(From  the  issue  of  Apr  1,  1975) 
"Even  if  another  $200  million  to  $300 
million  had  been  voted  for  'emergen- 
cy' military  aid  to  the  tottering  Lon 
Nol  government,  at  best  it  might  de- 
lay the  outcome  a  bit.  But  after  sever- 
al years  and  billions  in  dollars,  bullets 
and  bombs  poured  in  by  the  U.S.  to 
support  'our'  side.  .  .  .  Once  again 
we're  learning  the  hard  way  that 
while  we  can  support  friendly  foreign 
governments,  our  Might  is  merely  a 
mite  if  such  governments  have  little 
or  no  support  from  their  own  people." 


Saul  Steinberg  of  Reliance  Insurance 

"It's  little  wonder  so  many  individual 
investors  have  sworn  off  the  stock 
market.  They  have  taken  quite  a  beat- 
ing from  men  like  Saul  Steinberg. 
First,  his  enthusiasm  helped  push  his 
stock  as  high  as  $57  a  share.  Then  he 
persuaded  Reliance  Insurance's  stock- 
holders to  swap  their  dull  but  solid 
holding  for  his  paper — which  today 
has  a  far  smaller  value  than  their  Reli- 
ance stock  once  had.  And  now  he's 
bought  out  investors  at  a  big  discount 
from  book  value.  ..." 

"What  was  it  W.C.  Fields  used  to 
say?  Never  give  a  sucker  cm  even  break." 
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Maturity  of  mind  is  the 
capacity  to  endure  uncertainty. 
John  Finley 


Curiously,  the  more  effort 
one  puts  into  any  endeavor, 
the  more  likely  one  is  to 
feel  that  one's  efforts  are 
inadequate.  Dilettantes  are 
usually  satisfied. 
Patricia  Pumphrey 


Life  does  not  agree  with 
philosophy:  There  is  no 
happiness  that  is  not 
idleness,  and  only  what 
is  useless  is  pleasurable. 
Chekhov 


If  you  have  done  your  best 
and  failed,  try  doing  your 
worst;  you  might  see  your 
error  and  succeed. 
Benjamin  Lichtenberg 


Defeat  should  never  be  a 
source  of  discouragement, 
but  rather  a  fresh  stimulus. 
Robert  South 


Settle  one  difficulty  and 
you  keep  hundreds  away. 
Chinese  proverb 


In  failing  circumstances 
no  man  can  be  relied  on 
to  keep  his  integrity. 
Ralph  Waldo  Emerson 


Failure  .  .  .  should  challenge 
us  to  new  heights  of 
accomplishment,  not  pull 
us  to  new  depths  of  despair. 
Failure  is  delay,  but  not 
defeat.  It  is  a  temporary 
detour,  not  a  dead-end  street. 
William  Arthur  Ward 


The  ideal  man  bears  the 
accidents  of  life  with 
dignity  and  grace,  making 
the  best  of  the  circumstances. 
Aristotle 
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Thoughts 

on  the  Business  of  Life 


The  man  or  woman  who  humbly 
but  deeply  realizes  that  he 
or  she  has  labored  with  the 
utmost  faithfulness  to  a 
worthy  end  can  never  be  a 
real  failure.  Pressing  on 
toward  "the  mark  for  the 
prize,  "not  the  prize  itself 
is  the  thing 
B.C.  Forbes 


Faith  makes  the  discords  of 
the  present  the  harmonies 
of  the  future. 
Robert  Collyer 


Disappointment  is  often 
the  salt  of  life. 
Theodore  Parker 


Learn  how  to  fail  intelligently, 
for  failing  is  one  of  the 
greatest  arts  in  the  world. 
Charles  Kettering 


Nothing's  too  good  for 
winners  .  .  .  but  take  defeat 
with  dignity  while  planning 
to  come  back. 
Paul  Bryant 


When  searching  for  harmony 
in  life,  we  must  never  forget 
that  in  the  drama  of  existence 
we  are  ourselves  both  actors 
and  spectators. 
Niels  Bohr 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($1 7.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Difficulties  mastered  are 
opportunities  won. 
Winston  Churchill 


Obstacles  are  those  frightful 
things  you  see  when  you  take 
your  eyes  off  the  goal. 
Hannah  More 


Most  people  judge  men  only 
by  success  or  failure. 
La  Rochefoucauld 


Forget  the  times  of  your 
distress,  but  never  forget 
what  they  taught  you. 
Herbert  Gasser 


The  ideal  must  be  high;  the  pur- 
pose strong,  worthy  and  true;  or 
the  life  will  be  a  failure. 
Orison  Swett  Marden 
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Few  persons  realize  how  much 
of  their  happiness,  such  as 
it  is,  is  dependent  upon  their 
work,  upon  the  fact  that  they 
are  kept  busy  and  not  left  to 
feed  upon  themselves. 
John  Burroughs 


Life  begins  on  the  other 

side  of  despair. 

Jean -Paul  Sartre     /  % 
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